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Introduction

Everyone who studies M arx , it is said , feels compelled to write a book about 
the experience. I o ffer  this w ork in partial p roo f o f such a proposition. But I 
do have an additional excuse. After the com pletion of Social Justice and the 
City (nearly a decade ago), I determ ined to improve upon the tentative, and 
w hat I later saw to be erroneous, form ulations therein and to write a defini­
tive statem ent on the urban process under capitalism  from  a M arxist perspec­
tive. Th e m ore deeply enmeshed I became in the project, the more I became 
aw are that some o f the m ore basic aspects o f M arxian  theory to which I 
sough t to appeal lay quite undeveloped and in some cases almost empty o f 
consideration . So 1 set out to write the theory o f  urbanization, to  integrate it 
w ith  detailed historical studies o f  the urban  process drawn from Britain, 
France and the United States, and to casually fill in a few  ‘em pty boxes’ in 
M a rx ia n  theory en route. Th e project soon becam e totally unwieldy. In this 
bo o k , long as it is, I deal only with the ‘em pty boxes’ in the theory. Let me 
explain  how  that cam e to be.

It is both a virtue and difficulty in M arx  that everything relates to  every­
thing else. It is im possible to  work on one ‘empty b o x ’ without sim ultane­
ously  w ork in g on all other aspects o f the theory. The bits and pieces I had to 
understan d — such as the circulation o f capital in built environments, the role 
o f  credit and the m echanism s (such as rent) that m ediate the production  of 
sp atia l configurations — could not be understood w ithout careful attention to 
the relation sh ips they bore to  the rest o f  the theory. I saw , for exam ple, that 
earlier errors on the interpretation o f  rent arose precisely out o f a failure to 
integrate this single aspect o f distribution into the general theory o f produc­
tion and distribution  that M arx  proposed. The trouble is, however, that there 
are m any different interpretations of that general theory. Furthermore, as is 
to be expected, investigation o f  the topics o f particular interest to me sug­
gested  new w ays to think about value theory, crisis theory and so on. I had no 
option  except to w rite a treatise on M arx ian  theory in general, paying
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p articu lar attention  to the circulation of capital in built environments, the 
credit system  and the production  o f spatial configurations.

All o f this took me very far from  my original concern with urbanization 
under cap ita lism ; with the details o f  H aussm an ’s adm inistration in Paris and 
the subsequen t glories and horrors o f the Paris Com m une; with the processes 
o f  urban transform ation  and class struggle in my adopted city of Baltimore. 
Y et the links are there. I think it is possible to pull all o f  this together, to 
transcend the seem ing boundaries between theory, abstractly form ulated, 
and history, concretely recorded; between the conceptual clarity o f theory 
and the seem ingly endless m uddles o f political practice. But time and space 
force me to  write dow n the theory as an abstract conception, without refer­
ence to the history. In this sense the present work is, I fear, but a pale apology 
fo r a m agnificent conception. And a violation o f the ideals o f historical 
m aterialism  to boot.

In self-defence I have to say  that no one else seems to have found a way to 
integrate theory and history, to preserve the integrity o f both while transcend­
ing their separation . M arx  went to great pains to keep the history—theory 
relation  intact in the first volume o f C apital, but covered probably about 
one-tw entieth of w hat he intended as a result (he never finished Capital, and 
pro jected  b o o k s on foreign trade, the w orld m arket and crises, the state, etc., 
w ere left totally  untouched). A n d  the history disappears alm ost entirely from  
the p rep aratory  studies that make up volume 2 o f Capital. For my part, I 
w anted to  get through the m aterials M arx  assem bled in the three volumes of 
C ap ita l, the three p arts of Theories o f  Surplus Value and in the G rundrisse in 
o rder to  deal with the particu lar topics that interested me. There was no way 
to do  it except by stripping the theory o f any direct historical content.

B ut I hope that the general theory set out here will be helpful to the study of 
h istory  and the form ulation  o f  political practices. I have found it so. It has 
helped me to  understand why capitalism  engages in periodic splurges o f 
insane land speculation ; why H aussm an  w as brough t down in 1868 by the 
sam e k inds of financial difficulties that beset N ew  York in the 1970s; why 
p h ase s o f  crisis are always m anifest as a joint reorganization o f both tech­
nologies and regional configurations to production ; and so on. I can only 
h ope that others will find the theory as helpful. And if not, then I suppose the 
burden  rests on me to dem onstrate the utility o f the theory in future w orks 
that have a m ore explicit historical, geographical and political content. This 
sh ou ld  not be taken to mean, however, that I regard the theory as correct and 
sacrosan ct. It surely deserves all kinds o f  m odification in the light o f critical 
review, better and more general theory construction and thorough testing 
aga in st the h istorical record, as well as in the fires o f political struggle. I 
publish  these theoretical findings as a contribution to a collective process o f 
discovery. I do so  now  because I cannot take the subject much further without 
a rad ical change in direction which will take several more years to bear fruit.
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I could  p u ff out this introduction with learned-sounding comments on 
m atters such as epistem ology and ontology, on the theory and practice o f 
h istorical m aterialism , on the ‘tru e ’ nature o f dialectics. I prefer to let the 
m ethods o f both enquiry and presentation speak for themselves through the 
text and to let the object of enquiry emerge in the course o f study rather than 
to  set it up a  priori like som e cardboard  cut-out on a back-lit stage. But som e 
general com m ents on w hat I have tried to do, and how, m ay be helpful to the 
reader.

T h e general objective has been to com bine a m ode o f  thinking that I 
conceive to be dialectical with as much simplicity o f exposition as a m ani­
festly com plicated subject m atter will allow. Such aim s are not easily recon­
ciled. A t som e points, the striving for simplicity takes me dangerously close to 
the perils o f  reductionism , while at others the struggle to keep faith  with 
the intricate integrity o f  the subject m atter brings me to the brink of 
obscu ran tism . I have not avoided either error to my own satisfaction. And I 
am only too well aware that what appears as reductionist to the expert long 
steeped in M arxian  theory m ay appear unnecessarily obscure to the 
new com er. M y tactic in the face o f this has been to strive for enough 
sim plicity  in the opening chapters to give newcomers, willing to struggle with 
adm itted ly  difficult concepts, the greatest possible opportunity to grapple 
with the m ore substantive contributions of later chapters. I have tried to keep 
better faith  with the intricacy o f  the subject m atter in the chapters on fixed 
cap ita l, finance and money, rent and the production o f spatial configurations.

I do not, how ever, want the argum ent to be construed as a linear argument, 
in sp ite o f the apparent linearity in the flow. The first chapters are not firm and 
fixed  building b locks upon which all subsequent chapters are erected. N o r are 
the later chapters derived or deduced out an original set o f propositions 
advan ced  at the outset. I begin, rather, with the sim plest abstractions that 
M a rx  p rop osed  and then seek to expand their m eaning through considera­
tion o f them in different contexts. The view o f the whole should evolve as 
m ore and m ore phenom ena are integrated into the vast com posite picture o f 
w h at cap italism , a s a m o d e o f  production , lo o k s like. T h e difficulty here is to 
com e up w ith  a m ode o f  presentation -  a form  o f argum entation, if you  will -  
that does n ot do a violation  to  the content of the thoughts expressed. Each 
chapter focuses on a particu lar aspect o f the whole. The difficulty is to 
preserve the focus while keeping the relation to everything else broadly in 
view . C on stan t invocation  o f ‘everything else’ would needlessly clutter later 
chapters and render the initial chapters incomprehensible, because subjects 
n ot yet analysed  w ould have to be invoked without explanation. M arx  tried 
to deal with the problem  in the opening chapters o f C apital by fashioning a 
lan gu age o f such density and utter abstraction  that m ost ordinary m ortals are 
left qu ite bew ildered, at least on first reading. I have sought a middle ground. I 
use n otion s of opposition , antagonism  and contradiction as connecting
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th read s to bind the m aterials together. In so  doing I em ploy a logical device 
w hich M a rx  uses to great effect. The details will be explored later, but the 
general tactic is worth elucidating in advance, if only to provide the reader 
with some idea o f how  the subsequent argum ent will unfold.

At each step in the form ulation o f  the theory, we encounter antagonism s 
that build into intriguing configurations o f internal and external contradic­
tion. The resolution  of each merely provokes the formation o f new contradic­
tions o r their translation  on to som e fresh terrain. The argum ent can spin 
on w ard s and outw ards in this way to encom pass every aspect o f the capitalist 
m ode o f production . For exam ple, M arx  opens C ap ita l with the idea that the 
m aterial com m odity  is sim ultaneously a use value and an exchange value, and 
th at the tw o form s o f  value necessarily oppose each other. This opposition 
(which is internal to the commodity) achieves its external expression in the 
sep aration  between com m odities in general (use values) and money (the pure 
representation  of exchange value). But money then internalizes contradictory 
functions within itself which can in turn be resolved only if money circulates 
in a certain way, as capital. And so  the argum ent proceeds to encom pass the 
cla ss antagon ism  betw een capital and labour, the contradictory dynam ics of 
technological change, and ultimately evolves into an elaborate and lengthy 
disquisition  upon those seemingly irreconcilable contradictions that lead 
cap italism  into the cataclysm s o f crises. The first seven chapters summ arize 
and interpret M a r x ’s argum ent, according to such a logic, up to the point of 
w h at I call ‘the first cut’ a t crisis theory, as exemplified by M a rx ’s theory of 
the falling rate o f profit.

In the rem aining chapters I use the sam e logical device to extend M a rx ’s 
argum ent on to less fam iliar terrain. The analysis o f fixed capital and con­
su m ption  fund form ation  in chapter 8 show s that the surpluses o f capital and 
lab ou r produ ced  under the conditions described in the ‘first cut’ at crisis 
theory can be ab sorbed  by the creation o f new form s o f circulation oriented to 
future rather than present uses. But we then find that these new forms are at 
o d d s, in the long run, with a continuous dynamics o f technological change, 
itse lf a necessary  condition for the perpetuation o f accum ulation. The ‘value’ 
p u t u pon  fixed cap ital becom es an unstable magnitude as a resu lt.'T he 
continued circulation  o f capital is threatened with severe disruption.

The credit system then com es to the rescue. In chapters 9 and 10 we 
discover that the credit system , as a kind o f  ‘central nervous system ’ for the 
regulation  of cap ital flow , has the potential to resolve all o f the imbalances to 
w hich cap italism  is prone, to resolve the contradictions earlier identified. But 
it can do so  only at the price o f  internalizing the contradictions within itself. 
M assive  concentration  o f  financial pow er, accom panied by the machinations 
o f finance cap ital, can as easily de-stabilize as stabilize capitalism. And a 
fundam ental opposition  arises in any case between the financial system -  the 
creation  of m oney as credit money — and its monetary base (the use o f money
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as a m easure o f value). T h is sets the stage to  exam ine the financial and 
m onetary  asp ects o f crisis form ation, including financial pan ics and inflation. 
This form s the ‘second cut’ at crisis theory.

The chapter on rent nominally com pletes the theory o f distribution but also 
allow s us to  consider the spatial as well as the tem poral dynam ics from  a 
theoretical perspective. Further analysis o f the geographical mobilities of 
cap ita l an d  labour show s how  the contradictions of capitalism  are, in princi­
ple at least, susceptible to a ‘spatial fix ’ — geographical expansion and uneven 
geograp h ical developm ent hold out the possibility for a contradiction-prone 
cap italism  to right itself. T h is leads directly to the ‘third cut’ at crisis theory, 
which deals with crisis form ation in its spatial aspects. Under this heading we 
can app roach  the problem s o f imperialism and inter-imperialist wars from  a 
fresh perspective. W e see once more that pursuit o f a ‘spatial fix’ to 
cap ita lism ’s internal contradictions merely ends up projecting them, albeit in 
new  form s, upon  the w orld stage. This, I argue, allow s us to construct a 
fram ew ork  for theorizing about the historical geography of the capitalist 
m ode o f production .

I d o  not claim  this is the end o f m atters — how could it be, given the m ode of 
theorizing? I indicate som e areas o f  unfinished business in the Afterword. N or 
d o  I claim  that everything I have to  say  is original or beyond dispute. Which 
brings m e to  another m atter that deserves to be broached by w ay of 
in troduction .

T h e M arx ist  intellectual tradition has undergone a rem arkable resurgence 
during the p ast decade, a resurgence m arked by lively disputations and 
v igorou s polem ics spiked with not a little vitriol. I have struggled, not always 
successfully , to keep up with a literature that has grown enorm ously even 
during the space of the five years or so o f writing. T o  acknowledge the 
stim ulus to every thought in the text would require footnotes beyond belief. 
So I sim ply w ant to acknow ledge here the deep debt I owe to the collective 
e ffo rts o f m any writers, thinkers and practitioners. The courage o f those such 
as Paul Sweezy, M aurice D obb , Paul Baran, Edw ard Thom pson, Eric 
F lo bsbaw m , R. R osdolsky  and others, who kept the flame o f M arxist thought 
alive during incredibly difficult years, w as alw ays an inspiration. W ithout the 
stim ulus o f the resurgence in M arxist thinking, which writers as diverse as 
A lthusser, Poulantzas, W allerstein , Am in, M andel and others, engineered, I 
p ro b ab ly  w ould  have given up on this project long ago. Am ongst these 
thinkers I count M anuel C astells and Vicente N avarro  as personal friends 
who time and again offered help and encouragement.

I have also struggled to sort out the debates as best I could (although I must 
confess I gave up on som e o f them in deep frustration). But to confront the 
variou s p osition s taken  on every point o f controversy w ould extend the text 
endlessly  while som e w orks, such as Kozo U no’s came upon the scene too late 
fo r  me to  pay them the close attention they warranted. So I decided to deal
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directly with only the m o st fundam ental debates, as these impinge upon key 
poin ts in my ow n argum ent. And even then I tend to forgo polemics and 
sim ply m ention in p assin g  those who have been the most active participants 
in the debate. I hope the sm oothness o f the flow will make up for the lack of 
verbal pyrotechnics.

F inally, there are those people and institutions to w hom  I am directly 
indebted in one w ay or another. I am  pleased to acknowledge receipt o f a 
G uggenheim  M em orial Fellowship to Paris, which allowed me time to study 
the French urbanization  experience but, perhaps more importantly, allowed 
m e to  come to grips with the active intricacies o f the French M arxist tradition. 
M . G. W olm an, chairm an o f the D epartm ent o f G eography and Environ­
m ental Engineering in The Joh n s H opkins University, dem onstrated a deep 
com m itm ent to the principle o f freedom  o f enquiry and helped thereby to 
create conditions o f w ork that were extrem ely favourable.

I had the good fortune, also, to meet up with a group o f people in the early 
1970s w ho participated  in a rem arkably invigorating exploration o f  M arxist 
thought. D ick W alker and Lee Jord an , Gene M um y, Jorn  and Altrud 
B arn brock , Flor Torres and Chuck Schnell, Ric Pfeffer, Lata  Chatterjee and 
B arb ara  K oeppel shared their insights and helped peel back the layers of 
m ystification  that surround us, through their collective efforts. And w hat is 
m ore, they did it with a sense o f fun  and joy that is truly rare in hum an 
com pan ionsh ip . And in recent years Beatriz N o fa l and N eil Smith continued 
that tradition. They also went, page by page, over the manuscript. I owe them 
an  en orm ous debt. B arbara, C laudia, John and Rosie provided very special 
su p port. Finally, John  D avey, o f Basil Blackwell, waited patiently and 
encouragingly  for the final product and kindly allow ed me to com m andeer a 
som etim es sunny corner o f his kitchen to pen these and many other lines.
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Commodities} Values and 
Class Relations

The m ethod o f analysis which I have em ployed, and which had not 
p reviously  been applied to econom ic subjects, m akes the reading o f the 
first chapters rather a rd u o u s .. . .  That is a disadvantage I am  powerless 
to overcom e, unless it be by forew arning and forearm ing those readers 
w ho zealously  seek the truth. There is no royal road to science, and only 
those who do not dread the fatiguing climb o f  its steep paths have a 
chance o f gaining its lum inous sum m its. (C apital, vol. 1, p. 21)

M a rx  open s his analysis i n C ap ita l b y exam ining the nature o f commodities. 
A t first b lush this choice seems som ew hat arbitrary. But if we review the 
w riting prep aratory  to C ap ita l— stretching over alm ost three decades—we see 
that the choice w as not arbitrary at all. It w as the result o f extensive enquiry, a 
lon g  voyage o f discovery which led M arx  to a fundamental conclusion: to 
unlock  the secrets o f  the com m odity is to unravel the intricate secrets of 
cap ita lism  itself. W e begin with what is in effect a conclusion.

M a rx  considers the com m odity as a m aterial em bodiment o f use value, 
exchange value and value. Once again, these concepts are presented to us in a 
seem ingly arbitrary  w ay so  that it appears ‘as if we had before us a mere a 
p rio ri construction ’ (C apital, vol. 1, p. 19). These are the concepts that are 
abso lu tely  fundam ental to everything that follow s. They are the pivot upon 
which the whole analysis o f capitalism  turns. We have to understand them if 
w e are to  understand w hat it is that M arx  has to say .1

In this there is a certain difficulty. T o  understand the concepts fully requires 
that we understand the inner logic o f capitalism  itself. Since we cannot 
p ossib ly  have that understanding at the outset, we are forced to use the

1 It is the hallmark o f M arx ’s materialist method to begin the discussion by examin­
ing the characteristics o f material objects with which everyone is familiar. ‘I do not
proceed on the basis o f  “ concepts”  hence also not from  the “ value concept”  What I
proceed from  is the simplest social form in which the product o f labour in contempo­
rary society manifests itself, and this is as “ commodity” ’ (Notes on Adolph Wagner, 
p. 214)
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concepts w ithout know ing precisely w hat they mean. Furthermore, M a rx ’s 
re lation al w ay o f proceeding m eans that he cannot treat any one concept as a 
fixed , know n or even know able building block on the basis o f which to 
interpret the rich com plexity of capitalism . We cannot interpret values, he 
seem s to say , w ithout understanding use values and exchange values, and we 
can n ot interpret the latter categories without a full understanding o f the first. 
M a r x  never treats any one concept in isolation as if it could be understood in 
itself. H e alw ays focuses on one or other o f the triad o f possible relations 
betw een them — between use value and exchange value, between use value 
and value, between exchange value and value. The relations between the 
concepts are w hat really count.

In the course o f  C ap ita l we can observe M arx  shifting from  one relational 
p airin g  to another, using insights garnered from  one standpoint to establish 
in terpretation s for another. It is rather as if, to borrow  an im age o f O ilm an ’s, 
M a r x  sees each relation as a separate ‘w indow ’ from  which we can  look  in 
upon  the inner structure o f  capitalism . Th e view from  any one window is flat 
and lacks perspective. W hen we move to another w indow  we can see things 
that were formerly hidden from view. A rm ed with that knowledge, we can 
reinterpret and reconstitute our understanding o f  what we saw  through the 
first w indow , giving it greater depth and perspective. By m oving from  
w indow  to w indow  and carefully recording what we see, we come closer and 
closer to understanding capitalist society and all o f its inherent 
contrad ictions.

T h is d ialectical w ay  o f  proceeding im poses a great deal upon the reader. 
W e are forced to grope in the dark, arm ed with highly abstract and seemingly 
a  p rio ri concepts we have very little understanding of, w orking from  perspec­
tives we are not yet in a position  to evaluate. M o st readers therefore 
encounter great difficulty on reading the first few chapters o f Capital. But 
after a pain fu l and often frustrating period o f groping, we begin to perceive 
where we are and w hat it is that we are looking at. Shadow y understandings 
em erge as M a rx  bit by bit illuminates for us different aspects o f the intricate 
com plexity  o f cap italism . The m eaning o f  the concepts use value, exchange 
value and value becom e clearer in the course o f the analysis. The m ore we 
understand how  cap italism  w orks, the more we understand what these 
concepts refer to .2

All o f  this contrasts vividly with the ‘building-block’ approach to

2 Oilman (1973). Engels also specifically warns us against ‘the false assumption that 
M arx  wishes to define where he only investigates, and that in general we might expect 
fixed, cut-to-measure, once and for all applicable definitions in M arx ’s works. It is 
self-evident that where things and their interrelations are conceived not as fixed, but as 
changing, their mental images, the ideas, are likewise subject to change and transfor­
m ation; and they are not encapsulated in rigid definitions, but are developed in their 
historical or logical process o f formation.’ (Capital, vol. 3, pp. 13—14)
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know ledge so typical o f bourgeois social science and deeply ingrained in 
widely accepted bourgeois m odes o f thought. A ccording to this line of 
thought, it is both possible and desirable to build solid foundations to 
know ledge by isolating basic com ponents within the social system and sub­
jecting them to detailed investigation. Once the com ponent is understood, we 
can build  upon it as if it were a fixed and immutable foundation for subse­
quent enquiry. From  time to tim e, o f course, the cornerstones o f knowledge 
ap p ear w anting, and when the cracks in them become obvious to all, we 
w itness one o f those dram atic revolutions in thought — paradigm  shifts, as 
they are som etim es called — so characteristic o f  bourgeois science.

M o st  o f  us raised in ‘W estern’ traditions o f thought feel at home with such 
a strategy o f enquiry. We find M a rx ’s departure from  it, if we understand it at 
all, d isconcerting if not downright perverse. And the tem ptation is always 
there to try and reduce the unfam iliar to the fam iliar by re-stating M a rx ’s 
argum ents in m ore readily com prehensible terms. This tendency lies a t the 
root o f m any m isinterpretations o f  M arx  by M arx ists and non-M arxists 
alike. It produ ces what I shall call a ‘linear’ interpretation o f  the theory laid 
out in C ap ita l.3

T h is ‘lin ear’ interpretation runs along the follow ing lines. M arx, it is said, 
sets up three poten tial building blocks fo r  interpreting commodity produc­
tion and exchange, by presenting us with the concepts o f use value, exchange 
value and value. H e supposedly  abstracts from questions o f use value on the 
first p ag e  o f C apital and thereafter regards the study o f  them as irrelevant to 
his p u rp ose  although it still rem ains o f  historical interest. An investigation of 
exchan ge values merely serves to  show that the secrets o f capitalism cannot be 
revealed through a study o f  them alone. And so M arx  constructs the labour 
theory o f  value as the solid foundation , the fixed building block which, when 
bu ilt upon , will tell us all we need to know  about capitalism . The justification 
o f the lab ou r theory o f  value, according to this view, lies in M a rx ’s discovery 
th at ‘all history is the history o f class struggle’, and that the labour theory of 
value m ust hold because it is the expression o f the class relations o f  
cap italism .

Such a ‘ lin ear’ version o f M a rx ’s theory runs into a variety of difficulties, o f 
w hich we will briefly consider one. In the third volume o f Capital, M arx  
exam in es the ‘transform ation  o f  values into prices’. The accuracy o f  his 
tran sform ation  procedure is vital to the ‘linear’ interpretation because M arx

3 Such a ‘linear’ interpretation o f M arx characterises both Robinson’s (1967) and 
Sam uelson ’s (1971) presentations on the subject (this appears to be one o f the few 
points they do agree upon). More troublesome ‘structuralist’ versions can be found in 
Bronfenbrenner (1968) and Elster (1978), while even Sweezy (1968) —in a work that is 
otherwise deserving o f the utmost admiration — seems to fall into this trap. He got into 
the difficulty, in my opinion, by not fully appreciating the relationship that M arx 
builds between the concepts o f use value and value (see notes 5 and 9).
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ap p ears to be deriving exchange values ou t o f the fixed building block o f the 
value theory. Since everyone concedes that capitalists operate with exchange 
values and not with values, M arx ’s analysis of the ‘laws of m otion ’ o f 
cap italism  stands or falls, according to  this interpretation, with the logical 
coherence o f the transform ation.

U nfortunately, M arx ’s transform ation  is incorrect. There seems to be no 
necessary  relation between the values em bodied in com m odities and the 
ra tio s at which the latter exchange. Bourgeois detractors (and some 
sym pathizers) have had a field day. They portray the first and third volumes 
of C ap ita l as being irreconcilably in contradiction. M arx , they say, finally 
cam e to his senses in the third volume and realized that the value theory o f the 
first w as an irrelevant distraction as far as understanding the real processes of 
com m odity  production  and exchange w as concerned. All that w as required 
to accom plish  the latter w as a theory o f relative prices w ithout any reference 
to values. And this argum ent, given the linear interpretation, is sufficiently 
pow erfu l to lead M arxists into a certain self-doubt as to the relevance of 
M a rx ia n  value theory or into lines o f defence o f it which sound merely 
assertive as op posed  to coherent and convincing.

But an exam ination  o f M a rx ’s w ork show s that exchange values, far from 
being derived out of value theory at some late stage in the game, ate funda­
m ental to the enquiry at the outset. W ithout some understanding o f them we 
cou ld  not say anything m eaningful about value. Exchange value and value are 
relational categories, and neither of them can be treated as a fixed and 
im m utable building block. M a rx ’s study o f  the transform ation problem is but 
one step in a continuing investigation o f the intricate relations between them. 
And he is m ost definitely not seeking to derive exchange values out o f  values, 
as appears to  be the case under the linear interpretation. T h is explains why 
M a rx , w ho w as fully aware of the logical defects o f his argument (although 
n ot, p erh aps, of all o f the im plications), could dismiss them as unim portant in 
relation  to the actual top ic he was there concerned with. This is, however, a 
m atter to which we will return in chapter 2.

It fo llow s that w e should eschew anything that sm acks o f  a ‘linear’ inter­
pretation  o f M arx ian  theory. But if we follow M arx ’s method, then this 
m eans that we are bound to encounter the kinds o f difficulties that face any 
reader of Capital. W e have to begin by groping in the dark, armed with 
M a rx ia n  categories which are at best partially  understood. There is, unfortu­
nately , no w ay in which we can avoid this difficulty -  ‘there is no royal road to 
science’.

In this chapter I shall try to  reconstruct M a rx ’s argument concerning the 
relation s betw een use values, exchange value and values under conditions of 
com m odity  production  and exchange. At the same time I shall seek to explain 
w h at M arx  is do in g and why. In this w ay I hope to m ake the steep climb to the 
lum in ous sum m its o f M arxian  theory a little less fatiguing.
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I U S E  V A L U E S ,  E X C H A N G E  V A L U E S  A N D  V A L U E S  

1 Use values

At the basis of M a rx ’s conception o f the world lies the notion o f an appropri­
ation  o f nature by human beings in order to satisfy their w ants and needs. 
T h is appropriation  is a m aterial process em bodied in the acts o f production 
and consum ption. Under conditions o f  com m odity production, the acts o f 
p rodu ction  and consum ption  are separated by exchange. B ut the appropria­
tion o f nature alw ays rem ains fundam ental. From  this it follow s that we can 
never ignore w hat M arx  calls ‘the m aterial side’ o f com m odities. T o  do so 
w ould  be to remove the satisfaction  o f hum an wants and needs from  any 
relation  to nature.

Th e m aterial side o f  com m odities is captured in its relation to hum an wants 
and needs by the concept o f  its use value. This use value may be looked at 
‘ from  the tw o poin ts o f view of quality and quantity’ . As an ‘ assem blage of 
m any p rop erties’ which can ‘be o f use in various w ays’, the commodity 
p o ssesses certain qualities that relate to different kinds o f human w ants and 
needs. Food satisfies our hunger, clothing our need fo r w arm th and housing 
ou r need for shelter. And although M arx  insists that ‘as use values, com ­
m odities are, above all, o f different qualities’, he also insists that ‘when 
treating o f use-value we alw ays assum e to be dealing with definite quantities, 
such as dozens o f  w atches, yards o f linen, or tons or iron ’ (C apital, vol. 1, 
p. 36 ).

In relation  to exchange value, which is seen prim arily as a quantitative 
relation , M arx  stresses the qualitative aspects o f use values. But in a 
soph isticated  and intricate system  of com m odity production, the quantitative 
a sp ects o f use values becom e of great im portance. Producers use a certain 
quantity  o f inputs — labour power, raw  m aterials and instruments o f p roduc­
tion — to create a quantity o f physical product which is used to satisfy the 
w an ts and needs o f a certain num ber o f people. The ratio o f physical inputs to 
ou tpu ts in the production  process provides a physical measure o f efficiency. A 
description  o f aggregate inputs and outputs provides us with an overall 
p icture o f how  the appropriation  o f nature relates to social wants and needs.

In a society characterized by division o f labour and specialization o f 
produ ction , we can  define the requirements for social reproduction in terms 
o f the quantity o f  output in a particu lar industry (such as iron and steel) 
needed to satisfy  the dem ands o f all other industries (such as autom obiles, 
construction , machine tools and so  on). A state o f reproduction is one in 
w hich the inputs and outputs balance. We can identify a surplus within such a 
system  as a surp lus product: that is, an am ount o f m aterial use values over 
an d  above those needed to reproduce the system in a given state. This surplus
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produ ct can  be used in a variety o f w ays, such as building monuments or 
creating new m eans o f  production  to help produce even more surplus pro­
duct. The surp lus p roduct from  different industries can be re-combined so 
that the total quantity o f output expands over time, either by simple expan­
sion o f  existing industries or by the form ation o f entirely new ones.

T h e quantitative characteristics o f such a physical production system  are of 
considerable interest, although there are, o f  course, som e problem s o f speci­
fication . W e need to know  w hat use values are required to reproduce or 
exp an d  labour pow er (never an easy subject), how  to identify industries, how 
to accoun t for fixed capital, joint products and so  on. But the obvious need to 
balance quantities o f  inputs and outputs m akes the direct study o f the 
physical aspects o f production  both possible and potentially enlightening — 
they have therefore been the focus o f  attention ever since Quesnay first 
p rodu ced  his T ableau  econom ique. M arx  picks up on the technique in 
volum e 2 o f  C apital, and in more recent years Leontieff has fashioned an 
elaborate m ethod to  study the structure o f physical flows within the 
econom y. There are now  input—output studies o f national, regional and 
selected urban  econom ies. The question  is, then, w hat insights can we derive 
regard in g the inner logic o f  capitalism  from  studying the physical 
characteristics o f  this production  system in isolation?

M a rx  recognizes, o f  course, that all societies m ust physically reproduce 
them selves if they are to survive. From  the standpoint o f production, the 
ph ysica l aspect to  social reproduction is captured by a description o f  the 
lab o u r process. W e could cast this description in universal term s: ‘ (1) the 
person al activity o f  m an, i.e. w ork  itself, (2) the subject of this work, and 
(3) its instrum ents’ (C ap ita l, vol. 1, p. 178).4

M a r x ’s studies o f  political econom y led him to be deeply suspicious o f 
universal categories o f  this sort. H e saw  categories themselves as a product o f 
a p articu lar society and sought concepts that could serve to distinguish 
cap italism  from  other m odes o f production and thereby serve as a basis for 
d issectin g cap italism ’s internal logic. In this m anner, M arx  seeks to m ake his 
m aterialism  genuinely historical.

On the first page o f  Capital, M arx  seems to abstract from  use values by 
argu in g  that an understanding o f the exact nature o f  hum an w ants and needs 
w ill ‘m ake no difference’ and contribute nothing to a study o f political 
econ om y. W e cannot discrim inate between societies on the basis o f their use 
values. ‘T o  discover the various uses o f things’, therefore, is ‘the w ork o f 
h istory ’ rather than o f  political economy.

This has been interpreted by som e to mean that M arx  considered that the 
structural characteristics o f capitalism  could be investigated independently of

4 Steedm an (1977), building upon Sraffa (1960), reinterprets M arx in the light o f  
the characteristics of physical production systems. Fine and Harris (1979) summarize 
the criticisms o f this approach.
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any consideration  o f use values. N oth in g could be further from the truth. 
Indeed, had M arx  truly taken that path  he w ould have destroyed the 
m ateria list basis to  his investigation. H aving rejected use value as a  universal 
category  on  the first page o f  C apital, he reintroduces it as a relational category 
on the second. The com m odity is conceived o f  as an em bodim entof both use 
value and exchange value. Th is sets the stage for considering use value in 
relation to both exchange value and value.5

In its relational form , the category ‘use value’ is extrem ely im portant to the 
subsequen t analysis. ‘ Only an obscurantist who has not understood a w ord o f 
C a p ita l ’, M arx  asserts, ‘can conclude [that] use value plays no role in [the] 
w o rk ’ (N otes on A dolph W agner, p. 215). M arx  explains his strategy in the 
G run drisse (p. 881) quite explicitly. A use value is ‘the object o f the satisfaction 
o f  any system  w hatever o f  human needs. This is [the com m odity’s] m aterial 
side, which the m ost disparate epochs o f production m ay have in common, 
and w h ose exam ination  therefore lies beyond political econom y.’ But, he 
then add s, ‘use value falls within the realm o f political economy as soon as it 
becom es m odified by the modern relations o f production, or as it, in turn, 
intervenes to  m odify them .’

This is an  extremely im portant statem ent. It explains how and why M arx  
will weave the study o f  use value into his argum ent. Use values are shaped 
accord in g  to the m odern relations o f production and in turn intervene to 
m odify those relations. Analyses o f the labour process, the social and technical 
o rgan ization  o f production , the m aterial characteristics o f fixed capital, and 
the like — all considered from the standpoint o f use values — are interwoven 
w ith  the study o f exchange values and values in m ost intricate fashion. In the 
case o f  fixed capital, for exam ple, we find M arx  asserting over and over again 
that use value here ‘plays a role as an econom ic category ’ (Grundrisse, 
p. 646). A machine is a use value produced under capitalist relations o f  
p roduction . It em bodies exchange value and value. And it has an extremely 
im p o rtan t role to  p lay  in m odifying the labour process, the structures of 
p rod u ction , the relations between inputs and outputs, and the like. The 
p rodu ction  and use of m achines falls very much within the realm of political 
econom y.

W e are not yet in a position, o f  course, to understand how  the concept o f  
use value is m odified by, at the sam e tim e as it m odifies, capitalist relations o f

5 Rosdolsky (1977, pp. 73—98), has an excellent discussion on M arx ’s use o f the 
concept ‘use value’ and the manner in which the concept is employed, chiefly in the 
Grundrisse but also in Capital. He also draws attention to the following rather 
surprising statement in Sweezy (1968, p. 26) to the effect that ‘M arx excluded 
use-value (or as it would now be called, “ utility” ) from  the field of investigation of 
political economy on the ground that it does not directly embody a social relation,’ 
Sweezy, as Rosdolsky points out, is here replicating a misinterpretation of M arx which 
stretches back at least to Hilferding’s writings in the early 1900s.
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production  because we have yet to grasp the M arxian  interpretations o f 
exchange value and value. But it might be useful to consider how the M arxian  
understanding o f use value evolves in the course o f analysis by exam ining one 
im portan t exam ple at length.

C onsider the conception o f hum an w an ts and needs which M arx  appears 
to relegate to a mere question o f history on the first page o f Capital. By the end 
o f the very first section, after a brief exam ination o f exchange values and 
values, M arx  m odifies his argument and insists that the producer o f com­
m odities ‘must not only produce use values but use values for others, social 
use valu es’ . Unless the com m odity satisfies a social want or need, it can have 
neither exchange value nor value (C apital, vol. 1, p. 41). The category o f use 
value, albeit now  understood as social use value in relation to exchange value 
and value, is undeniably already performing an economic function.

This invites us to consider how social w ants and needs are modified by 
cap italism . T h rou gh out much o f the first volume o f Capital, M arx  assumes 
that these social wants and needs are known. As far as the labourers are 
concerned, for exam ple, they are seen as ‘the product o f historical develop­
m ent’ dependent upon the ‘degree o f civilization o f a country, more particu­
larly  on the habits and degree o f  com fort in which the class o f free labourers 
has been form ed ’ (C apital, vol. 1, p. 171). But then M arx  shifts to consider 
how  the accum ulation  o f  capital affects the conditions o f  life o f the labourer. 
The ‘ stan dard  o f living’ o f labour is now  seen as something that varies 
accord in g to the dynam ics o f  capitalist accum ulation.

T o w ard s the end o f  volume 2 o f Capital, M arx  takes a  further step. The 
totality  o f  the physical system o f reproduction is disaggregated into three 
sectors producin g m eans o f production, wage goods (necessities) and 
luxuries. Th e flows between the sectors have to balance (in quantity, value 
and m oney term s) if simple reproduction is to occur or if an orderly expan­
sion  o f  p roduction  is to take place. The conception o f wants and needs o f  the 
labourers now undergoes a further m odification. The labourers rely upon 
cap italist com m odity production to meet their needs at the sam e time as 
com m odity producers rely upon the labourers to  spend their m oney on the 
com m odities the cap italists can produce. The production system  (under 
cap ita list control) both responds to and creates wants and needs on the part 
o f the labourer.

Th is prepares the w ay for considering the production o f  new consumption 
as a necessary aspect to the accum ulation o f  capital. And this production o f 
consum ption  can be accom plished in a variety o f ways — ‘firstly quantitative 
exp an sion  o f  existing consum ption; secondly: creation o f new needs by 
p ro p ag atin g  existing ones in a wide circle; thirdly: production  o f new needs 
and discovery and creation o f new use values’ (Grundrisse, p. 408). The 
conception  o f  use value thus shifts from  som ething em bedded in ‘any system 
w hatever o f  human needs’ to a m ore specific understanding o f how social
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2  Exchange value, m oney and the price system

N oth in g  is m ore basic to the functioning o f capitalist society than the elemen­
tal tran saction  in which we acquire a certain quantity o f use value in return 
for a certain sum  o f money. T he inform ation generated by such transactions — 
that w heat sells at so  much a bushel, that shoes cost so  much a pair, that steel 
trades at so  much a ton, etc. — provide signals that guide both production and 
consum ption  decisions. Producers decide how much o f a commodity to 
p roduce given an average selling price and purchase certain quantities o f 
com m odities a t som e buying price in order to undertake commodity produc­
tion. H ou seh olds decide how  m uch o f a com m odity to buy given its price in 
relation  to  their w an ts and needs and their d isposable income. These trans­
action s — so fundam ental to daily life under capitalism  — constitute the ‘w orld 
o f  ap p earan ce ’ o r the ‘phenom enal form ’ o f econom ic activity. The problem  
for political econom y has ever been to explain why com m odities exchange at 
the prices they do.

The exchange values expressed through the price system would be rela­
tively easy to  understand if  we could unquestioningly accept two initial 
assum ption s. First, one com m odity functions as an unbiased numeraire — as 
m oney -  so  that the relative values o f  all other com m odities can be unam bigu­
ously  expressed  as a price. Secondly, we live in a w orld o f com m odity 
p rodu ction  — all goods are produced for exchange in the m arket. In a 
cap italist society, these tw o assum ptions appear alm ost ‘natural’ — they 
ap p ear to pose no serious difficulties, if only because they reflect conditions 
with w hich w e are very fam iliar. Arm ed with them, we can proceed to 
analysis o f  the price system  directly. We see that com m odities exchange 
accord in g to  relative prices and that the prices shift in response to supply and 
dem an d conditions. The price system evidently provides a highly sophistica­
ted decentralized mechanism for co-ordinating the varied activities o f in­
num erable and diverse econom ic agents. And it seem s as if the laws o f supply 
and dem an d will be sufficient to explain relative prices.

M a rx  accepts the im portance o f  supply and dem and in equilibriating the 
m arket, but he vehemently denies that supply and dem and can tell us any­
thing w hatsoever about w hat the equilibrium prices o f com m odities will be.

If supply  and dem and balance one another, they cease to explain 
anything, do  not affect m arket-values, and therefore leave us so much 
m ore in the dark  about the reasons why market-value is expressed in 
j ust this sum  o f m oney and no other. It is evident that the real inner laws
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o f cap italist production  cannot be explained by the interaction of
supply  and dem and. (C ap ital, vol. 3 , p. 189)

T h is is a very strong assertion, and we have to see M arx ’s justification for it. 
W e will finally nail this down in chapter 3. But one o f the lynch-pins o f  his 
argum ent lies in his analysis o f money.

M arx  opens his argum ent in C ap ita l by treating exchange value as if it were 
a sim ple m atter in order to arrive at his initial statem ent o f the theory o f value. 
But he then returns im m ediately to questions o f  exchange to show  that it is 
indeed prob lem atic an d  that a study o f it, in relation to  value, is very 
enlightening. H is general tack  is to show that the exchange value o f a 
com m odity  cannot be understood w ithout analysing the nature o f the 
‘m oney’ that perm its exchange value to be expressed unequivocally as a price. 
In p articu lar, he challenges the idea that any com m odity can ever be an 
u n b iased  num eraire, and seeks to show  that, on the contrary, money 
em bodies a fundam ental contradiction.

T h e basic  task , he asserts, ‘lies not in com prehending that money is a 
com m odity , but in discovering how, why, and by what m eans a com m odity 
becom es m oney ’ (C ap ita l, vol. 1, p. 92). The money form  is a social creation. 
‘N atu re ,’ M a rx  argues, ‘does not produce money, any m ore than it produces a 
rate o f exchan ge or a banker’ [Grundrisse, p. 239). And money is not 
estab lish ed arb itrarily  o r out o f mere convention. The money com m odity is 
p rodu ced  in the course o f  history by a specific social p ro ce ss—participation in 
acts o f  exchange — which has to be understood if we are ever to penetrate the 
inner logic o f the price system .7

6 We should note that M arx  followed Ricardo on this. Ricardo considered supply 
and demand important as an equilibriating mechanism but, like M arx, did not 
consider it a powerful enough conception o f the world to form the basis o f value 
theory. ‘You say demand and supply regulates value,’ he wrote to Malthus, but ‘this, I 
think, is saying nothing’ (quoted in Meek, 1977, p. 158). Supply and demand lies at the 
heart of neoclassical and marginalist value theory, but Sraffa’s (1960) critique o f the 
latter has pushed at least a segment of contemporary economic theory back to the 
com m on basis provided, in at least this respect, by both M arx and Ricardo. Meek 
(1977, ch. 10) has a good discussion on this point.

7 Studies on M arx ’s theory o f money are few and far between. Rosdolsky (1977) has 
an excellent discussion o f how M arx  arrived at his final conception of money. De 
Brunhoff’s M arx on Money (1976) is useful, but as her auto-critique at the end 
indicates, she misses out on a number o f points which she seeks to include in her later 
works (1976b and 1978) which are generally excellent. Harris (1976; 1979) and 
Barrere (1977) also assemble some materials o f interest. What is distressing, however, 
is the way in which general works on M arx often shunt the problem o f money to one 
side as a  special topic, instead o f treating it as central to the whole analysis. The only 
exception is M andel (1968), who commendably integrates money and credit into his 
text. By the same token there is a danger inherent in the rise of special studies o f M arx ’s 
theory o f money as something that can be treated in isolation from  other aspects of 
M a rx ’s theory. I hope to avoid this pitfall in chapters 9 and 10.
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M a rx  treats the sim ple com m odity form  as the ‘germ ’ o f the money form. 
An analysis o f  direct barter show s that com m odities can assum e what he calls 
the ‘equivalent’ and ‘relative’ form s o f  value. W hen a community m easures 
the value o f  goo d s being acquired against the single value o f a good  being 
d isposed  of, then the latter functions as its equivalent form  o f value. In an 
initial state, each com m unity or bargaining agent will possess commodities 
that operate as the equivalent form  o f value. With the proliferation o f 
exchange, one com m odity (or set o f commodities) will likely emerge as the 
‘universal equivalent’ — a basic  m oney com m odity such as gold. The relative 
values o f  all other com m odities can then be expressed in terms o f this money 
com m odity . ‘V alue’ consequently acquires a clearly recognizable, unique and 
socially  accepted m easure. The shift from  many different (subjective and 
often accidental) determ inations o f exchange value to one standard money 
m easure is produced by a proliferation  o f exchange relations to the point 
where the production o f goo ds for exchange becomes ‘a norm al social act’ . 
But we can also  see, on the other hand, that a  general system o f com m odity 
exchange would be im possible w ithout money to facilitate it. The growth o f 
exchan ge and the emergence o f a m oney com m odity therefore necessarily go 
hand in hand.

The com m odity  that assum es ‘the m antle o f  m oney’ becom es distinct from 
all the others. A nd analysis o f  its special characteristics proves enlightening, 
since ‘the riddle presented by m oney is but the riddle presented by com ­
m odities . . .  in its m ost glaring fo rm ’ (C apital, vol. 1, p. 93).

Th e m oney com m odity, like any other com m odity, has a value, exchange 
value and use value. Its value is determ ined by the socially necessary labour 
tim e taken  up in its production and reflects the specific social and physical 
cond itions o f  the labour process under which it is produced. The exchange 
values o f  all other com m odities are m easured against the yardstick form ed by 
these specific conditions o f  production  o f the money commodity. From  this 
stan dp o in t, money functions as a  m easure o f  value, and its exchange value 
ou gh t presum ably  to  reflect that fact. The use value o f money is that it 
facilitates the circulation o f  all other com m odities. From  this standpoint it 
functions as a  m edium  o f  circulation. In the course o f lubricating exchange, 
how ever, money acquires an exchange value formed as ‘the reflex, thrown 
upon  a single com m odity, o f the value relations betw een all the rest’ (Capital, 
vol. l , p .  90). M oney becomes worth w hat it will buy. The result: the money 
com m odity  acquires a dual exchange value — that dictated by its own condi­
tion s o f production  (its ‘inherent’ exchange value), and that dictated by what 
it will buy (its ‘reflex’ value).

T h is duality arises, M arx  explains, because exchange value, which we 
initially  conceived o f  as being an internalized attribute o f all com m odities is 
now  represented by a m easuring rod which is external to and quite separate 
from  the com m odities themselves (G rundrisse, p. 145). The problem  o f how
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to represent and m easure values is thereby solved. But the solution is arrived 
at only at the expense o f  internalizing the duality o f use value and value 
within the exchange value o f  money itself. M oney, in short, ‘solves the 
contrad ictions o f  direct barter and exchange, only by positing them as general 
con trad iction s’ (G rundrisse, p. 200). All o f  which has som e very im portant 
ram ifications.

We can see, fo r  exam ple, th at the total quantity o f money circulating in 
society at a given velocity has to be sufficient to facilitate a given quantity of 
com m odity  exchange at appropriate prices. We can designate the dem and for 
m oney as P- Q  (where P is a  vector of prices and Q  the respective quantities of 
com m odities in circulation) and the supply o f money as M ■ V (where M  is the 
quantity  of m oney available and V is its velocity o f circulation). In 
equilibrium , M V  =  P Q  (C apital, vol. 1, p. 123). If the quantity o f com ­
m odities in circulation suddenly increases, while both M  and V remain 
constan t, then the reflex value o f the money com m odity will rise to a level that 
may be far above its inherent value. An increase in the supply o f money or in 
its velocity o f circulation  can rectify this. But the volum e of com m odity 
exchange is perpetually  fluctuating, day by day, while the very conditions that 
led a p articu lar com m odity to  be selected as the money com m odity (scarcity, 
etc.) militate against instant adjustability  in its supply. One possible w ay out 
o f this difficulty is to create a reserve fund, a board , which can be used flexibly 
in the face o f potentially  wide fluctuations in the volume o f com m odity 
exchange. A nother possibility  is to use some kind o f credit system and then 
use the m oney com m odity to pay the balance o f  accounts at the end o f a given 
period  of time (a day , month or year). In this way the dem and for money can 
be m uch reduced and the effects o f day-to-day fluctuations in the volume o f 
com m odity  exchange neutralized.

T h is im m ediately focuses our attention upon certain additional functions 
o f m oney — as a store o f  value and as a m eans o f  payment. Both depend upon 
the capacity  o f m oney to  operate as an independent form  o f social pow er 
w hich in turn derives from  the fact that money is the social expression of 
value itself. ‘The indiv idual’, M a rx  suggests, consequently ‘carries his social 
pow er, as well as his bond with society, in his pocket’ (Grundrisse, p. 157). 
T h is social pow er is ‘alienable w ithout restriction o r conditions’, and it can 
becom e, therefore, the ‘private pow er o f private persons’ (C apital, vol. 1, pp. 
110 , 132). G reed for that social pow er leads to appropriation, stealing, 
h oard ing, accum ulation  -  all become possible. M arx  goes to considerable 
lengths, p articu larly  in the Grundrisse (see particularly pp. 1 4 5 -7 2 ), to 
describe the disruptive effects o f  m onetization, through social pow er rela­
tions, on traditional societies.

B u tin  C ap ita l he is concerned to m ake another point. Ifthe use o f m oney as 
a store o f value or as means o f paym ent provides the only way to keep the two 
form s of exchange value that money internalizes in line with each other, then



U S E  V A L U E S ,  E X C H A N G E  V A L U E S  A N D  V A L U E S 13

this requires th at the social pow er o f m oney be used in a certain w ay. If 
h oard in g  is necessary to equilibrate the exchange process (Capital, vol. 1, p. 
134 ), then this im plies that the hoarded money is used according to  certain 
ration al principles — money must be w ithdraw n from  circulation when com ­
m odity  production  is down, and thrown back into circulation when com ­
m odity  production  revives. W hen money is used as m eans o f paym ent, all 
agents in the exchange process becom e both debtors and creditors, and this 
again  im plies certain coherent principles for contracting and settling debts. In 
both cases our attention is focused on a particular form  of circulation. We 
u nderstan d  why the circulation o f money, as an end in itself, arises as a ‘social 
necessity springing out o f the process o f  circulation itself’ (C apital, vol. 1, 
p. 136).

M a rx  defines the com m odity form  o f  circulation (commodity—money- 
—com m odity , or C -M -C , for short) as an exchange o f use values (the use of 
sh oes again st bread, for example) which depends essentially upon the quali­
ties o f the goo d s being exchanged. M oney functions here as a convenient 
interm ediary. W e now  encounter a form  o f circulation, M -C —M , which 
begins and ends with exactly the sam e commodity. The only possible m otiva­
tion fo r putting money into circulation on a repeated basis is to obtain more 
o f it a t the end than w as p ossessed  at the beginning. A  quantitative relation 
replaces the exchange o f qualities. M oney is thrown into circulation to make 
m ore m o n ey —a profit. And money that circulates in this w ay is called capital.

W e have arrived at the point where we can see that the conditions of 
general com m odity  exchange m ake the capitalist form  of circulation socially 
necessary. T he social im plications o f  this are legion. A social space is created 
in which the operations of the capitalist become necessary in order to stabilize 
exchan ge relations. But

it is only in so  far as the appropriation  o f ever more and more w ealth in 
the ab strac t becom es the sole m otive o f  his operations, that he functions 
as a cap italist, that is, as capital personified and endowed with con­
sciousness and a will. Use values must therefore never be looked upon as 
the real aim o f the capitalist. . . . The restless never-ending process of 
profit-m aking alone is what he aims at. This boundless greed after 
riches, this passion ate chase after exchange value, is common to the 
cap ita list and the m iser; but while the miser is merely a capitalist gone 
m ad , the cap italist is a rational miser. The never-ending augmentation 
of exchange value, which the miser strives after, by seeking to save his 
m oney from  circulation, is attained by the more acute capitalist, by 
constan tly  throw ing it afresh  into circulation. (C apital, vol. 1, 
pp . 1 5 2 - 3 )

A n d so w e a r r iv e a t  the m ost fundam ental question we can possibly ask  o f a 
cap ita list society: where does profit come from ? But only value theory can 
equip  us with the wherewithal for an assault on that question.
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3 The value theory

W e now  consider the value theory implicit in the processes o f commodity 
p rodu ction  and exchange. Unlike use values and prices, there is no self- 
evident starting poin t for the analysis. We either start with a priori assum p­
tions abou t the nature o f  value, or seek an objective theory o f  value through a 
m aterial investigation of how society functions. M arx  takes the latter course. 
Since the w orld o f  appearance is dom inated, in our ow n society, by the prices 
o f quantities o f  use values, these provide the data fo r establishing an initial 
version  o f the value theory. Once the latter is in place, the dialectical relation­
sh ip between values, prices and use values can be exam ined as a means to 
d issect the inner logic o f capitalism .

Th e opening argum ent in C apital is strikingly sim ple. M arx  defines the 
com m odity  as an em bodim ent o f use and exchange values, abstracts 
im m ediately from  the form er, and proceeds directly to analyse exchange 
values. Putting tw o different use values (which are themselves qualitatively 
different) equal to each other in exchange implies that both use values have 
som ething in com m on. The only attribute that all commodities have in 
com m on is that they are products o f human labour. When ‘com m odities are 
looked  at as crystals o f this social substance, common to them all, they are — 
V alu es’ (C apital, vol. 1, p. 38).

T he argum ent is  alm ost identical to that laid out in R icardo ’s Principles o f  
Po litica l Econ om y an d  Taxation. M arx  appears to follow  R icardo entirely in 
treating the problem  o f value, at this stage, as one o f finding an appropriate 
stan dard  of value.8 The only modification is his introduction o f a distinction 
betw een ‘concrete useful labour’ defined as ‘human labour exercised with a 
definite aim , to produce use values’ and ‘hum an labour in the abstract’, which 
‘creates and form s the value of com m odities’ (C apital, vol. 1, pp. 4 1 - 6 ) .  But 
M a r x ’s argum ent now  app ears purely tautological — the standard o f  value is 
that aspect o f hum an labour which creates value!

M a rx  breaks out of the tautology by an analysis o f the difference between 
ab strac t and concrete labour. All labour is concrete in the sense that it 
involves the m aterial transform ation  o f  nature. But m arket exchange tends to 
ob literate individual differences both in the conditions o f  production and on 
the p art o f those do in g the labouring. If I paid  according to actual labour time 
em bodied, then the lazier the labourer, the m ore I should pay. But generally I 
p ay  the go in g  m arket price. W hat happens in effect is that the commensura- 
bility o f com m odities achieved through exchange renders the labour 
em bodied in them equally com m ensurable. If it takes one day to m ake a pair

8 Itoh (1976) provides an excellent study of the w ay in which M arx  uses R icardo’s 
argum ents to  fashion his own conception in Capital, and Pilling’s (1972) article is also 
o f  considerable interest. See also Elson (1979).
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o f shoes on average, then the abstract labour em bodied in a p air o f shoes is 
one day no m atter whether it tak es the individual labourer two or fifty hours 
to m ake. A bstract labour is defined then as ‘socially necessary labour tim e’
(C ap ita l, vol. 1, p. 39).

All that this does is  to insert the qualification ‘socially necessary’ into 
R icard o ’s theory of labour time as the standard o f value. It hardly m akes 
M a r x ’s version -stron g enough to bear the weight o f all the subsequent 
analysis, nor does it seem profound enough to justify treating it as the solid 
foundation  o f M arx ian  theory and therefore as a proposition to be defended 
at all costs. Until, that is, we ask  what, exactly, is m eant by ‘socially 
n ecessary ’?

The invocation  of social necessity should alert us. It contains the seeds for 
M a r x ’s critique o f political econom y as well as for his dissection of 
cap italism . W hat M arx  will eventually show us, in a discourse pervaded by a 
p ro fou n d  concern with m arking the boundaries between freedom and neces­
sity under capitalism , is that human labour in the abstract is a distillation, 
finally accom plished under very specific relations o f production, out o f a 
seem ingly infinite variety o f concrete labour activities. We will discover that 
ab stract labou r can become the m easure o f value only to the degree that a 
specific kind of hum an labour — wage labour — becom es general.

This immediately differentiates M a rx ’s theory o f value from  conventional 
lab ou r theories o f value (R icardo ’s in particular). M arx  turns an a-historical, 
universal statem ent into a theory o f value that operates solely under capitalist 
relations o f production . At the sam e time, the value theory reaches out 
beyond the problem  of simply defining a standard o f value for determining 
the relative prices o f com m odities. The value theory com es to reflect and 
em body the essential social relations that lie at the heart o f the capitalist mode 
of production . Value is conceived of, in short, as a social relation. But M arx  
does not throw this conception at us arbitrarily, as an a  priori construct. He 
seeks, rather, to show us, step by step, that this is the only conception o f value 
that m akes sense; that the law o f value as he conceives o f it indeed operates as 
a guiding force within capitalist history. And the p roof o f this must necessarily 
lie at the end o f his analysis, not at the beginning.9

M a rx  begins on the explication  o f ‘socially necessary’ alm ost immediately. 
It is, w e are told, ‘the labour required to produce an article under the normal 
cond itions o f  production and with the average degree o f skill and intensity 
prevalent at the tim e’ . This cannot be understood w ithout returning to an 
an alysis o f use values. First, the productivity o f labour is considered in purely 
physical term s: it is set ‘by the average am ount o f skill o f the w orkm an, the 
state  o f science, and the degree o f its practical application, the social organi­
zation  o f production , the extent and capabilities o f the m eans o f production,

9 The contrast between this view and other interpretations of the value theory will 
be considered in the Appendix on p. 35 below.
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and by physical conditions’ (C apital, vol. 1, p. 40). Second, labour can  create 
no value unless it creates social use values — use values for others. M arx  does 
not elaborate on what is meant by a ‘social use value’ at this stage. He simply 
asserts that value has to be created in production and realized through 
exchan ge and consum ption  if it is to remain value. This brief return to the 
sphere of use values is a foretaste o f  much that is to come.

B ut at this poin t M a rx  chooses to focus more closely on value in relation to 
exchan ge value. H is investigation o f the m aterial form s o f value achieved 
through exchange reveals that the substance o f value — human labour in the 
ab strac t — can regulate commodity production and exchange only if there is 
som e way that value can be represented materially. The conclusion quickly 
fo llow s: ‘m oney as a m easure o f value, is the phenomenal form  that m ust of 
necessity be assum ed by that m easure o f value which is immanent in com ­
m odities, labou r time (C apital, vol. 1, p. 94).

N otice , once m ore, the invocation o f  necessity. When we relate this back to 
the idea of ‘socially  necessary labour tim e’ we arrive at an im portant proposi­
tion. Th e existence o f  m oney is a necessary condition fo r the separation and 
distillation  o f ab stract ou t o f  concrete labour.

W e can see why this is so  by exam ining the consequences o f a growth in 
exchan ge relations. T h is grow th, we have already seen, is dependent upon, at 
the sam e tim e as it gives rise to, the money form . But it also has consequences 
fo r the distinction between concrete and abstract labour:

It is only by being exchanged that the products o f labour acquire, as 
values, one uniform  social status, distinct from their varied form s o f 
existence as objects o f  utility. This division o f a product into a useful 
thing and a value becom es practically important, only when exchange 
has acquired  such an extension that useful articles are produced for the 
pu rp ose o f being exchanged. . . . From  this m oment the labour o f the 
individual p roducer acquires socially a two-fold character. On the one 
hand, it m ust, as a definite useful kind o f labour, satisfy a definite social 
w ant, and thus hold its p lace as p art and parcel o f  the collective labour 
o f  all, a s a branch o f a social division o f labour that has sprung up 
spon tan eously . On the other hand, it can satisfy the m anifold wants o f 
the individual producer himself, on ly in so fa r  as the m utual exchange­
ability  o f all kinds o f useful private labour is an established social fact, 
and therefore the private useful labour o f each producer ranks on an 
equality with that o f all others. The equalization o f the m ost different 
k inds of labour can be the result of an abstraction from  their 
inequalities, or o f reducing them to their com m on denom inator, viz., 
expenditure o f  hum an labour-pow er o r  hum an labour in  the abstract.
(C ap ita l, vol. 1, p. 73).

M a r x ’s rap id  m ovem ent from  one ‘w indow ’ to another in the first chapter 
o f C ap ita l has brough t us to the point where we can clearly see the intercon­



U S E  V A L U E S ,  E X C H A N G E  V A L U E S  A N D  V A L U E S 17

nections between the grow th o f  exchange, the rise o f the money form and the 
em ergence o f abstract labour as a m easure o f value. But we have also gained 
sufficient perspective on these interrelations to see that the way things appear 
to us in daily  life can conceal as much as it can reveal about their social 
m eaning. Th is idea M arx  captures in the concept o f ‘the fetishism o f 
com m od ities’ .

The extension of exchange puts producers into relations o f reciprocal 
dependency. But they relate to each other by way o f the products they 
exchange rather than directly as social beings. Social relationships are expres­
sed as relationships between things. On the other hand, the things themselves 
exchan ge according to their value, which is m easured in terms o f abstract 
labour. And ab stract labour becom es the measure o f value through a specific 
social process. The ‘fetishism o f com m odities’ describes a state in which ‘the 
relations connecting the labour o f  one individual with that o f  the rest appear, 
not as direct social relations between individuals at work, but as what they 
really are, m aterial relations between persons and social relations between 
th ings’ (C ap ita l, vol. 1, p. 73).

11 i s n o accident that M arx  lays out this general principle o f ‘the fetishism of 
com m od ities’ im m ediately after considering the emergence o f the money 
form  of va lu e .10 H e is concerned at this point in the analysis to use the general 
principle o f ‘ fetishism ’ to explain the problem atic character o f the relation 
betw een value and its m onetary expression:

It w as the com m on expression o f all com m odities in money that alone 
led to the establishm ent o f  their character as values. It is, however, just 
this u ltim ate m oney form  o f the world o f com m odities that actually 
conceals, instead o f  disclosing, the social character o f private labour, 
and the social relations betw een the individual producers. (Capital, vol. 
l , p p .  7 5 - 6 )

The exchange of com m odities for money is real enough, yet it conceals our 
so c ia l relationships with others behind a mere thing -  the money form itself. 
The act o f exchange tells us nothing about the conditions o f labour o f the 
p rodu cers, for exam ple, and keeps us in a state o f  ignorance concerning our 
so cial relations as these are m ediated by the market system. We respond 
solely to the prices o f quantities o f  use values. But this also suggests that, 
when we exchange things, ‘we imply the existence o f value . .  . without being 
aw are o f it.’ The existence o f money — the form  o f value — conceals the social 
m ean ing o f value itself. ‘V alue does not stalk  about with a label describing 
w h at it is’ (C ap ital, vol. 1, p. 74).

C onsider, now , the relationship between values and prices that this implies. 
If the price system  perm its the form ation  o f  values at the same tim e as it

10 Rubin (1972) has some fascinating comments on the theme o f fetishism in M arx ’s 
Capital.
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conceals the social basis o f values from view, then the magnitude o f relative 
prices does not necessarily have to correspond to the magnitude o f relative 
values. M arx  considers the deviations between the tw o m agnitudes as ‘no 
defect’ because they ‘adm irab ly  adapt the price form ’ to a social situation 
characterized, seemingly, by lawless irregularities that com pensate each other 
(C ap ita l, vol. 1, p. 102). The ebb and flow o f com m odity production for 
exchan ge, arising out o f the spontaneous decisions o f myriad producers, can 
be accom m odated  by the price system precisely because prices are free to 
fluctuate in w ays in which a strict m easure o f values could not. Values, after 
all, express an equilibrium  point in exchange ratios after supply and demand 
h ave been equilibrated in the m arket. The flexibility o f prices perm its that 
equilibration  process to take place and is therefore essential to the definition 
o f values.

M o re  troublesom e, however, is the fact th at ‘the price form m ay also 
conceal a qualitative inconsistency’ to the point where ‘price ceases altogether 
to express value.’ O bjects that are not products o f human labour — land, 
conscience, honour and so on, ‘are capable o f being offered fo r sale by their 
h o ld ers and thus acquiring through their price the form  o f com m odities’ 
(C ap ita l, vol. 1, p. 102). Com m odities that are products o f human labour 
m ust be distinguished, then, from  ‘com m odity form s’, which have a price but 
no value. T h is top ic is not seriously broached again  until volum e 3 o f  Capital. 
There we will discover the fetishism that attaches to the categories o f rent 
(which p uts a price on land and makes it seem as if money grow s out o f  the 
soil) and interest (which puts a price on money itself). For the moment we, 
to o , will leave such thorny questions aside.

M a r x ’s characterization  of the fetishism of com m odities encourages us to 
consider the social m eaning of value in greater depth. In one o f his earliest 
statem ents on the subject, M arx  viewed value as ‘the civil m ode o f existence 
o f p rop erty ’ (C ollected Works (with Engels), vol. 1, p. 229). In C apital M arx  
is now here near as blunt, but this dim ension to his argum ent is nevertheless o f 
g reat im portance.

E xch an ge o f com m odities presupposes the right o f  private proprietors to 
d ispose  freely of the products of their labour. This juridical relation is ‘ but the 
reflex of the real econom ic relations’ of exchange (Capital, vol. 1,-p. 84). If 
exchan ge ratio s are to be established that accurately reflect social require­
m ents, then producers m ust ‘treat each other as private ow ners o f alienable 
ob jects and by im plication as independent individuals’. This m eans that 
‘juridical ind iv iduals’ (persons, corporations, etc.) m ust be able to approach 
each other on an equal footing in exchange, as sole and exclusive owners of 
com m odities with the freedom  to buy from  and sell to whom soever they 
p lease. For such a condition to exist supposes not only a solid legal founda­
tion to exchange but also the pow er to sustain private property rights and 
enforce contracts. T h is pow er, o f course, resides in ‘the sta te ’. The state in
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som e fo rm  or another is a necessary precondition to  the establishment o f 
values.

T o  the extent that private property rights an d  enforcement o f contracts are 
guaranteed, so  production  can increasingly be carried on ‘by private individu­
als or g ro u p s o f  individuals who carry on their w ork independently o f each 
other’ and who express their relation to society through the exchange o f their 
p rodu cts (C apital, vol. 1, pp. 7 2 - 3 ) .  The price system, which also requires 
state regulation  if only to guarantee the quality o f the money in circulation 
(see chapter 10 below ), facilitates the co-ordination o f the spontaneous 
activities o f innum erable individuals so that production achieves ‘the 
quantitative proportion  . . .  which society requires’ (Capital, vol. 1, p. 75). We 
can, under these conditions, study the ‘behaviour o f men in the social process 
o f  p rod u ction ’ as if it were ‘purely atom ic’, so that ‘their relations to each 
other in production  assum e a m aterial character independent of their control 
and conscious individual action’ (C apital, vol. 1, pp. 9 2 —3).

T h is w ork in g m odel o f  a m arket society and all o f  its political and legal 
trapp in gs w as, o f course, quite prevalent in the political economy o f the time 
and stretches back , as Professor M acPherson has so ably shown, at least to 
H ob b es and L o ck e .11 M arx  clearly took  the view that the operation o f the law 
o f value depended upon the existence o f  these basic societal conditions. 
Furtherm ore, he considers that notions o f ‘individuality ’, ‘equality’, ‘private 
p rop erty ’ and ‘freedom ’ take on very specific meanings in the context of 
m arket exchange — meanings that should not be confused with more general 
idealogies o f freedom , individuality, equality and so on. T o  the degree that 
these highly specific meanings are universalized in bourgeois notions of 
constitutionality , we create confusions in thought as well as in practice.

C onsider, for exam ple, the notion o f equality, which plays a key role in 
M a r x ’s argum ent. A ristotle had long before argued that ‘exchange cannot 
take p lace without equality ’ — a principle that M arx  quotes approvingly. This 
does not mean that everyone is or should be considered equal in all respects. It 
sim ply m eans that we w ould not exchange one use value for another under 
cond iton s o f  free exchange unless we valued the tw o at least equally well. Or, 
p u t in m oney term s, a dollar equals another dollar in term s o f its purchasing 
p ow er no m atter whose pocket it is in. The whole rationale for the operation 
o f  the price system  rests on the principle that ‘the circulation o f com m odities 
requires the exchange o f equivalents’ (C apital, vol. 1, p. 160). The definition 
o f values therefore rests upon this restricted and quite specific idea of equality 
in the sense that diverse use values produced under diverse concrete condi­

11 I do not mean to imply by this that I agree entirely with MacPherson (1962), 
w hose Political Theory o f  Possessive Individualism ignores, among other things, the 
patriarchal organization o f families at the same time as it skips over many o f the real 
com plexities — see Tribe (1978) and M acfarlane (1978). M arx himself picks up on 
these themes in som e detail in the Grundrisse (pp. 157—65).
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tio n s o f  hum an lab o u r are all reduced in the course o f market exchange to  the 
sam e stan dard . They can be brought into a relation o f equivalence. But once 
we have this idea o f equality firmly in place, we can use it as a lever to push the 
w hole discussion  of the inner logic o f capitalism  on to a new and more fruitful 
p lan e o f d iscourse. Let us see how M arx does this.

4 The theory of surplus value

W e have now arrived at the point where we can lay out a conception o f capital 
that integrates our understanding o f the relationships between use values, 
exchan ge values and values. C apital, M arx  insists, should be defined as a 
p rocess rather than as a thing. The m aterial m anifestation o f this process 
ex ists as a transform ation  from  money into com m odities back into money 
p lu s profit: M —C—(M  +A M ). But since we have definedm oney as the material 
representation  o f value, we can also say that capital is a process o f expansion 
o f value. And this M arx  calls the production o f surplus value.

C ap ita l m ust, in the course o f  its circulation, assum e the form s o f money 
(exchange value) and com m odities (use values) at different moments:

In truth , how ever, value is here the active factor in a process, in which, 
while constantly  assum ing the form  in turn o f money and com m odities, 
it a t the sam e time changes in m agnitude, differentiates itself by throw ­
ing o ff  surplus-value from  itself.

W e ought not, how ever, divorce our understanding o f this process o f ‘self­
exp an sion  of value’ from its m aterial expression. For this reason,

Value . . . requires som e independent form , by means o f which its 
identity may at any time be established. And this form  it possesses only 
in the sh ape o f m oney. It is under the form  o f money that value begins 
and ends, and begins again, every act o f its own spontaneous genera­
tion. . . . Value therefore now becomes value in process, money in 
process, and, as such, capital. (C apital, vol. 1, pp. 1 5 3 -5 )

T h is definition o f  capital has som e wide-ranging im plications. First o f all, it 
im plies that the functioning capital in society is not equal to the total stock of 
m oney, nor is it equal to the total stock o f  use values (which we can define as 
the total so c ia l wealth). The money that sits in my pocket as a m eans to 
purch ase  the com m odities that I need to live on is not being used as capital. 
N or are the use values o f  the house I live in or the spade I dig the garden with. 
There is, therefore, a great deal that goes on in society that is not directly 
related  to the circulation o f capital, and we should therefore resist the 
tem ptation  to reduce everything to these simple M arxian  categories. M oney 
cap ita l is, then, that p art o f the total stock o f money, productive and com ­
m odity  cap ital are those portions o f the total social wealth, caught up in a 
very specific p rocess of circulation. C apital, it follow s, can be form ed by
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converting m oney and use values and putting them into circulation in order to 
m ake m oney, to produce surplus value.

Secondly, this ‘p rocess’ definition o f capital m eans that we can define a 
‘cap ita list’ as any econom ic agent who puts money and use values into 
circulation  in order to make more money. Individuals may or may not relish 
this role, personify  it and internalize its rationale into their own psychology. 
C ap ita lists may be nice or evil people. But this need not concern us: we can 
sim ply treat ‘ the characters who appear on the economic stage’ as ‘personi­
fications o f  the econom ic relations that exist between them’ (Capital, vol. 1, 
p. 85). F o rth e  purposes a t  hand w ecan  concentrate on ro /es rather than upon 
people them selves. T h is perm its us to abstract from  the diversity o f human 
m otivation s and to operate at the level o f social necessity as this is captured in 
a study o f the roles o f econom ic agents.

L ast, but not least, M arx ’s definition o f  capital dem onstrates a necessary 
rather than fortuitous relation between the capitalist form  of circulation and 
the determ ination  o f values as socially necessary labour time. Since this is a 
very im portant proposition , we should recapitulate the basis for it.

W e have seen that the extension o f exchange and the rise o f money are 
integral to each other. We also saw that the internalized contradiction within 
the m oney form  (between its use value and value) could be resolved only if 
there were a reserve fund o f money that could be thrown into or withdrawn 
from  circulation  as conditions of com m odity exchange required. M oney 
m ust begin to circulate in a certain way. Since M —C—M  yields no qualitative 
change in the nature o f the com m odity held at the beginning and end o f the 
p rocess, the only system ic m otivation for this form  o f  circulation is through a 
quantitative change, which m eans a circulation process o f the form

M —C -(M -M M ).

W hat M arx  show s u s is that, even in  the absence o f  diverse human m otiva­
tions (the lust for gold, the greed for social pow er and the desire to dominate), 
the cap italist form  o f  circulation w ould have had to  come into existence in 
response to the contradictory pressures exerted on money through the expan­
sion  and extension  o f exchange. But exchange also establishes values as the 
regulators o f exchange ratios. And so we can derive the connection: the rise o f 
the cap ita list form  o f circulation an d  o f  values as the regulators o f exchange 
go hand in hand because both are the product o f extension and expansion of 
exchange.

But in M a rx ’s book , contradictions are rarely resolved, nearly always 
d isplaced . And so  it is in this case. The capitalist form  of circulation rests 
u pon  an inequality because capitalists possess m ore money (values) at the end 
o f the process than they did at the beginning. But values are established by an 
exchange process which rests on the principle o f equivalence. This poses a 
difficulty. H ow  can capitalists realize an inequality,,ZlM, through an exchange
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process which presupposes equivalence? Where, in short, does profit come 
from  under conditions o f fair exchange?

Try as we m ight, M arx  argues, we cannot find an answer to that question in 
the realm  of exchange. By violating the principle o f equivalence (by cheating, 
forced exchanges, robbery and the like) we can only make one individual’s 
profit anoth er’s loss. T h is can result in the concentration o f money and means 
o f production  in a few  hands, but it cannot form  a stable basis for a society in 
which innum erable producers are supposed to seek and m ake a ‘fa ir’ profit 
w ithout cannibalizing each other in the process.

W e have, therefore, to  seek the answer by way o f a careful scrutiny o f the 
realm  of production . We have to switch our ‘w indow ’ on the world from that 
form ed by the relation between exchange value and value and consider the 
relation  between value and use value. From  the sixth chapter of volume 1 of 
C ap ita l until well into volum e 3, M arx  will, with a few significant exceptions, 
generally  assum e that all com m odities trade at their values, that there is no 
distinction  between prices and values. The problem  o f profit then becomes 
identical to  that o f the expansion  o f values. And the solution to that problem  
has to be sough t w ithout in any way appealing to the idea o f deviations 
betw een prices and values. From this new ‘w indow ’ on the inner logic of 
cap italism , M arx  sees his way clearly forw ard to the construction o f the 
theory of surp lus value. Let us see how this argum ent flows.

Production occurs in the context o f definite social relations. The social 
relation  that dom inates under the capitalist m ode o f production is that 
betw een w age labour and capital. C ap italists control the m eans o f produc­
tion, the production process and the disposition o f the finalproduct. Labourers 
sell their labour power as a com m odity in return for wages. We presuppose, 
in short, that production occurs in the context o f a definite class relation 
between capital and labour.

L abou r pow er as a com m odity has a tw o-fold character: it has a use value 
and an exchange value. The exchange value is set, in accordance with the 
rules of com m odity  exchange, by the socially necessary labour time required 
to reproduce that labour pow er at a certain standard o f living and with a 
certain  capacity  to engage in the work process. The labourer gives up the use 
value of the labour pow er in return for its exchange value.

O nce cap italists acquire labour pow er they can put it to  w ork in w ays that 
are beneficial to them selves. Since capitalists purchase a certain length o f time 
during which they maintain the rights to the use o f labour power, they can 
organize the production  process (its intensity, technology, etc.) to ensure that 
the w orkers produce greater value during that time span than they receive. 
The use value o f labour pow er to the capitalist is not simply that it can be put 
to w ork  to produce com m odities, but that it has the special capacity to 
p roduce greater value than it itself has — it can, in short, produce surplus 
value.
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M a r x ’s analysis is founded on th e id e a th a t ‘the value o f labour power, and 
the value which that labour pow er creates in the labour process, are two 
entirely different m agnitudes’ (C apital, vol. l ,p .  193). The excess o f the value 
that labourers em body in com m odities relative to the value they require for 
their ow n reproduction m easures the exploitation of labour in production. 
N otice , however, that the rule o f equivalence in exchange is in no way 
offended even though surplus value is produced. There is, therefore, no 
exp lo itation  in the sphere o f exchange.

T h is so lution  to the origin o f profit is as simple as it is elegant. It strikes 
home, as Engels put it, ‘like a thunderbolt out o f a clear sky’ (Capital, vol. 2, 
p .  1 4 ) .

C lassical political econom y could not see the solution because it confused 
lab o u r as a m easure o f value and labour pow er as a com m odity traded on the 
m arket. There is in M a rx ’s theory, therefore, a vital distinction between 
labour and labour power. ‘Labour',’ M arx asserts, ‘is the substance, and the 
im m anent m easure of value, but has itself no value.’ T o  suppose otherwise 
w ould  be to suppose that we could m easure the value o f value itself. Further­
m ore, ‘if such a thing as the value o f  labour really existed, and [the capitalist] 
really  paid  this value, no capital w ould exist, his money would not be turned 
into cap ita l’ (C apital, vol. 1, pp. 5 3 7 —41). W hat the labourer sells to the 
cap ita list is not labour (the substance o f  value) but labour pow er — the 
capacity  to realize in com m odity form  a certain quantity o f socially necessary 
lab o u r time.

The distinction between lab o u r and labour pow er leads M arx to  a quite 
p ivotal conclusion -  one that allows him to rectify and transform  R icardo ’s 
lab o u r theory o f value. In a society in which labour and labour pow er were 
indistinguishable (as they are in R icard o ’s theory), the law o f value could 
operate only in a very restricted degree. The law o f value ‘begins to  develop 
freely only on the basis o f cap italist production ’ (Capital, vol. 1, p. 536). And 
this p resu p poses social relations o f w age labour. In other words, the contra­
diction  between capital and w age labour is ‘the ultimate development o f the 
value-relation  and o f production  resting on value’ (Grundrisse, p. 704).

T h is m eans, quite simply, that value and the production o f  surplus value 
are p art and parcel o f  each other. The full development o f the one is pre­
dicated  on the flowering o f the other. Since the production  o f surplus value 
can occur only under certain specific relations o f production, we have to 
understand how these first came into being. We have to understand the origin 
of w age labour.

A nd the one thing we can  be certain o f  is that:

N atu re  does n ot produce on the one side ow ners o f m oney or com ­
m odities, and on the other men possessing nothing but their ow n labour 
pow er. T h is relation has no natural basis, neither is its social basis one 
that is com m on to all h istorical periods. It is clearly the result o f a past
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historical developm ent, the product o f m any economic revolutions, o f 
the extinction o f a whole series o f older form s of social production. 
(G rundrisse , p. 169)

M arx  h as n ow  pulled together all o f  the logical threads o f  a complex 
argum ent. H e began, as we did, with the simple conception o f the commodity 
as an em bodim ent o f use value and exchange value. O ut o f the proliferation 
o f exchange he derived the necessity for money as an expression o f value and 
show ed a necessary relation between the capitalist form  of circulation and the 
determ ination  o f exchange ratios according to socially necessary labour time. 
H e has now show n us that the contradiction this generates between the 
equivalence presupposed  by exchange and the inequality implied by profit 
can be resolved only by identifying a com m odity that has the special 
ch aracteristic o f being able to produce greater value than it itself has. Labour 
pow er is such a com m odity. W hen put to w ork to produce surplus value it can 
resolve the contradiction . But this implies the existence o f wage labour. All 
that rem ains is to explain  the origin of w age labour itself. It is to this task that 
we m ust now turn.

II C L A S S  R E L A T I O N S  A N D  T H E  C A P IT A L IS T  P R IN C IP L E  

O F  A C C U M U L A T I O N

M a r x ’s investigations o f the relations between use values, prices and values in 
the context of com m odity production and exchange yields a fundam ental 
conclusion . The social relation that lies a t the root o f the M arxian  value 
theory is the class relation between capital and labour. The value theory is an 
expression  o f  this class relation. This conclusion sets M arx  apart from  
R icard o  and constitutes the essence o f his critique o f bourgeois political 
econom y. But w hat, exactly, is m eant by a class relation?

T h e  class concept is inserted into the analysis o f C apital with the utm ost 
caution . There are no direct professions o f faith o f the sort that ‘all history is 
the h istory o f class struggle’, nor do we find ‘c lass’ introduced as some deus ex 
m ach in a which explains everything but does not have to be explained. The 
conception  o f class evolves in the course o f investigating the processes of 
com m odity  production  and exchange. Once an initial definition is in place, 
M a rx  can broaden the scope o f his enquiry im m easurably, incorporate 
specific ideas on class relations and move freely between use values, prices, 
values and class relations in dissecting the inner logic o f capitalism . Th is is 
w h at perm its him to break out o f the strait-jacket o f traditional political 
econom y.

The analysis o f  com m odity production  and exchange reveals the existence 
of tw o distinctive and opposed roles in capitalist society. Those who seek 
profit take on the role o f capitalist, and those who give up surplus labour to 
nourish  that profit take on the role o f labourer. Throughout C apital M arx
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tre a ts the cap italist as ‘cap ital personified’ and the labourer simply as the 
bearer of a com m odity, labour-pow er (C apital, vol. 1, p. 85). They are 
treated, in short, as ‘personifications of the econom ic relations that exist 
betw een them ’. M arx  elaborates on the social, m oral, psychological and 
political im plications of these distinctive roles and departs from  a two-class 
representation  o f capitalist social structure only to the extent that such 
elaboration s and departures are deemed necessary to the analysis.

T h is form al and quite severe treatm ent o f the class concept is, however, 
ju x tap o sed  in C ap ita l with richer, more confused meanings which derive 
from  the study o f history. C ontem porary commentators in the M arxist 
tradition  are consequently fond o f distinguishing between concepts o f class as 
they relate to the cap italist mode o f  production and those relating to capitalist 
so c ia l fo rm a tio n s.'1 The distinction is useful. The form al analysis o f the 
cap italist m ode of production  seeks to unravel the stark logic of capitalism  
stripped  bare o f all com plicating features. The concepts used presuppose no

12 The term ‘mode o f  production’ is liberally scattered throughout M arx ’s work, the 
concept ‘social form ation’ less so. The distinction between the two concepts became a 
hot topic of debate through the work of Althusser (1969), Althusser and Balibar 
(1970), Poulantzas (1975) and others working in what became known as the ‘Althus- 
serian ’ tradition of structuralist M arxism . The subsequent debate has gone from  the 
unnecessarily obscure and difficult (Althusser and Balibar) to the ridiculous (Hindess 
and Hirst, 1975) and reached its nadir o f self-destructiveness in the w ork of Hindess 
and H irst (1976) and Cutler, Hindess, Hirst and Hussain (1978); see also the review of 
the latter by H arris (1978). A m easure o f sanity, together with some important 
insights, has been injected into the debate by writers such as Oilman (1971), Godelier 
(1972), Therborn (1976), Laclau (1977) and more recently Cohen (1978). E. P. 
Thom pson (1978), justifiably incensed by the a-historical and unenlightened character 
o f much o f the debate, dismisses it all as arrant and arrogant theoretical nonsense, but 
in the process is rightly rebuked by Anderson (1980) for throwing out the nuggets of 
gold within what he admits to be a good deal of turgid dross.

M arx  him self uses the term ‘mode o f production’ in three rather different ways. He 
writes the ‘mode o f production o f  cotton’, for example, and means the actual methods 
and techniques used in the production of a particular kind of use value. By the 
capitalist mode of production he often means the characteristic form  of the labour 
process under the class relations o f capitalism (including, of course, the production of 
surplus value), presuming production of commodities for exchange. This is the main 
w ay in which M arx  uses the concept throughout C ap ital (see, for example, vol. 1, pp. 
5 1 0 — 11). The concept is an abstract representation of a reasonably narrowly defined 
set of relationships (see chapter 4  below for a discussion o f the manner in which 
productive forces (the capacity to transform nature) and the social (class) relations 
com bine within the labour process to define the characteristic mode o f production).

But M arx  sometimes, particularly in his preparatory writings such as the Grundrisse, 
uses the concept holistically and for comparative purposes. The concept then refers to 
the whole gam ut of production, exchange, distribution and consumption relations as 
well as to the institutional, juridical and administrative arrangements, political organi­
zation and state apparatus, ideology and characteristic forms o f social (class) repro­
duction. In this vein we can compare the ‘capitalist’, ‘feudal’, ‘Asiatic’, etc., modes of 
production. This all-embracing but highly abstract concept is in some ways the most
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m ore than is strictly necessary to  that task. But a social form ation — a 
p articu lar society as it is constituted at a particular historical moment — is 
m uch m ore com plex. When M arx  writes abou t actual historical events he 
uses broader, m ore num erous and more flexible class categories. In the 
historical p assage s in C apital for exam ple, we find the capitalist class treated 
as one elem ent within the ruling classes in society, while the bourgeoisie 
m eans som ething different again. In the Eighteenth Brum aire o f  Louis 
B o n ap arte , which is often held up as a model o f M arx ’s historical analysis in 
action , we find the events in France o f 1848—51 analysed in terms of 
lum penproletariat, industrial proletariat, a petite bourgeoisie, a capitalist 
class factionalized into industrialists and financiers, a landed aristocracy and 
a p easan t class. All o f this is a far cry from the neat two-class analytics laid out 
in much o f C ap ital. 13

interesting, but it also creates the greatest difficulties. It is over this use o f  the term that 
m ost o f the debate has raged.

I shall treat this third sense o f ‘mode of production’ as a preliminary concept, the 
content of which has yet to be discovered through careful theoretical, historical and 
com parative study. The ambiguity that some have correctly detected in M arx ’s own 
use o f the concept testifies to the tentative nature of his own formulations, and we 
w ould do well to follow  him in this regard. The trouble with Althusser’s approach is 
that it presumes that a complete theorization can be achieved through some kind of 
rigorous ‘theoretical practice’. While he does generate some important insights, the 
full meaning o f  the idea will become apparent only after a long-drawn out process of 
enquiry which must surely include historical and comparative studies. But we have to 
start our enquiry somewhere, armed with concepts that have yet to be filled out. To 
this end, I shall primarily appeal to the second, more limited, conception o f the mode 
o f production in order to build, step by step, towards a more comprehensive under­
standing o f  the capitalist mode o f production as a whole. This is, I would emphasize, 
only one of the ways in which we can approach the full meaning o f the concept.

The idea of a 'social form ation’ serves primarily to remind us that the diversity of 
human practices within any society cannot be reduced simply to the economic 
practices dictated by its dominant mode of production. Althusser and Balibar suggest 
two ways in which we can think about a social formation. First, we must recognize the 
‘relative autonom y’ o f the economic, political, ideological and theoretical practices in 
society. Which is one way o f saying there is abundant opportunity, within limits, for a 
good  deal of cultural, institutional, political, moral and ideological variation under 
capitalism . Second, in actual historical situations we will certainly find several modes 
of production intertwined or ‘articulated’ with each other, even though one mode may 
be clearly dominant. Residual elements o f past modes, the seeds o f future modes and 
im ported elements from some contemporaneously existing mode may all be found 
within a particular social formation. All such features, we should note, are explicable 
rather than accidental or purely idiosyncratic, but to understand them we have to 
adopt a far more complex frame of analysis than that dictated by the analysis o f  any 
one particular mode o f production (conceived of in the narrow sense). The coupling of 
the terms ‘mode o f production’ and ‘social form ation’ is for this reason very useful.

13 In the third volume o f Capital, M arx begins to disaggregate the capitalist class 
into separate ‘factions’ or ‘classes’ o f merchant capitalist, money capitalist, financier



C L A S S  R E L A T I O N S  A N D  A C C U M U L A T I O N 2 7

T h e interplay between tw o seemingly disparate conceptual systems — the 
h istorical and the theoretical — is crucial to the explication o f the class concept 
in all o f its fullness. And by extension the interplay is crucial for understand­
ing the nature o f  value itself. But the links are hard to forge, and M arx  m ost 
certainly did not com plete the task. Throughout much o f Capital, for exam ­
ple, M a rx  ‘clings to the fact’ o f  w age labour ‘theoretically’ in exactly the sam e 
w ay that the contem porary capitalist accepts the fact ‘p ractically ’ (C apital, 
vol. 1, p. 169). But behind this theoretical fact there lurks an im portant 
historical question: how  and why did it ever com e about that the owner of 
m oney finds a labourer freely selling the com m odity labour pow er in the 
m arket p lace? The relation between capital and labour has no ‘natural’ basis 
— it arises as the result o f a specific historical process. A nd so at the end o f the 
first volum e o f C ap ital M arx  describes the processes whereby capitalism  
came to replace feudalism .

The story  M a rx  tells is controversial in its details but sim ple in its basic 
co n ception .14 The rise o f  the capitalist class proceeds hand in hand with the 
form ation  o f a proletariat. The latter is ‘the product o f centuries o f struggle 
betw een the capitalist and the labourer’ (C apital, vol. 1, p. 271) as those 
en gaging in the capitalist mode of circulation struggled to find an appropriate 
m ode of production  as a system atic basis for generating profit. Both classes 
are caught in a sym biotic but inexorable opposition. Neither can exist with­
ou t the other, yet the antithesis between them is profound. Their mutual 
developm ent takes on a variety o f  interm ediate form s and proceeds unevenly 
by sector and by region. But ultim ately the relation between capital and 
lab o u r becom es hegem onic and dom inant within a social form ation in the 
sense that the whole structure and direction o f developm ent dances mainly to 
their tune. And at this point we are justified in calling such a society a 
cap ita list  society. But the essential poin t has been made. W age labour is not a 
universal category. The class relation between capital and labour, and the 
theory of value that is expresses, is an historical creation.

and landlords, on the basis o f the distinctive role each plays in relation to the 
circulation o f capital. He also considers, briefly, the implications of the separation 
between ownership and control and the ‘wages o f superintendence’ paid to manage­
ment. It seems that he thought the theory o f class structure under the capitalist mode of 
production was to be one o f the final products, to be pulled out at the end of the 
analysis, o f  his detailed investigations o f how the law of value operated.

14 M a rx ’s version o f ‘primitive accumulation’ in Britain has been gone over again 
and again by historians and cannot be considered separately from  the whole argument 
over the transition from feudalism to capitalism. D obb’s (1963) study of the economic 
developm ent o f capitalism still has much to recommend it, and the general lines of 
debate within the M arxist camp are detailed in Hilton (1976). The debate that has 
swirled around Thom pson’s (1968) classic study, T h eM ak in go f the English Working 
Class, also repays careful study.
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1 The class role o f  the capitalist an d  the imperative to accum ulate

The sphere o f exchange, recall, is characterized by individuality, equality and 
freedom . It is ‘not adm issible to seek here for relations between whole social 
c la sse s’ because in the realm  o f exchange (which includes the buying and 
selling o f  labou r pow er) ‘sales and purchases are negotiated solely between 
p articu lar ind iv iduals’ (C apital, vol. 1, p. 586). So under what conditions can 
we seek for relations between whole social classes, and what are the im plica­
tions o f  the fact that individuality appears to have precedence over class in the 
realm  o f exchange?

M a rx  dem onstrates that, beneath the surface o f exchange relations, 
‘entirely different processes go on in which this apparent individuality, equal­
ity and liberty d isap p ear’ because ‘exchange value already in itself implies 
com pu lsion  over the indiv idual’ (Grundrisse, p. 248). The compulsion arises 
from  the need to provide a use value fo r others at a price that is regulated by 
the average conditions o f production o f  a com m odity. And the mechanism 
that lies behind this com pulsion  is competition.

It is im portant to understand the m anner in which M arx  appeals to the 
principle o f com petition .15 He argues that com petition can explain why 
things are so ld  at or close to their value, but it cannot reveal the nature of 
value itself; nor can it shed any light on the origin o f profit. The equalization 
o f the rate o f profit is to be explained in term s of com petition, but where profit 
com es from  requires an entirely different fram ew ork  for analysis. M arx  does 
not find it necessary, therefore, to analyse com petition in any detail in the first 
tw o volum es o f  C apital, with one very im portant exception.

Th e behaviour o f  the individual capitalist does not depend on ‘the good or 
ill will o f  the indiv idual’ because ‘free com petition brings out the inherent 
law s o f cap italist production , in the shape o f external coercive laws having 
p ow er over every individual capitalist’ (C apital, vol. 1, p. 270). In so far as 
ind iv iduals ad o p t the role o f capitalist, they are forced to internalize the 
profit-seeking m otive as p art o f their subjective being. A varice and greed, and 
the predilections o f  the m iser, find scope for expression in such a context, but 
capitalism  is not founded on such character traits — competition im poses 
them  willy-nilly on the unfortunate participants.

There are other consequences fo r the capitalists. Consider, for exam ple, 
w h at they can do with the surplus they appropriate. They have a choice of 
consum ing or reinvesting. There arises a ‘Faustian  conflict between the 
p assio n  for accum ulation  and the desire for enjoym ent’ (Capital, vol. 1, p. 
5 9 4 ). In a w orld  o f  technological innovation and change, the capitalist who

15 The assumption of perfect competition plays a very different role in M arx ’s theory 
to that which it plays in conventional economics. M arx uses it to show how, even 
when capitalism  is operating in a manner considered perfect by the bourgeois political 
econom ists, it still entails the exploitation of labour power as the source of profit.



C L A S S  R E L A T I O N S  A N D  A C C U M U L A T I O N 29

reinvests can  gain  the com petitive edge o f  the capitalist w ho enjoys the 
su rp lus as revenues. The passion  for accum ulation drives out the desire for 
enjoym ent. The cap italist does not abstain  from  enjoyment by inclination:

Only as personified capital is the capitalist respectable. A s such, he 
shares with the miser the p assion  for wealth as wealth. But that which in 
the m iser is a mere idiosyncrasy, is, in the capitalist, the effect o f a social 
m echanism , o f  which he is but one o f the wheels. M oreover, the 
developm ent o f  capitalist production  m akes it constantly necessary to 
keep increasing the am ount o f  the cap ital laid out in a given industrial 
undertaking, and com petition m akes the immanent law s o f capitalist 
production  to be felt by individual capitalists as external coercive laws.
It com pels him to keep constantly extending his capital in order to 
preserve it, but extend it he cannot except by means o f progressive 
accum ulation . (C apital, vol. 1, p. 592)

T h e rule that governs the behaviour o f all capitalists is, then, ‘accum ulation 
for accum u lation ’s sake, production  for production ’s sake’ (Capital, vol. 1, 
p .5 9 5 ) .A n d th is ru le ,e n fo rc e d b y  com petition, operates independently o f the 
indiv idual will of the capitalist. It is the hallm ark o f individual behaviour, and 
thereby stam p s itself as the distinguishing characteristic o f all members in the 
class of cap italists. It also  binds all capitalists together, for they all have a 
com m on  need: to  prom ote the conditions for progressive accumulation.

2 The im plications for the labourer o f  accum ulation by the capitalist

C om petition  am on g the capitalists pushes each o f  them tow ards use o f a 
lab o u r process that is at least as efficient as the social average. But those who 
accum ulate m ore quickly tend to drive out of business those who accumulate 
at a slow er rate. T h is implies a perpetual incentive for individual capitalists to 
increase the rate o f accum ulation  through increasing exploitation in the 
lab o u r process relative to the social average rate o f exploitation. The im plica­
tions o f this for the labourer are legion.

The m axim um  lim it o f the w ork in g day, for exam ple, is set by physical and 
social constrain ts, which are, however, ‘o f a very elastic nature and allow  the 
greatest latitude’ (C apital, vol. 1, p. 232). Through competition or inclina­
tion , cap italists m ay seek to gain  absolute surplus value by extending the 
w ork in g  day. Labourers, on the other hand, dem and a ‘n orm al’ working day, 
and will obviously  suffer if the cap italists’ necessary passion  for accum ulation 
is allow ed to p ass unchecked. The battle is engaged:

T h e cap italist m aintains his rights as a purchaser when he tries to m ake 
the w orking day as long as p ossib le .. . .  On the other h an d . . .  the labourer 
m ain tains his right as seller when he wishes to  reduce the working day 
to one o f definite norm al duration. There is here, therefore, an anti­
nom y, right again st right, both equally bearing the seal o f the law o f
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exchanges. Between equal rights force decides. Hence is it that in the 
history o f cap italist production, the determ ination o f w hat is a working 
day, presents itself as the result o f a struggle, a struggle between collec­
tive cap ital, i.e., the class o f capitalists, and collective labour, i.e., the 
w ork in g class. (C ap ita l, vol. 1, pp. 2 3 4 - 5 ) 16

W e have finally arrived a t  the point where it is not only adm issible but 
necessary  to  seek the relationships between whole social classes. And we now 
can see m ore clearly why a w orld o f equality, freedom and individuality in the 
aren a o f exchange conceals a w orld o f class struggle, which affects both 
cap ita l and labou r alike, in the realm o f production.

Individual labourers are free to sell their labour under whatever conditions 
o f contract (for w hatever length o f w orking day) they please — in principle. 
But they also have to com pete with each other in the labour market. All of 
w hich m eans that ‘ the isolated labourer, the labourer as a “ free”  vendor o f 
labou r pow er . . . succum bs w ithout any pow er o f resistance’ before the 
cap ita lists ’ drive to accum ulate. The only remedy is for labourers to ‘put their 
heads together . . .  as a c lass’ to resist the depredations o f capital (C apital, vol. 
1, pp. 2 9 9 - 3 0 2 ) .  And the m ore the labourers offer collective form s of 
resistance, the m ore the cap italists are forced to constitute themselves as a 
c la ss to ensure collectively that the conditions for progressive accum ulation 
are preserved.

The study of class struggle over the length of the working day reveals a 
further poin t. In the absence o f class organization on the part o f labour, 
unbridled com petition  am ong the cap italists has the potential to destroy the 
w o rk  force, the very source of surplus value itself. From  time to time, the 
cap ita lists m ust in their own interest constitute themselves as a class and put 
lim its upon the extent o f their own com petition. M arx  interprets the early 
English factory  acts as an attem pt ‘m ade by a state that is ruled by capitalists 
and lan d lo rd ’ to ‘curb the passion  fo r a limitless draining o f labour pow er’ 
w hich had ‘torn up by the roots the living force o f the nation’ (Capital, vol. 1, 
p. 2 3 9 ) . There is, then, a distinction — often rather h azy — between regulation 
o f this so rt and regulation obtained through victories o f the working class and 
its allies in the struggle to obtain a reasonable w orking day.

C ap ita lists can also accum ulate by capturing relative surplus value. M arx  
identifies tw o form s. A fall in the value o f  labour pow er results when the 
productivity  of labour in the sectors producing ‘wage goo d s’ -  the com ­
m odities the labourer needs -  rises. The absolute standard o f living, measured 
in term s o f the quantities o f m aterial goods and services that the labourer can 
com m an d, rem ains unchanged: only the exchange ratios (the prices) and the

16 The idea that, in a class-bound society such as capitalism, force is the only way to 
decide between two rights leads M arx to make strong criticisms o f those, such as 
Proudhon, who sought to fashion a socially just society by appealing to certain 
bourgeois conceptions of justice. Tucker (1970) has an excellent chapter on this topic.
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values change. The system atic cheapening o f w age goods is, however, beyond 
the capacity  o f individual capitalists. A class strategy o f som e sort (subsidies 
on basic  com m odities, cheap food and housing policies, etc.) is required if this 
form  o f relative surplus value is to be translated into a systematic as opposed 
to sp orad ic  and uncontrolled m eans fo r accelerating accumulation.

Th e second form  of relative surplus value is within the grasp of individual 
cap italists. Individuals can leverage the gap between socially necessary labour 
time and their own private costs o f production. Capitalists em ploying 
su perior p roduction  techniques and with a higher than average productivity 
o f lab o u r can gain  an excess profit by trading at a price set by the social 
average when their production  costs per unit are well below  the social 
average. T h is form  o f  relative surplus value tends to be ephemeral, because 
com petition  forces other producers to catch up or go out o f business. But by 
stay in g ah ead  o f the field in productivity, individual capitalists can accelerate 
their own accum ulation  relative to the social average. This then explains why 
the cap italist ‘w hose sole concern is the production o f surplus value, continu­
ally strives to depress the exchange value o f com m odities’ by driving up the 
productivity  o f labour (C apital, vol. 1, p. 320).

H erein  lies the m ainspring for organizational and technological change 
under cap italism . We will return to this point later (see chapter 4  below). For 
the m om ent we are simply concerned to spell out the consequences for the 
labou rer as individual cap italists seek relative surplus value through the 
extension  o f co-operation , division o f labour and the employment of 
m achinery.

C o-operation  and division o f labour within the labour process imply the 
concentration  of work activity and labourers in one place and the setting up 
o f  m eans for co-ordination and control under the despotic authority of the 
cap italist. C om petition  forces progressive concentration of activity (until, 
presum ably , all economies o f  scale are exhausted) and the progressive tight­
ening of authority structures and control m echanism s within the work place. 
H a n d  in hand with this goes an hierarchical organization and form s of 
specialization  which stratify  the w orking class and create a social layer o f 
adm in istrators and overseers w ho rule — in the nam e o f capital — over the 
day-to-day operations in the w ork place.

Th e em ploym ent o f machinery and the advent o f the factory system have 
even m ore p ro fou n d  results fo r  the labourer. A  reduction occurs in the 
ind iv idual skills required (a process now  described, rather inelegantly, as 
‘de-skilling’ or ‘de-qualification ’) — the artisan becom es a factory operative. 
The separation  o f ‘m ental’ from  ‘m anual’ labour is em phasized, while the 
form er tends to be converted into a pow er ‘o f capital over labour’ . W omen 
and children can also be brought into the w ork force more easily, and the 
lab o u r  pow er o f the whole fam ily is m ade to substitute for the labour o f the 
ind iv idual. The intensity o f  the labour process increases, and stricter and
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tighter w ork  rhythm s are im posed. And in all o f  this the capitalist has at hand 
a new  and m uch m ore pow erful device for regulating the activity and pro­
ductivity o f the labourer — the machine. The labourer has to conform  to the 
d ictates o f the m achine, and the machine is under the control o f the capitalist 
or his representative.

Th e overall result is this. The com petition fo r accum ulation requires that 
the cap italists inflict a daily violence upon the w orking class in the w ork 
place . The intensity o f that violence is not under individual capitalists’ 
control, particu larly  if com petition is unregulated. The restless search for 
relative surp lus value raises the productivity o f  labour at the sam e time as it 
devalues and depreciates labour pow er, to say nothing o f the loss o f dignity, 
of sense o f control over the w ork process, o f the perpetual harassm ent by 
overseers and the necessity to conform  to the dictates o f the machine. As 
ind iv iduals, w orkers are scarcely in a position  to resist, m ost particularly 
since a  rising productivity has the habit o f ‘ freeing’ a certain number o f them 
into the ranks o f the unem ployed. W orkers can develop the pow er to resist 
on ly by class action o f some kind — either spontaneous acts o f violence (the 
m achine-breakings, burnings and m ob fury o f earlier eras, which have by no 
m eans disappeared) or the creation o f organizations (such as the unions) 
cap ab le  o f  w aging a collective class struggle. The cap italists’ com pulsion to 
capture ever m ore relative surplus value does not p ass unchallenged. The 
battle is jo ined once m ore, and the main lines o f class struggle form  around 
questions such as the application o f machinery, the speed and intensity o f the 
lab o u r process, the em ploym ent o f wom en and children, the conditions of 
lab o u r and the rights o f  the w orker in the w ork place. T he fa c tth a t struggles 
over such issues are a p art o f daily life in capitalist society attests to the fact 
th at the quest for relative surplus value is omnipresent and that the necessary 
violence that that quest implies is bound to provoke som e kind o f  class 
response on the p art o f the workers.

3 C la s s ,  va lu e  a n d  the con trad iction  o f  the cap ita list  law  
o f  accu m u lation

The explication  o f  the class concept is, at this point, nowhere near complete. 
W e have said nothing about the m anner in which a ‘class’ constitutes itself 
socially , culturally and politically in a given historical situation; nor have we 
ventured to say anything w hatsoever about the complex problem s o f class 
consciousness, ideology and the identifications o f self which class actions 
inevitably presuppose. But the lim ited version o f the class concept we have set 
o u t is sufficient to perm it som e reflections and conclusions.

C onsider, first, the m eaning we m ust now  attach to ‘ socially necessary 
lab o u r tim e’ as the m easure o f value. The capitalist class must reproduce 
itself, and it can do so  only through progressive accumulation. The working
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class m u st a lso  reproduce itself in a condition appropriate for the production 
of su rp lus value. And, above all, the class relation  between capital and labour 
m ust be reproduced. Since all o f  these features are socially  necessary to the 
reproduction  o f  the capitalist m ode o f production , they enter into the concept 
o f value. Value thereby loses its simple technological and physical connota­
tion and com es to be seen as a social relation. We have penetrated the 
fetishism s o f com m odity exchange and identified its social meaning. In this 
m anner, the concept of class is em bedded in the conception o f  value itself.

But w e are now  in a position  to be much m ore explicit about the nature of 
the law  o f value. C onsider how  the m atter stan ds historically. W age labour is 
an h istorical product. So is the class relation between capital and labour. The 
cap italist law o f value is an historical product specific to societies in which the 
cap italist m ode o f  production dom inates. The description o f the passage from 
pre-cap italist to capitalist society is meant to reveal to us how such a transi­
tion m ight have taken place. First, the emergence o f the money form  and the 
grow th o f exchange steadily dissolve ties o f personal dependency and replaces 
them w ith im personal dependencies via the m arket system. The growth o f the 
m arket system  gives rise to a distinctively capitalist mode o f circulation which 
rests on profit-seeking. This m ode o f circulation contains a contradiction, for 
on the one hand it presupposes freedom , equality and individuality while on 
the other hand profit itself presupposes an inequality. This fundam ental 
contrad iction  gives rise to various unstable form s o f capitalism  in which 
profits are sough t without com m anding the production process. Bankers put 
m oney to w ork  to com m and m ore money, m erchants seek profit through 
exchan ge, land speculators trade in rents and properties, and so on. Unfair 
exchange, p illage, robbery and all manner o f other coercive practices can 
su stain  such system s for a while. But in the end it becom es necessary to m aster 
p rodu ction  itself in order to resolve the fundam ental contradiction between 
the equality  presupposed by exchange and the inequality required to gain 
profit. Feeble at first, various phases o f industrialization, such as experiments 
with the plantation  system, pave the way for the institutionalization o f the 
industrial form  o f capitalism  which rests upon w age labour and the produc­
tion o f  surp lus value. The advent o f the capitalist m ode o f production resolves 
the contrad ictions o f exchange. But it does so by displacing them. N ew  
contrad iction s o f a quite different sort arise.

T he class analysis o f C ap ita l is designed to reveal the structure o f these new 
contradictions as they prevail at the heart o f the capitalist mode o f production. 
By extension , we come to see the value theory as embodying and internaliz­
ing pow erfu l contradictions which form  the mainspring o f social change.

R ecall, first o f all, the manner in which the equality, individuality and 
freedom  o f  exchange is transform ed by com petition into a w orld o f com pul­
sion and coercion so that each individual capitalist is forced willy-nilly into 
accum ulation  for accum ulation ’s sake. The realm  o f equality, individuality
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an d  freedom  is never entirely abrogated, however. Indeed, it cannot be, 
because exchange continues to p lay  a fundam ental role, an d  the laws o f 
exchange rem ain intact. T h e production of surplus value resolves the con­
tradiction  within the cap italist m ode o f production  in accordance with the 
law s o f exchange. Only in production does the class character o f social 
relations becom e clear. W ithin the capitalist class this produces a contradic­
tion between the individuality presupposed by exchange and the class action 
necessary  to organize production. This poses problem s, because production 
and exchange are not separate from  each other but organically linked within 
the totality o f the cap italist m ode o f production.

W e saw  this contradiction  in action in M a rx ’s analysis o f  struggles over the 
length o f the w orking day. Individual capitalists, we there discovered, each of 
them  acting in his or her own self-interest and locked in competitive struggle 
w ith each other, can produce an aggregative result which goes against their 
c la ss interest seen as a whole. By their individual action they can endanger the 
b asis  for accum ulation . And since accum ulation is the m eans whereby the 
cap ita list class reproduces itself, they can endanger the basis for their own 
reproduction . They are then forced to constitute themselves as a class — 
usually  through the agency of the state — and to put limits upon their own 
com petition . But in so doing they are forced to intervene in the exchange 
p rocess -  in this instance in the labour m arket — and thereby to offend the 
rules of individuality and freedom in exchange.

The contrad iction  within the capitalist class between individual action and 
cla ss requirem ents can never be resolved within the law s presupposed by the 
cap ita list m ode of production . And this contradiction lies at the root, as we 
sh all later see, of many o f the internal contradictions within the capitalist 
form  of accum ulation . It also serves to explain many o f the social and 
po litical d ilem m as that have beset the capitalist class throughout the history 
o f cap italism . There is a continuous w avering line between the need to 
preserve freedom , equality and individuality and the need to take often 
repressive and coercive class action. The production  of surplus value resolves 
the contrad ictions within the capitalist m ode o f circulation only by positing a 
new form of contradiction  within the capitalist class — that between the 
ind iv idual cap italist and the interest o f the capitalist class in reproducing the 
general p reconditions for accum ulation.

C onsider, secondly, the relation between capital and labour that the pro­
duction  o f surplus value presupposes. Like any other com m odity, labour 
p ow er exchanges in the m arket place according to the norm al rules o f 
exchange. But we have seen that neither the capitalist nor the labourer can 
truly a fford  to  let the market for labour pow er operate unham pered, and that 
both sides are forced at certain m om ents to take class action. The working 
class m ust struggle to preserve and reproduce itself not only physically but 
a lso  socially , m orally  and culturally. The capitalist class m ust necessarily
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inflict a violence upon the w orking class in order to  sustain accum ulation, at 
the sam e time as it m ust also check its own excesses and resist those dem ands 
on the p art o f the w orking class that threaten accumulation. The relation 
betw een capital and labour is both sym biotic and contradictory. The con­
tradiction  is the fount o f class strugle. This also  generates internal contradic­
tions within the capitalist form  o f accum ulation at the sam e time as it helps to 
exp lain  m uch o f  the unfolding o f  capitalist history.

O nly in the final chapters o f the first volum e o f C apital do we finally 
appreciate the transform ation  that M arx  has w rought on R icardo ’s labour 
theory o f value. W e now  see socially  necessary labour tim e as the standard o f 
value only in so far as a cap italist m ode o f  circulation and a capitalist m ode o f 
p rodu ction  with its distinctive social re lations have com e into being. And this 
is the result o f a specific historical process o f  transform ation which created 
w age labou r as a vital category in social life. En route to this fundam ental 
conclusion , M arx  has collected a m ass o f valuable insights into the structure 
of cap italism . W e have seen the im portance o f certain juridical relations 
expressed  through property rights and state enforcement o f those rights. We 
have noted the im portance o f certain kinds o f  freedom, individuality and 
equality.

The value theory therefore internalizes and em bodies the fundam ental 
contrad iction s o f the cap italist mode o f production as these are expressed 
through class relations. Social necessity requires that both capital and labour 
be reproduced as well as the class relation between them. Th e capital—labour 
relation is itself a contradiction  which form s the fount o f class struggle, while 
the reproduction  o f both capital and labour incorporate a contradiction 
betw een individuality and collective class action. The concept o f value cannot 
be understood independently o f class struggle.

The concept o f socially  necessary labour time now stretches far beyond 
w hat R icard o  ever dream ed o f when he enunciated his labour theory o f value. 
W e m u st be prepared to follow  it wherever it takes us, for we have created a 
pow erful vehicle indeed with which to analyse the inner logic o f capitalism.

A P P E N D I X :  T H E  T H E O R Y  O F  V A L U E

The p rop er interpretation o f  M a r x ’s theory o f value is a matter o f great 
contention. Rival schools o f thought have drifted so far apart in recent years 
that their com m on roots are by now  alm ost indiscernible. The seriousness o f 
the r ift  is illu strated  by the grow in g clam our on the p art o f  som e to drop  the 
concept of value altogether, since it is a ‘m ajor fetter’ to an historical 
m ateria list investigation o f  capitalism  (Steedman, 1977 ; H odgson, 1980; 
Levine, 1 978 ; M orish im a, 1 9 7 3 ;E lste r , 1978). The dem and may be justified 
w hen applied  to that interpretation o f value as a pure accounting concept, as
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a fixed and im m utable m easuring rod tied to labou r inputs, which is then 
su p p osed  to explain  not only relative prices o f com m odities, but also distribu­
tive shares, exp lo itation  and so  on. Such a narrow  conception is soon found 
w an tin g when m atched against so grandiose ends. It is hard to account 
u nam bigu ously  for the relation between values and relative prices, and fixed 
cap ital and jo in t products pose seemingly insurm ountable problem s (see 
ch apter 8). The critics o f value theory have mounted a quite successful 
cam paign  again st traditional interpretations, such as those put forw ard in 
D o b b  (1940 ), Sweezy (1968) and Meek (1973).

The response o f  m any has been to reassert w hat they say w as the true 
m eaning o f the traditional position all along, that value is a unified expression 
o f quantitative and qualitative aspects o f capitalism  and that neither m akes 
sense without the other (Sweezy, 1979). Value is thereby invested with ‘more 
than  strictly econom ic significance’ -  it expresses ‘n ot merely the m aterial 
fou n d ation  o f cap italist exploitation  but also, and inseparably, its social 
fo rm ’ (C larke, 1980 , p. 4). A lthough som e, such as Desai (1979), evidently 
feel there is no problem  in exploring quantitative and qualitative aspects 
jointly, the effect o f  m ore ‘rad ical’ interpretations o f value has been to deny 
the rigours of quantitative m athem atization employed by the ‘m odel- 
bu ilders’ (m ostly professional econom ists like M orishim a, 1973; Roemer, 
1 9 8 0 ; etc.) and to push  M arxian  theory tow ards a more trenchant critique of 
po litical econom y (which som etim es includes pouring scorn upon the model- 
b uilders) and a m ore vibrant exposition o f historical m aterialism . The danger 
here is that ‘value’ will degenerate into a pure metaphysical conception. W hat 
will be gained in m oral outrage will be lost in scientific cogency. Or else value 
theory, in encom passing ‘the whole grand sweep o f the m aterialist interpreta­
tion o f  h istory ’ , will fall prey to Joan  R obinson ’s (1977) objection that 
‘som eth in g that m eans everything means nothing’. Such accusations do not 
sit well with those w ho identify with M a rx ’s claim to have built a truly 
scientific foundation  for understanding the capitalist mode o f production.

A ll o f this has set the stage for a more careful reconstruction o f what M arx  
h im self sa id  (in the tradition o f scholars like Rubin, 1972; Rosdolsky, 1977; 
etc.). W hile the idea o f value as an accounting tool or as an empirically 
observab le  m agnitude plainly had to be abandoned, it could still be treated as 
a ‘ real phenom ena with concrete effects’ (Pilling, 1972; Fine and H arris, 
1 9 7 9 , ch. 2 ). It could be construed as the ‘essence’ that lay behind the 
‘ ap p earan ce ’ , the ‘social reality’ behind the fetishism of everyday life. The 
validity  o f the concept could then be assessed in term s o f the concrete effects 
that it helps us interpret and understand. The value concept is crucial since it 
helps us understand, in a way that no other theory of value can, the intricate 
dyn am ics o f class relations (in both production and exchange), o f technologi­
cal change, o f accum ulation  and all its associated features o f periodic crises, 
unem ploym ent, etc. But to accom plish this, traditional interpretations of
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value as w hatever is achieved by labour in production have to  give way to  a 
m ore com plex understanding o f social labour as expressed and co-ordinated 
within a unity o f production and exchange, m ediated by distribution rela­
tions (Fine and H arris, 1979, ch. 2).

B u t even this conception, though obviously much closer to  M arx ’s intent, 
does not quite capture the significance o f the real revolution which M arx  
w rought in his method o f approach. Elson (1979) has recently collected 
together a set o f interesting essays (and added an extraordinarily penetrating 
piece of her own) that explore the revolutionary aspects to M arx ’s value 
theory in term s o f the unity o f rigorous science and politics. I have great 
sym pathy with these argum ents and view my own w ork as an exploratory 
essay  a long the lines that Elson and others have begun to define.

I base  my own interpretation upon a reading o f M arx ’s texts in which 
certain  ideas stand out as dom inant. Value is, in the first place, ‘a definite 
social m ode o f  existence o f  hum an activity’ achieved under capitalist rela­
tions o f production  and exchange (Theories o f  Surplus Value, pt I, p. 46). 
M a rx  is not prim arily concerned, therefore, with fashioning a theory o f 
relative prices or even establishing fixed rules o f distribution o f the social 
produ ct. H e is m ore directly concerned w ith the question: how and why does 
lab ou r under capitalism  assum e the form  it does? (cf. Elson, 1979, p. 123). 
Th e discipline im posed by com m odity exchange, money relations, the social 
division o f  labour, the class relations o f production, the alienation o f labour 
from  the content and product o f  w ork and the imperative ‘accum ulation for 
accum u lation ’s sak e ’ helps us understand both the real achievements and the 
lim itations of hum an labour under capitalism . This discipline contrasts with 
the activity of hum an labour as ‘the living form-giving fire’, as the ‘transitori­
ness o f things, their tem porality ’, and as the free expression o f human 
creativity. The p arad o x  to be understood is how the freedom  and transitori­
ness o f living labour as a process is objectified in a fixity o f both things and 
exchan ge ratios between things. V alue theory deals with the concatenation of 
forces and constraints that discipline labour as if they are an externally 
im posed necessity. But it does so in the clear recognition that in the final 
analysis labour produces and reproduces the conditions o f its own dom ina­
tion. Th e political project is to liberate labour as ‘living form-giving fire’ from 
the iron discipline of capitalism .

It fo llow s that labour is not and never can be a fixed and invariable 
stan d ard  o f value. M arx  m ocks those bourgeois econom ists who sought to 
estab lish  it as such (Theories o f  Surplus Value, p t 1, p. 150; pt3, p. 134). 
T h rou gh  analysis o f  the fetishism o f  com m odities, M arx  show s us why ‘value 
can not stalk around with a label describing w hat it is ’ and why bourgeois 
po litica l economy cannot address the real question: ‘why labour is rep­
resented by the value o f its product and labour time by the magnitude o f that 
va lu e ’ (C apital, vol. 1, pp. 7 4 - 8 0 ) . ‘The p ro o f and demonstration o f the real
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value re lation ’, M arx  wrote to Kugelm ann in a high state o f dudgeon at the 
critics o f C apital, lies in ‘the analysis o f the real relations’ so that ‘all that 
p alaver ab ou t the necessity o f proving the concept of value comes from 
com plete ignorance both o f the subject dealt with and o f scientific m ethod.’ 
V alue can n ot be defined at the outset o f the investigation but has to  be 
d iscovered in the course o f it. The go a l is to find ou t exactly how  value is put 
u pon  things, p rocesses, and even hum an beings, under the social conditions 
p revailin g within a dominantly capitalist m ode o f production. T o  proceed 
otherw ise w ould  mean ‘ to present the science before science’. The science 
co n sists , M a rx  concludes, ‘ in dem onstrating how the law o f value asserts 
itself’ (Selected C orrespondence (with Engels), pp. 2 0 8 -9 ) .

A full accounting o f  that ‘how ’ calls for rigorous theorizing. M arx  in part 
achieves the latter through ruthless application o f dialectical m odes o f 
reason in g — the principles o f which are very different from but just as tough 
an d  rigorous as any m athem atical form alism . The task o f historical 
m aterialism  is also ‘to appropriate the m aterial in detail, to analyse its 
d ifferent form s o f development, to trace out their inner connexion’ with all o f 
the integrity and uncom prom ising respect for the ‘real relations’ that 
characterize the m aterialist form s o f science. ‘Only after this work is done can 
the actu al m ovem ent be adequately described’ so  that ‘the life o f the subject- 
m atter is ideally reflected as in a m irror’ (Capital, vol. 1, p. 19).

The m ethod o f  exposition  in  C apital -  the m ethod I have tried to replicate 
in this b ook  — is to unravel the contraints to the free application o f human 
1 ab our under cap italism  step by step, to see contradictions o f this or that form  
as contain ing the seeds o f  other contradictions that require further exp lora­
tion. Th e reflection, like the subject m atter it depicts, is perpetually in the 
course o f transform ation . The rigorous depiction o f  ‘how ’ is not a charter for 
d o gm atism , but an opening tow ards a truly revolutionary and creative 
science o f hum an history. And that science is only a part o f  a much broader 
struggle to  discipline discipline itself, ‘to expropriate the expropriators’ and 
so to  achieve the conscious reconstruction o f  the value form through collec­
tive action.



C H A P T E R  2

Production and Distribution

The relationships between value creation through production and the dis­
tribution  o f  values in the form s o f w ages, profits, interest, rent, etc., have 
never been easy to pin down. M arx  set out to resolve the contradictions and 
to correct the errors in classical political economy. In this he thought he had 
succeeded very well. Ju d gin g  by the sound and fury o f the controversy 
surroun ding his interpretations, he either succeeded too well or deluded 
h im self as to the success o f  his enterprise.

A lthough the nuances w ere considerable, M arx  found himself faced with 
two b asic  lines of argum ent, both o f which had their origins in Adam  Sm ith’s 
rather confusing presentation o f  value theory. On the one hand, Smith 
ap p ears to hold that the value o f  commodities is set by labour and that this 
regulates w ages, profit and rent. There is, then, m ore than a hint o f a theory of 
su rp lus value in Sm ith because profit and rent can, under this interpretation, 
be regarded as deductions out o f  the value produced by labour. On the other 
hand, Sm ith also argued that in ‘civilized society ’, w ages, profit and rent were 
‘the three original sources o f revenue as well as o f all exchangeable value’ . 
V alue, in this case, appears to arise out o f adding together the separate values 
o f  rent, w ages and profit as these are em bodied in a com m odity.

R icard o  spotted the contradiction and firmly rejected the second interpre­
tation  in favour o f a labour theory o f value. But there then arose an aw kw ard 
gap  betw een the theory o f value (set solely by labour time) and the theory of 
distribution  (set by the relative scarcities o f land, labour and capital). This 
w as all very distressing, since R icardo  considered that the ‘principal problem  
o f  political econom y’ w as to determine the law s that regulate the distribution 
o f the p rodu ct am ong the three classes in society — the proprietors o f land, the 
ow ners o f stock and the labourers. H e even confessed, ‘in a m oment of 
d iscou ragem en t’ (according to Sraffa), that he thought ‘the great questions of 
rent, w ages and p rofits’ were quite separate from  the doctrine o f value and 
that they had to be explained ‘by the proportion in which the whole produce 
is d ivided betw een landlords, capitalists and labourers.’1 The im plication that

1 See Sraffa ’s introduction to Ricardo (1970 edn).
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distribution  was the result o f a social process independent of that ruling 
produ ction  w as rendered explicit by J. S. M ill, who drew a firm distinction 
betw een ‘the law s o f production o f  wealth which are real laws o f nature . . . 
and the m odes o f  its D istribution, which, subject to certain conditions, 
depend upon  hum an w ill.’ M ill’s socialism  consequently focused upon ques­
tions o f  distribution  and treated the social relationships o f production as 
separate  and im m utable .2

There are various echoes o f this separation  between production and dis­
tribution  in present day neo-Ricardian representations. Sraffa dem onstrates 
that the relative values and prices prevailing in a system of com m odity 
produ ction  cannot be determined without fixing the w age rate. Since labour 
is n ot a reproducible com m odity in the norm al sense, the w age rate becom es a 
variab le which has to be determined outside of the technical relations prevail­
ing within the system  o f com m odity production. And since the w age rate in 
S ra ffa ’s system  m oves inversely to the profit rate, it is a short step to seeing 
c la ss struggle as fundam ental. A lthough the appeal to class struggle as the 
ultim ate determ inant o f the relative shares o f profit and w ages sounds very 
M a rx ian , the conception that Sraffa  advances is rather different from  that set 
out by M a rx , and a som ew hat acrim onious debate has ensued o f late between 
‘n eo-R icard ian s’ and M arx ists .3

The second line o f  argum ent to be considered takes up Sm ith’s conception 
o f rent, w ages and profit as being sim ultaneously sources o f value and sources 
o f revenue. This ultim ately led to the notion that the distributive shares o f 
rent, w ages and profit were mere reflections o f the contribution o f land, 
lab ou r and capital to the production process. T o  M arx , the notion that 
cap ital was the source of value, that land was the source of rent or even that 
lab ou r was the source of wages am ounted to a most extraordinary fetishistic 
representation o f  the relations o f capitalist production — ‘it is their form  of 
existence as it appears on the surface, divorced from  the hidden connections 
and interm ediate connecting links’. Rarely w as M arx  more scathing than 
when he was railing against the fetishism s o f w hat he w as w ont to call ‘vulgar 
political econ om y’ . The notion that rents could som ehow grow  out o f the soil 
w as nothing but a ‘fiction w ithout fan tasy , a religion o f the vulgar’, which 
presented reality in term s of ‘an enchanted perverted, topsy-turvy world, in 
which M on sieur le C apital and M adam e la Terre do their ghost-walking as 
social characters and at the sam e tim e directly as mere things’ (Theories o f  
Surp lus Value, p t 3, pp. 4 5 3 - 5 4 0 ;  C ap ital, vol. 3, ch. 48).

2 D obb (1973, p . 125). In general, Dobb provides an excellent overview.
3 Sraffa (1960); Steedman (1977) is one o f the chief exponents of the ‘neo- 

R icardian’ position, and Rowthorn (1980) one o f  his chief opponents. Fine and Harris 
(1979) provide a good summary o f the debate (while coming down against neo- 
R icardianism ), and D obb (1975—6), shortly before his death, issued a somewhat 
im patient clarion call for better understanding on both sides.
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Th e ‘vu lgarity ’ o f this view derived not so  m uch from  the errors p er se  as 
from  w h at M a r x  considered the deliberate cultivation o f concepts for 
apo lo getic  purpose  (a m otivation that he m ost certainly never attributed to 
A dam  Sm ith). Separating land, labour and capital as independent and seem ­
ingly au ton om ous factors o f  production had a double advantage fo r the 
ruling classes since it perm itted them to proclaim  ‘the physical necessity and 
eternal ju stification  of their sources of revenue’ at the sam e time as it suppres­
sed any notion  o f exploitation  since the act o f  production could in principle 
be portray ed  as the harm onious assembly o f separate and independent 
factors o f production .

In this regard, the neoclassical fram ew ork is a lm ost identical to  the vulgar 
political econom y about which M arx  com plained so bitterly. The essence o f 
the neo-classical argum ent is that com petition for productive factors — land, 
lab o u r and cap ital — forces entrepreneurs to pay  an am ount equal to the value 
that the m arginal (last employed) unit o f each factor creates. Given a particu­
lar technological state and relative factor supplies (scarcities), then competi­
tion ensures that each factor ‘gets w hat it creates’, that ‘exploitation o f a 
factor can not occur.’ It is then a short step to infer that the distributive shares 
o f  rent, w ages, interest, etc., are socially just fair shares. The political im plica­
tion is that there is no point in, or call for, class struggle, and that government 
intervention should be confined largely to ensuring that perfect competition 
prevails. In the lexicons o f  many M arx ist writers, this qualifies as ‘vulgar 
po litical econ om y’ with a vengeance.4

M a r x  lays out his general conception o f  the relationship between produc­
tion and distribution  in the ‘Introduction ’ to the G rundrisse as well as in the 
third volum e o f C ap ita l (ch. 51). H e vigorously criticized those w ho hold to 
an econom ic conception ‘that distribution dwells next to production as an 
au ton om ou s sphere’ and characterizes as ‘ab su rd ’ those (like J. S. Mill) ‘who 
develop production  as an eternal truth, while they banish history to the realm  
of d istr ibu tion .’ H e is equally critical o f those who are content to treat 
everything ‘tw ice over’ as an agent o f  production  and as a source o f income. 
T h e general conclusion M arx  reaches ‘is not that production, distribution, 
exchange and consum ption are identical, but that they all form  members o f a 
to ta lity , differences within a unity’ and that the ‘reciprocal effects’ between 
these d ifferent ‘m om ents’ have to be understood in the context o f capitalist 
society  considered as an ‘organic w hole’. T h is is all very abstract, and we 
m ust consider what he m eans more explicitly.

M a rx  em phasizes that the form s o f  distribution are reflections o f the social 
relations o f  production . H e su ggests that ‘the determ inate w ay of sharing in

4 Gerdes (1977), Benetti (1976) and Benetti, Berthomieu and Cartelier (1975) take 
strong anti-m arginalist positions, while Meek (1977, ch. 9) takes a somewhat less 
antagonistic view.



42 P R O D U C T I O N  A N D  D I S T R I B U T I O N

p rodu ction  determ ines the form s o f  distribution ’, and that distribution rela­
tions are ‘merely the expression  o f the specific historical production relations’
(C ap ita l, vol. 3, p. 882). From  this standpoint, distribution appears as if it is 
determ ined by production  considerations.

But M a rx  then plays upon alternative m eanings o f distribution. H is 
purpose  is to  show  how  production  and distribution  relations interpenetrate 
and intertw ine. H e poin ts out that both are the product o f the sam e historical 
p rocess which depended upon the separation  o f the labourer from  the instru­
m ents o f p rodu ction  as well as upon the expropriation  o f the direct producers 
from  the land. D istribution, he goes on to argue, should not be thought o f 
sim ply as the distribution  o f  p rodu ct or value am ong the social classes, but 
also  as the distribution  o f  the instrum ents o f production , o f land and the 
distribution  of individuals (usually by birth) am ong the various class posi­
tions. Th ese form s o f  distribution  ‘ imbue the conditions o f production 
them selves . . .  with a specific social quality’, and production cannot therefore 
be considered apart from  the ‘d istribution included in it’, for to do so would 
be to p rodu ce an ‘em pty abstraction ’ (G rundrisse, p. 96). It is in this sense 
that p roduction  and distribution are to be thought o f as ‘differentiations 
within a tota lity ’ which cannot be understood without considering the rela­
tionship  that each bears to the other.

Once m ore, M arx  breaks out o f  the straitjacket o f conventional political 
econ om y in order to see production  and distribution in the context o f class 
relations. A nd the whole fram ew ork  for thinking o f distribution gets refor­
m ulated  in the process. ‘In the study o f distribution relations,’ he observes, 
‘the initial poin t o f departure is the alleged fact that the annual product is 
app ortion ed  am ong w ages, profit and rent. But if so expressed it is a m isstate­
m ent’ (C ap ita l, vol. 3, p. 878). If we build carefully upon the results already 
obtained  through the investigation o f use values, prices, values and class 
re lation s, we will see why this ‘alleged fact’ is indeed a ‘m isstatem ent’ o f the 
problem .

R ecall, first, th a tM a rx  defines capital as a process (above, pp. 2 0 —1). The 
exp an sio n  of value occurs through the production o f surplus value by 
cap ita lists who em ploy a specific kind of labour — w age labour. This in turn 
p resu p p oses the existence of a class relation between capital and labour. 
W hen we subject this relation  to careful scrutiny we see immediately that the 
w age cannot be conceived o f as a ‘revenue’ or as a ‘distributive share’ in the 
ord in ary  sense at all. The labourer does not claim a share o f  the product by 
virtue o f  his or her contribution to the value o f the product. The essence o f the 
tran saction  is som ething quite different. The labourer gives up rights to 
control over the process of production, to the product and to the value 
in corp orated  in the product in return for the value o f  labour power. And the 
latter has nothing directly to  do with the contribution o f labour to the value of 
the product.
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T h e labourer receives, then, the value o f labour pow er, and that is that. 
Everything else is appropriated as surplus value by the capitalist class as a 
w hole. The m anner in which this surplus value is then split into the different 
form s of p rofit on industrial capital, rent on land, interest on money capital, 
profit on m erchants’ capital and so on is set by quite different considerations. 
The class relation between capital and labour is o f an entirely different sort 
com pared with the social relations holding betw een different fractions o f the 
cap italist class (industrialists, m erchants, rentiers and money capitalists, 
land lords, etc.). W hen M arx  insists that we focus on production in order to 
uncover the secrets o f distribution, he does so because it is there that the 
fundam ental relation between capital and labour becom es very clear.

M a rx  frequently congratulated him self on his ability to explain  the origin 
o f  profit by w ay o f  a theory o f  surplus value that m ade no reference to the 
distributive categories o f rent and interest. But it is one thing to show the 
origin o f profit in surplus value — and by extension in the class relation 
between capital and labour — and quite another to determine the m agnitude 
of that profit, and to come up with the rules that fix the division o f the total 
social p rodu ct into wages, profit on industrial capital, rent, interest and so on.

It sh ou ld  be said  at the ou tset th at M arx  w as less concerned with 
m agnitudes than he was with understanding social relationships. But he did 
struggle gam ely with certain quantitative aspects o f distribution, as the 
innum erable numerical exam ples in C ap ita l adequately attest to. Unfortu­
nately, as his editor Engels rem arked, ‘firmly grounded as M arx  w as in 
a lgebra , he did not get the knack o f handling figures. . .’ (Capital, vol. 2 , 
p. 2 8 4 ). H is various m athem atical errors have allow ed many o f  his critics — 
p articu larly  those positivists who take the view that nothing meaningful can 
be sa id  of a social relationship unless it can be accurately quantified — to 
punch a variety o f gaping holes in M a rx ’s handling o f the practical and 
quantitative aspects o f distribution which, when taken together, can be used 
to d iscredit M a rx ’s version o f  the origin o f profit itself.

A  long and involved controversy has consequently ensued surrounding 
M a r x ’s theory o f distribution. There is no question that this controversy 
broach es m atters o f  considerable weight and moment. The difficulty, how ­
ever, is to keep M a r x ’s concern with social meaning and historical origins in 
the fo re fron t o f  a controversy  that, in its details, is inevitably dom inated by 
quantitative and m athem atical concerns. This task  is rendered even more 
difficult by the sophistication  o f the m athem atical technique required to 
evaluate the various m athem atic ‘p ro o fs ’ set forth to show that M arxian  
value theory is, or is not, totally inconsistent in its treatm ent o f production 
and distribution .

In this regard , the recent w ork o f M orish im a and Catephores (1978) is o f 
interest. They poin t out that the labour theory o f value has, until very 
recently, been exclusively form ulated in term s o f  a system o f sim ultaneous
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equation s. U sing such  an approach, M orish im a h ad  previously shown that 
A larx ian  value theory perform ed unsatisfactorily when confronted with a 
variety  of problem s and had therefore concluded that it should be abandoned 
— a suggestion  that w as predictably received with bad grace by many 
M arx ists . In their new w ork, M orishim a and Catephores show that, if the 
theory o f value is form ulated in terms o f linear inequalities, then m ost o f the 
p rob lem s d isappear. This leads them to w ithdraw  their earlier proposal ‘to 
rem ove the concept o f  value from  M arxian  econom ics’.5

The p o in t of this is to show  that, in spite of all of its rigour — a rigour M arx 
him self clearly adm ired and aspired to — the m athem atization of M arxian  
theory is itself a contentious matter. We must, therefore, treat m athem atical 
p ro o fs  fo r w h at they are: rigorous deductions on the basis o f certain assum p­
tion s which m ay or m ay not capture the intricacy o f social relationships with 
which M a rx  deals.

There are, how ever, tw o  arenas o f controversy which, according to M a rx ’s 
critics, threaten the very foundations o f M arxian  theory in general. Interest­
ingly enough, neither o f them is concerned with the general process of 
d istribution  o f  the to tal social value am ong the various categories o f w ages, 
rent, interest and profit. The first o f these deals with the reduction o f 
heterogeneous to sim ple labour — the ‘reduction  problem ’, as it is usually 
referred to  — and is concerned with the im pact on the value theory o f the 
m an ner in which the variable capital (or total wage bill) is split up among the 
variou s individuals within the w orking class. The second deals with the 
m an ner in which M arx transform s values into prices o f production -  the 
‘tran sform ation  prob lem ’, in short. This is concerned with the manner in 
w hich surp lus value is distributed am ong capitalist producers. Both matters 
have been the focus o f bitter debates which, far from  being stilled in the 
course of tim e, have becom e ever more contentious.

In what follow s, therefore, I shall try to  deal with these substantive con­
troversies in the course o f  elaborating upon M a rx ’s argum entsconcerningthe 
relations between production and distribution. In accordance with M a rx ’s 
concerns, I shall try to concentrate upon social and historical meanings 
without denying the im portance o f  rigorous mathematical argum ent wherever 
th at is appropriate . It will, I think, becom e evident that the M arxian  challenge 
to both p as t  and present theories o f  production and distribution -  all o f  which 
face chronic internal problem s o f their own — is a powerful one. Indeed, the 
elaborate  attem pts to discredit it seem to suggest that M arx  w as on to 
som eth ing of great im port. W hich is not to say, o f course, that the M arxian  
theory is free o f serious difficulty: in this regard, the barrage o f criticism from  
bou rgeo is political econom ists, both past and present, has been helpful in 
defining what has to be done to make the M arx ian  theory o f production and 
distribution  a m ore coherent enterprise.

5 See M orishim a (1973) and M orishima and Catephores (1978, esp. p. 19).
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I T H E  S H A R E  O F  V A R IA B L E  C A P IT A L  IN  T H E  T O T A L  S O C I A L  
P R O D U C T ,  T H E  V A L U E  O F  L A B O U R  P O W E R  A N D  W A G E  R A T E  

D E T E R M I N A T I O N

T h e value o f  the total social p roduct in a given year can  be expressed as C +  V 
+  S, where C  is the value o f constant capital (machines, raw materials, energy 
inputs, etc.), V is the value paid  out for labour power, and S is the total surplus 
value produced. On an annual basis we can treat the constant capital as 
lab o u r pow er expended to replace the value equivalent o f the m eans of 
p roduction  used up. It does not, therefore, enter in as an im portant category 
in d istribution  theory. The latter is concerned, then, to explain the manner 
and prop ortion  in which newly created value is divided between labourers (V) 
and cap italists (S ). We m ust also  consider how  V is divided am ong individual 
labourers and S am ong individual capitalists or am ong the various factions of 
the bourgeoisie  (as rent, interest, profit o f enterprise, taxes, etc.).

In order fully to  understand M a r x ’s theory o f  distribution we have to 
exp lore the relationships between value, use value and exchange value as 
these define the value o f labour pow er, the standard o f living o f labour and 
the w age rate. This exploration  will help bring out M a rx ’s critique of conven­
tional political econom y and capitalism  alike. We begin with the relationship 
betw een the w age rate (an exchange value concept) and the value o f labour 
pow er.

T h e to ta l w age bill in an econom y can be regarded as the product o f the 
num ber o f labourers em ployed (n) and the average w age rate (w). The total 
variab le capital can likewise be represented as w n, where v is a m agnitude 
called the value o f  labour power. W e can see immediately that both the total 
w age bill and the share o f V in total social product will vary, everything else 
rem aining constant, according to the total numbers employed. While this is 
an im portan t principle, we are at this juncture more interested in the relation­
ship betw een the w age rate and the value o f labour power. Why even 
d istinguish  between them?

M a r x ’s prim ary purpose here is to expose the social meaning o f the wage 
p aym en t.6 Th e wages system , he argues, m asks the difference between 
ab strac t hum an labour as the substance o f value and the value o f labour 
pow er which, like any other com m odity, is fixed by its costs o f production. 
T h ose , like Smith and Ricardo, who failed to m ake that distinction typically 
fell into ‘inextricable confusion and contradiction ’, while their more ‘vu lgar’

6 N o t much has been written on M arx ’s theories o f w age determination. Both 
M andel (1971) and Rosdolsky (1977) have useful accounts, but by far the most 
interesting recent contribution is that by Rowthorn (1980, ch. 7), which deals with the 
substantive issues at the same time as it lays out the historical evolution of M arx ’s 
thought in relation to the basis provided by Ricardo.
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brethren could find here a ‘secure basis’ for concealing the true origin o f  profit 
in exp lo itation  o f the labourer. ‘The w age form ’, M arx  claims, ‘extinguishes 
every trace o f the division o f the w orking day into necessary labour and 
surp lus lab o u r ’, because ‘all labour appears as paid  labour.’ And this ‘form s 
the basis o f all the juridical notions o f both labourer and capitalist, o f all the 
m ystifications o f the capitalistic m ode o f production, o f all its illusions as to 
liberty, o f all the apologetic shifts o f the vulgar econom ists’ (C apital, vol. 1, 
p p .5 3  9—40). V alue is, w e have argued, a concept that is m eant to reflect the 
class relationship between capital and labour. The concept o f the value of 
lab ou r pow er prim arily  serves to keep the idea o f exploitation in the forefront 
of the analysis.

But w hat, exactly, does M arx  mean by the value o f labour power? That 
value is set, he argues, by the value of the com m odities necessary to maintain 
and reproduce labouring individuals in their ‘norm al state ’. The particular 
com m odity  bundle required to do that will vary according to occupation 
(increased expenditure o f  energy requires m ore sustenance, for exam ple) and 
accord in g to ‘clim atic and other physical conditions’. It includes, also, the 
costs o f raising children, and to the degree that special skills take time and 
effo rt to acquire and maintain, these too effect the cost o f  reproduction of 
lab o u r pow er. But in ‘contra-distinction to the case o f other com m odities’, 
there enters into the determ ination o f  the value o f labour pow er ‘a historical 
and m oral element’ which depends upon ‘the degree o f civilization o f a 
country , m ore particu larly  on the conditions under which, and consequently 
u pon  the habits and degree of com fort in which the class o f free labourers has 
been form ed ’ (C apital, vol. 1, p. 171; cf. W ages, Price an d  Profit, p. 72).

T h is statem ent requires som e elaboration, particularly since the last sent­
ence has been the subject o f some contentious argument. Recall, first, that the 
labourers eke out their separate existences through a form  of circulation of 
the type C —M —C. They trade the use value o f the only com m odity they 
p o ssess in return for a money w age. They then convert this money into 
com m odities sufficient to reproduce their own existence. The concept ‘value 
o f lab o u r pow er’ relates to the totality  o f  that circulation process whereby the 
class of labourers gets reproduced.

W e can, how ever, consider w hat is involved at each link in this general flow 
of social reproduction. The negotiation over the nominal money w age and 
conditions o f contract (the length o f the w orking day, the rate for the job, the 
speed and intensity o f work, etc.) focuses on the first link. M arx ’s main point, 
o f course, is that the haggling over the w age contract that takes place in the 
m arket does not have to violate the rule that all com m odities should exchange 
at their value, because the use value o f  labour pow er to the capitalist is 
precisely  its capacity  to produce surplus value. M oreover, the infinite variety 
o f form s the w age bargain  can take (hourly wages, piece w ork, day rates, etc.) 
effectively conceals the class relation o f exploitation in production by putting
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all em phasis upon the various m odes o f m arket exchange. Furthermore, the 
individual wage rate can conceal much about the social costs o f reproduction. 
If, as frequently happens, the labour pow er o f a whole fam ily is substituted 
for that o f the individual labourer, then the quantity o f labour pow er supplied 
m ay increase dram atically, the individual w age rate may fall, while the costs 
o f reproduction  (m easured as the bundle o f com m odities needed to guarantee 
the reproduction  o f the family) m ay still be fully m et (Capital, vol. 1, p. 395).7

C learly, the higgling and haggling over the w age contract in a supposedly 
‘free ’ m arket can produce an infinite variety o f results with respects to 
individual w age rates, w age structures and conditions of contract. But M arx  
follow s the classical political econom ists in observing that w ages tend to 
hover arou n d  some kind o f social average which they called the ‘natural 
price’ . T he problem  is then to explain  how this natural price is arrived at. 
C lassica l political econom y came up with a variety o f answers to this 
question. M arx  focuses on real, as opposed to nom inal, wages. This directs 
our attention to the next step in the process, the conversion o f w ages into 
com m odities.

A s holders o f money, labourers are free to buy as they please, and 
they have to be treated as consum ers with autonom ous tastes and prefer­
ences. We should not m ake light o f this (Grundrisse, p. 283). Situations 
frequently arise in which labourers can and do exercise choice, and the 
m anner in which they do so  has im portant im plications. And even if, as is 
usually  the case, they are locked into buying only those commodities 
cap italists are p repared to sell, at prices capitalists dictate, the illusion o f 
freedom  o f choice in the m arket p lays a very im portant ideological role. It 
provides fertile soil for theories o f consum er sovereignty as well as fo r that 
p articu lar interpretation o f poverty that puts the blam e fairly and squarely 
upon the victim for failure to budget fo r survival properly. There are, in 
addition , abun dan t opportunities here for various secondary form s o f exploi­
tation  (landlords, retail merchants, savings institutions), which m ay again 
divert attention from  what M arx  considered to be the central form  of exploi­
tation  in production .

W e m ust drive beyond these surface appearances, however, and try to 
discover the essential m eaning o f the value o f labour power as a process of 
social reproduction  of the labourer. Plainly, labourers need use values if they 
are to  survive. T o  the degree that these use values are provided in commodity 
form , labourers need a wage sufficient to pay the m arket price. The value of 
lab ou r pow er can at this point be interpreted in relation to the real wage — the 
intersection o f  that particular bundle o f use values necessary for the labourer’s

7 This phenomenon has frequently been observed in the early stages of capitalist 
developm ent in many countries, but it can also be identified in advanced capitalist 
countries — witness the strong movement of married women into the labour force in 
the United States since 1950.
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survival an d  the exchange value o f  the com m odities within that bundle.
C on sid er the m atter first from  the standpoint o f  use values. N ot all use 

values are provided as com m odities. M any are fashioned within the house­
hold . T o  the extent that labourers m eet their own needs, they gain  a certain 
au ton om y from  capital (see below, chapter 6). Let us assume, for the 
m om ent, that the labourers have to purchase all the basic use values they need 
as com m odities. W e then have to define that particu lar bundle o f use values 
that m eets the lab ou rers’ needs. This we cannot do w ithout due consideration 
o f the ‘h istorical and m oral elements’ that enter into the standard o f living of 
lab ou r. M a rx  is not very helpful here. H e sim ply abstracts from  the whole 
question  by asserting that ‘in a given country, at a given period, the average 
quantity  o f m eans o f subsistence necessary for the labourer is practically 
kn o w n ’ (C ap ita l, vol. 1, p. 171). For purpose o f analysis we can hold the 
stan d ard  o f living o f  labour, defined in use value terms, constant. This device 
allow s M arx  to generate a very im portant theoretical insight. If the exchange 
value o f that fixed bundle o f use values falls (as it surely m ust do, given the 
increasing productivity o f labour), then the value o f  labour pow er can fall 
w ithout any detrim ental effect upon the standard o f  living o f labour. And 
this, o f course, is a prim ary source o f relative surplus value to the capitalist. S 
increases because V declines.

A rm ed w ith  th at finding, we can  conjure up all kinds o f possible com bina­
tions. The share o f  V in the total social product can fall (implying a rise in the 
overall rate o f  exploitation) at the sam e time as the standard o f living of 
lab o u r im proves, o r a declining rate o f  exploitation  m ight be accom panied by 
a fa lling stan dard  o f  living.

But M arx  definitely did not mean to imply that the standard o f living o f 
lab o u r  rem ained constant. It evidently varied greatly according to historical, 
geograph ical and ‘ m oral’ circum stances, and he put great stress upon ‘ the 
im po rtan t p art which historical tradition and social habitude play in this 
respect’ (W ages, Price and Profit, pp. 72—3). H e also  saw needs as relative 
rather than abso lu te:

R ap id  grow th o f productive capital calls forth just as rapid a growth of 
w ealth , o f luxury, o f social needs and social pleasures. Therefore, 
although the pleasures o f the labourer have increased, the social grati­
fication  which they afford  has fallen in com parison  with the increased 
pleasures o f the ca p ita lis t .. . .  O ur wants and pleasures have their origin 
in society ; we therefore measure them in relation to society; we do not 
m easure them in relation to the objects which serve for their gratifica­
tion. Since they are o f a social nature, they are o f  a relative nature. 
(W age L a b o u r and C apital, p. 33)

N eed s are, according to  M arx , produced by a specific historical process.8

8 Lebowitz (1977—8) summarizes M arx ’s views.
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T o  the degree that the evolution o f  capitalism  is predicated upon the produc­
tion o f ‘a constantly expanding and constantly enriched system  of needs’ 
(G run drisse , p. 4 0 9 ), so we m ust anticipate perpetual shifts in the datum 
form ed by the ‘n orm al’ stan dard o f living o f  labour. Like m ost o f  M arx ’s key 
concepts, that o f the value o f  labou r power yields up its secrets only at the end 
o f the an alysis, not at the beginning. But we are now in a position at least to 
appreciate the direction in which he w as headed. The value o f  labour power 
can be understood only in relation to the concrete modalities o f the reproduc­
tion o f the w orking class under the specific historical conditions imposed by 
cap italism .

But this gran diose form ulation  com es close to  qualifying as something that 
can m ean everything and therefore nothing: until, that is, we bring it back 
down to earth  by considering the historical processes whereby the standard of 
living, the value of labour pow er and the share o f variable capital in the total 
so cial p ro d u ct are actually regulated. The classical political econom ists 
offered  a variety o f hypotheses on the subject, which M arx  either rejects or 
re-shapes as p ar t o f his own distinctive theory o f distribution. W e will 
consider the four m ajo r hypotheses in turn.

1 The subsistence w age

M a rx  is som etim es depicted as a subsistence w age theorist.9 N othing could be 
further from  the truth. H e vigorously opposed LaSalle ’s doctrine o f the 
su p p osed  ‘ iron law ’ o f  w ages and, as we have already seen, denied that wages 
were inexorably  tied to the requirem ents o f pure physiological reproduction 
o f the labourer. C ap ital, as p rocess, is much more flexible and adaptable than 
that.

The m isconception  m ay be based, in part, u pon  M a r x ’s view that the 
m inim um  value of labour pow er is set by the com m odities ‘physically indi­
sp en sab le ’ to the renewal o f the labourer’s vital energies (Capital, vol. 1, p. 
173). A nd he certainly saw  tendencies at w ork within capitalism  that would 
drive w ages dow n to, and even below , this physiological minimum, so 
threatening even the physical reproduction o f  labour pow er. But there were 
a lso  countervailing tendencies that w ould push the w age rate in the other

9 M arx ’s condemnation o f  LaSalle’s propositions may be found in the Critique o f  
the G otha Programm e. Rosdolsky (1977, pp. 295—7) comments on M arxist version 
o f subsistence wage theories, while Baumol (1976) criticizes those, like M aarek 
(1979), who find a trace of an ‘iron law o f wages’ in M arx ’s work when there is none. 
Baum ol, however, takes the very curious position that ‘it is a matter of semantics 
whether we prefer to think o f the value o f wages departing from  the value of labour 
power, which we define to be at a physiological subsistence, or we would rather 
interpret the value of labour power to be an extremely flexible quantity.’ Far from 
being a ‘m atter of sem antics’, I think a flexible concept of value is fundamental to the 
whole M arxian  argument.
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direction. T h e m isconception m ight also h ave its roots in M a rx ’s habit, 
th rough ou t m uch o f  the influential first volume o f Capital, of assum ing that 
lab o u r usually  trades at its value and that the standard o f living is indeed 
con stan t in term s o f the use values required for social reproduction. By m eans 
o f such assum ptions he can derive the theory o f relative surplus value. In the 
p rocess he often uses the language o f ‘subsistence’, ‘minimum costs o f  repro­
d u ctio n ’, ‘basic  n eeds’, etc., w ithout firmly relating such conceptions to the 
idea o f  the ‘h istorical and m oral elem ents’ involved in the determ ination of 
the value o f labou r pow er.

There is, in all o f  this, danger o f  considerable confusion as to the true 
nature o f M a r x ’s argum ent. For, beyond the physiological minimum (which 
perpetually  lurks in the background) there appear to be som ew hat varying 
conceptions o f what fixes the value o f labour pow er and what constitutes 
‘su b sisten ce ’. As Row thorn correctly com plains,

M a rx  defines the value o f labour-pow er in three different w ays, basing 
h im self successively on: (1) the cost o f production o f labour-pow er 
under given historical conditions, (2) the traditional standard o f life to 
which w orkers are accustom ed, and (3) the standard o f  living which 
prevails in non-capitalist modes or form s o f production. (Rowthorn, 
1980 , p. 210)

(The last is im portant because it fixes the ‘m inim um  wage required to induce 
peop le  to seek w ork or remain w orking in the capitalist sector.’ ) These 
definitions are not conceptually equivalent. But Row thorn  goes on to m ake 
w h at seems to me to  be the vital point. There is, he says, a ‘com m on thread’ 
running through all the various definitions: if the minimum (however 
defined) is not m et, then there ‘are very serious consequences: either the 
supply  o f go o d  quality labour-pow er declines, as w orkers fail to m aintain or 
reproduce them selves properly , or leave the capitalist sector altogether; or 
else there is conflict and disruption as w orkers fight fo r  what they consider is 
their ju st rew ard ’ (R ow thorn, 1980, p. 210). T he unifying thread turns out to 
be the threat posed  to the further accum ulation of capital. We will take up this 
idea in section 1.4 below.

2 Supply an d  dem and fo r labour pow er

The idea that the w age rate varies in response to supply and demand condi­
tions is not at all hard to accept. But M arx  firmly rejects the argum ent that 
supply  and dem and dictate the natural price o f labour pow er, let alone its 
value o r the stan dard  o f  living o f labour. Dem and and supply are fundam en­
tal to the equihbriation  o f the m arket, but in equilibrium they ‘cease to 
exp lain  anyth ing’ — even the natural price o f labour power must be de­
term ined ‘ independently o f  the relation o f  dem and and supply’ (Capital, vol.
1, p. 538 ).
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W e m ust b e  careful to interpret M a r x ’s point correctly. He never argued 
that the exchange process w as irrelevant to the determ ination o f values. 
Indeed, he is firm ly o f the op in ion  th at values in general and the value o f 
lab o u r p ow er in particu lar com e into being only to  the degree that market 
exchan ge flourishes. The forces that fix the value o f labour pow er must, in the 
end, be expressed  through this m arket process. W hat M arx  is objecting to is 
the erron eous identification o f dem and and supply mechanisms as these are 
clearly visible in the m arket with the underlying forces that operate through 
the m arket. M arx  here follow s R icardo  by asking w hat determines supply 
an d  dem and in labour m arkets in the first place. And when we pursue that 
question  w e find that the accum ulation  o f capital has a certain pow er in 
relation  to both. Let us see how  this can be so.

D em ograph ic variables p lay  a very im portant role on the supply side. 
R icard o  cheerfully accepted M alth u s’s law  o f  population  as the m eans 
whereby the supply  o f labourers w ould adjust to accum ulation via rising 
w age rates. M a rx  does not deny the existence o f such a mechanism (C apital, 
vol. 1, pp. 5 8 1 —6 4 3 ) .10 But, presum ably  out of repulsion for anything that 
even rem otely sm acked o f M althusianism , he makes very little o f the idea (cf, 
below , chapter 6). H e concentrates instead upon processes o f primitive 
accum ulation  (forced proletarianization), m obilization o f latent sectors o f 
the industrial reserve arm y (women and children), m igration (rural to  urban 
or from  pre-cap italist social form ations such as Ireland) and the production 
o f relative surplus popu lation s by m echanism s unique to capitalism . Direct 
action  on the p art o f  capital o r action taken on behalf o f capital through the 
agency o f the state (enclosures, etc.) become the m ain focus o f his analysis o f 
the forces regulating the supply o f labour power. And although he does not 
d o  so , we can easily see that population  and im m igration policies imple­
m ented by the cap italist state would fit into this perspective o f the overall 
m an agem en t o f the supply o f  labour pow er by capital.

On the dem and side, cap ital is capable o f adjusting its requirements -  not 
w ithout stress and difficulty, to be sure — through reorganization, re­
structuring and technological change. In addition, the mobility o f money 
cap ita l on  the world stage provides capital with the capacity to adapt to 
d ifferin g dem ograph ic situations as well as to the various ‘historical and 
m o ra l’ circum stances which, initially, at least, m ight affect the value o f labour 
pow er differentially from  region to region and from  country to  country. T o  
the degree that the accum ulation  o f  capital entails the perpetual shifting o f 
cap ital from  one line o f  production  to another, from one place to another, to 
say  noth ing o f  the perpetual drive to re-structure the social and technical 
organ ization  o f  production , so the dem and for labour pow er is expressive o f 
the requirem ents o f  accum ulation.

“  M orishim a and Catephores (1978, ch. 5) attempt to build in som e explicit 
argum ent regarding population growth into M arx ’s theory.
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A gain , we com e back to  the idea that the overall requirements o f the 
accum ulation  of cap ital have the capacity to assert a hegem onic controlling 
influence with respect to both the dem and for and the supply o f labour power. 
‘C ap ita l w ork s on both sides at the sam e tim e’ (C apital, vol. 1, p. 640). This, I 
believe, is where M a rx  wants to position  him self with respect to the under­
lying forces that fix the value o f labour power. This is not to say, however, 
that all forces operating in the m arket have this quality to them. Scarcities can 
arise  for reason s that are entirely outside of the influence o f capital. But we 
find M a rx  asserting under such circum stances that w ages may be ‘above 
v a lu e ’, and that they m ay so remain fo r extended periods o f tim e (C apital, 
vol. 1, p. 613 ). In phrasin g things thus, M arx indicates, in effect, that he 
w ishes to distinguish  between those contingent forces that can push wage 
rates hither and thither and the socially  necessary forces that attach to the 
accum ulation  o f  capital in general and which dictate the value o f labour 
pow er. In this he is entirely consistent w ith his overall strategy: to see value as 
an expression  o f  social necessity under the class relations o f capitalism  and to 
assert that values (including that of labour power) become the regulators o f 
econom ic life only to the degree that the cap italist m ode o f production 
becom es hegem onic within a social form ation.

3 C la ss  struggle over the w age rate

The idea that the relative shares of V and S in the total social product (and by 
im plication  v, the value o f  labour power) is fixed by class struggle, by the 
p ow er relation between capital and organized labour, sounds very M arxian . 
It has been put to use in recent times in the form  o f a ‘profits-squeeze’ 
hypothesis o f cap italist crisis. The argum ent runs roughly as follows. A 
successful struggle on the p art of labour (because labour is either scarce or 
better organized) raises real wages and diminishes profits. The ‘profits- 
squeeze’ that results slow s accum ulation and leads ultimately to stagnation, 
C a p ita l ’s response is to create (either by conscious design or because there is 
no choice) a  severe recession (such as that o f 1973—4), which has the effect o f 
discip lin ing labour, reducing real w ages an d  re-establishing the conditions 
fo r the revivial o f profits and, hence, o f accum ulation. A number o f M arxists 
have vigorously  attacked this schema, often dubbing it pure neo- 
R icard ian ism .11

11 Glyn and Sutcliffe (1972) and Boddy and Crotty (1975) provide the two simplest 
and direct statements on the ‘profits-squeeze’ as an empirical phenomenon, while Itoh 
(1978a) provides a more theoretical argument. The best of several critiques o f the 
thesis are those of Yaffe (1973) and Weeks (1979), with the latter providing a very 
tough, and in my view quite correct, evaluation o f the thesis as a theoretical 
proposition.
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T h e issues raised here are o f great im portance. W e have to  consider in 
p articu lar the degree to which the shifting pow er relation between capital and 
labou r can  substantially  alter the relative shares o f the two parties in the total 
p rodu ct and the degree to which the daily struggles over nominal and real 
w ages, as well as over the standard o f living o f labour (conceived o f in use 
value term s), can substantially  effect the value o f labour power.

M a rx  readily concedes that the shifting m agnitudes o f w ages and profit 
lim it each other, and that the balance between them ‘is only settled by the 
continuous struggle between capital and labour, the capitalist constantly 
tending to reduce w ages to their physical minimum, and to extend the working 
day to  its physical m axim um , while the w orker constantly presses in the 
opposite  direction. The m atter resolves itself into a question o f the respective 
pow ers o f the com batan ts’ (W ages, Price and Profit, p. 74).

But M arx  also  argues that a rise in the real w age meant a fall in the profit 
rate only under the supposition  o f no changes in the productive pow ers of 
labour, no expansion  in the am ounts o f capital and labour power employed 
and no expan sion  o f production. Otherwise, depending upon the rate and 
conditions o f accum ulation , real w ages and profit rates could rise or fall 
together or move inversely (Theories o f  Surplus Value, pt 2, p. 408). The real 
w age can rise, M arx  argues, provided the rise ‘does not interfere with the 
progress of accum ulation ’ (C apital, vol. 1, p. 619). The question is, then, 
could  the organized pow er o f the w orking class keep the real wage from  rising 
even when that would threaten accum ulation?

Failing the transition to socialism , M arx  denies such a possibility as a 
long-run proposition . H is reason  is not hard to adduce. Struggles over 
d istribution , after all, take place in the market. The key relation fo r M a rx  lies 
in production  -  that is where surplus value has its origin. T o  interpret the 
share o f labour in the total social product as the result o f a pure pow er 
relation in the m arket place between capital and labour is an inadm issible 
abstraction . And so  M arx  reduces class struggle over distributional shares to 
the sta tu s o f an equilibrating device, rather like supply and demand. Over the 
course o f the industrial cycle, for exam ple, the enhanced power o f labour 
during the upsw ing should push w ages above value if only to compensate for 
the fall of w ages below  value during the ensuing depression. Shifting pow er 
relations could generate w age fluctuations around the natural price that 
reflects the underlying value o f  labour power. And if, as the result o f strong 
labou r organ ization , w ages remain above value for any extended period, then 
this is because it does not interfere with accum ulation. M arx  therefore 
explicitly  w arns the workers ‘not to exaggerate to themselves the ultimate 
w ork in g of these every-day struggles’ and ‘not to be exclusively absorbed in 
these u navoidable guerilla fights incessantly springing up from the never- 
ceasin g  encroachm ents o f  capital or changes in the m arket’. Instead o f the 
‘conservative m otto, “ A fa ir  day ’s w age fo r a  fa ir day ’s w ork !”  they ought to
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in scribe on their banner the revolutionary w atchw ord, “ Abolition o f  the 
"Wages sy stem 1.”  ’ (W ages, Price and Profit, p. 78)

C lass struggle p lays an  am bivalent role here. O n the one hand it helps to 
p reserve som e sense of dignity and to repulse the crasser form s o f violence 
that the cap italists are w ont to visit upon those they employ. It also form s the 
b asis for struggles over the definition o f the bundle o f use values that m ake up 
the stan dard  living o f labour (health care versus forced consum ption of 
m ilitary  protection , for exam ple). By focusing on the realm o f use values and 
hum an needs, such struggles can form  the basis for a truly revolutionary 
m ovem ent, which has as its aim the abolition o f a system founded on the 
u ltim ate irrationality  o f  accum ulation for accum ulation ’s sake. But struggle 
within the confines o f  capitalism  over the real w age merely serves, in M a rx ’s 
v iew , to en sure th a t labour pow er trades at or close to  its value. T h at value 
m ay be arrived at through a process o f class struggle, but this is no way means 
that it sim ply reflects the relative pow ers o f capital and labour in the market.

Interestingly enough, the ‘profits-squeeze’ hypothesis properly interpreted, 
su p p o rts rather than rebuts this conclusion. The changing balance o f pow er 
betw een cap ital and labour can indeed alter the real wage in such a way as to 
restrict or augm ent the rate of profit. This kind o f thing is exactly what we 
w ould  expect to happen within the realm of exchange. It is, however, a 
description  of a surface m ovem ent, and leaves the value of labour power itself 
untouched. If real w ages m ove out o f line with accum ulation, then com ­
pen satin g forces are set in m otion which pull them dow nw ards and, if 
n ecessary , dim inish the relative pow er o f organized labour in the m arket 
p lace  (either through the rise o f unem ploym ent or through political and other 
restrictions upon the pow er o f organized lab ou r).12 As a  description o f  these 
surface m ovem ents, the ‘profits-squeeze’ hypothesis is entirely plausible, even 
unobjectionable. But, as its critics maintain, it is an entirely inadequate 
conception  o f the overall laws o f  m otion o f capitalism , and certainly an 
inadm issib le rendition o f  M a rx ’s theory o f crisis formation. Class struggle of 
this sort has little or nothing to do with the determination o f the underlying 
value o f labou r pow er, although it does have a vital role to play, like demand 
and supply , in equilibrating the market.

12 The point, o f course, is that if the balance of power between capital and labour is 
such as to seriously threaten accumulation, then steps must be taken to rectify that 
pow er balance. The intent of the Wagner Act 1933 in the United States was, therefore, 
to improve the bargaining power o f trade unions in the market in order to help resolve 
what was generally interpreted as a crisis o f under-consumption. By way o f contrast, 
we may note the present attempt in many advanced capitalist countries to curb union 
pow er at a time when wage demands (and the power to make those demands stick) are 
seen as the main cause of chronic inflation. Such shifts in the balance of power do not 
occur autom atically, nor do they occur without often awesome struggles. But the 
balance does change over time, and there is every reason to believe that the shifts are 
themselves in part a response to problems of accumulation.
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4 The accum ulation process an d  the value o f  labour power

M a rx  rejects outright all form ulations that immutably fix the value o f labour 
pow er (such as the physiological subsistence wage) or the share o f variable 
cap ital in total output (such as the so-called ‘labour-fund’ theory) on the 
groun ds that ‘cap ital is not a fixed m agnitude, but is a  part o f social wealth, 
elastic and constantly fluctuating’, and that labour pow er form s one o f the 
‘elastic pow ers of cap ital’ which m ust likewise be construed to be in perpetual 
flux (C ap ita l, vol. 1, p. 609). H e also argues that both class struggle over 
d istribu tion al shares and dem and-supply play vital roles in equilibrating the 
m arket and can, on occasion, force real wages to depart from values, som e­
times for extended periods. But, in the final analysis, they operate as market 
m ed iators only for the more fundam ental forces which fix the value of labour 
pow er. So w hat are these ‘m ore fundam ental forces’ ?

M a r x ’s general answ er to that question is not hard to spot. An initial 
‘production-determ ining’ distribution o f m eans o f production divides capital 
from  labour, but thereafter distribution relations have to be regarded as 
‘merely the expression  o f the specific historical production relations’. 
M oreover, production  and distribution ‘form  members o f a totality, differ­
ences within a unity’, which also  includes exchange and consumption (see 
above, pp. 4 1 - 2 ) .  The value of labour pow er cannot be fixed in abstraction 
from  the internal relations within this totality -  a totality  which, furthermore, 
is dom inated  by the im perative, accum ulation for accum ulation ’s sake. We 
rem arked  earlier (p. 2) that M arx  builds his concepts relationally. We now 
encounter a specific instance o f that strategy at work. As always, the problem 
is to  m ake this highly abstract conception m ore accessible to concrete 
interpretation .

W e are not yet in a position  to  unravel the whole argument. B ut the general 
conception  is roughly this. There is an equilibrium distribution between 
variab le cap ital and surplus value determined in relation to the rate of 
accum ulation  and the overall structure o f  production and consum ption.13 
T h ere is a lso  an equilibrium  grow th path for total em ploym ent which, when 
divided into V, yields an equilibrium  value o f individual labour powers. If 
there is a general rise in the standard o f  living o f labour (measured in use 
values com m anded), and if these becom e a p art o f the ‘historical and moral 
elem ent’ encom passed in the value o f labour pow er, it is because the accum u­
lation  o f capital requires the production  o f new needs, or because the laws of

13 Those who would turn M arx  into a general equilibrium theorist, replete with all 
the neoclassical tools, have a hard time o f it at this point in the analysis. They 
invariably find that they cannot determine the equilibrium wage rate and that they are 
therefore forced to take either the standard of living or the equilibrium wage as a 
perm anent structural and exogenously determined factor -  see Maarek (1979), 
Roem er (1980) and M orishima and Catephores (1978, ch. 4).
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accum ulation  are indifferent with respect to  the specific form s o f use value 
produ ced . The value o f  labour pow er has to be construed as a perpetually 
m oving datum  point regulated by the accumulation process. It can be defined, 
in short, as the socially  necessary rem uneration o f  labour power-, socially 
necessary , that is, from  the standpoint o f the continued accum ulation of 
cap ital. The invocation o f social necessity is im portant. It permits us to 
distinguish  between the equilibrium concept o f the value o f labour pow er and 
the innum erable accidental and contingent circumstances that can push 
w ages above or below  this equilibrium  value.

Th is conclusion, it should be em phasized, applies solely to that very 
n arrow  conception o f the standard o f living that rests on the quantity of 
m aterial use values the labourer can com m and through com m odity ex­
change. It does not dictate which particular bundle o f use values will be 
provided  (health care or discos), nor does it deal with those aspects o f life and 
culture within the working class that are outside the sphere o f commodity 
exchange. In both o f  these respects, the w orking class can exercise a certain 
auton om y and, through its own struggles and its own choices, can make 
m uch of its ow n culture and much o f its own history. That it is in a position to 
do so must be attributed precisely to the fact that it shapes its existence out of 
an exchange of qualities through a form  o f circulation defined by C—M —C .14

The significance o f this exchange for capital is, o f course, entirely different. 
The cap italist looks to gain surplus value from  it. A t first blush it appears that, 
the less for labour, the m ore for capital. But when we look at the accum ula­
tion process as a whole we see, first, that ‘the maintenance and reproduction 
o f the w orking class is, and must ever be, a necessary condition to the 
reproduction  o f cap ita l’ (C apital, vol. 1, p. 572). Capital must itself limit its 
own ‘boundless thirst after riches’ to the extent that it destroys the capacity to 
reproduce labou r power of a given quality. But we also  notice that capitalists 
p ay  out w ages, which they receive back as paym ent for the com m odities they 
produce. D istribution  here functions as a m ediating link between production 
and consum ption, or, as M arx  prefers it, between the creation o f value in 
produ ction  and the realization o f value in exchange. The capitalist m ust, after 
all, produce so c ia l use values — com m odities that som eone can afford and that 
som eone w ants or needs. Individual capitalists cannot reasonably expect to 
dim inish the w ages of their own em ployees while preserving an expanding 
m ark et for the com m odities they produce.

14 This point has been taken up and elaborated into a strong critique o f M arxist 
theories of class struggle by Burawoy (1978). He points out that, if workers are 
interested only in the use values they can command, then they may accede or even 
co-operate in their own exploitation in the work place providing that this redounds to 
their benefit in the form of material goods. The fact that capitalists are interested in 
values and workers in use values provides a basis for co-operation rather than 
confrontation in the work process. Burawoy has a point, but generally makes far too 
much of it.
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A ll o f this leads us beyond the narrow  confines o f distribution p e r se . But 
that is exactly  where M arx  w ants to take us. He w an ts us to see that the value 
o f labou r pow er and the share o f  labour in newly created value cannot be 
u n d erstood  outside o f the general process o f production and realization o f 
su rp lus value. We will take up the study o f this process in chapter 3.

II T H E  R E D U C T I O N  O F  S K I L L E D  T O  S IM P L E  L A B O U R

T h e total variable capital is n ot sp lit up equally am ong individual workers. 
The m anner in which it is divided depends upon a wide variety o f factors — 
degree o f skill, extent of union pow er, custom ary structures of remuneration, 
age and seniority, individual productivity, relative scarcity in particular 
lab o u r m arkets (sectoral or geographical) and so  on. We are faced, in short, 
w ith heterogeneous labour pow ers that are differentially rewarded.

T h is p o se s a double problem  for M arx ian  theory. First, the wage differen­
tials them selves require explanation. Second, and this is the question we will 
m ainly be concerned with here, the heterogeneity o f labour pow er has been 
regarded  by som e bourgeois critics as the Achilles heel o f  M a rx ’s theory of 
value. Let us see why.

M a rx  explained the exchange values o f com m odities by reference to the 
socially  necessary labour time em bodied in them (we will see how this 
conception  m ust also be m odified in the next section). T o  do this he had to 
construct a stan dard  o f value consisting o f sim ple abstract labour, and that 
presum ed that there w as some satisfactory way to reduce the m anifest 
heterogeneity o f concrete human labour, with all o f its diversity as to skill and 
the like, to units o f sim ple abstract labour. M a rx ’s own treatm ent o f the 
p rob lem  is am bivalent and cryptic. H e simply states that ‘experience show s’ 
that the reduction is ‘ constantly being m ade’ by a ‘ social process that goes on 
behind the backs o f  the produ cers’ (C apital, vol. 1, p. 44). In a footnote he 
m akes clear that ‘we are not speaking here o f the w ages or the value that the 
labourer gets for a given labour time, but o f  the value o f the commodity in 
w hich the labour is m aterialized’. All o f which is thoroughly consistent with 
the distinction  between the value o f labour pow er and social labour as the 
essence o f value. The process whereby heterogeneous skills are reduced to 
sim ple labour m ust be independent o f  the processes o f wage rate determ ina­
tion in the m ark etp lace .

M a rx  does not bother to exp la in  w h at he m eans by a ‘ social process that 
go e s on behind the backs o f the producers’. The appeal to ‘experience’ 
su ggests that he thought it all self-evident. It m ay have been to him but it 
certainly has not been so to his critics. If, as Bohm -Bawerk (1949) insists, the 
only social p rocess that can do the job is the exchange o f the products o f that 
lab ou r pow er in the m arket, then ‘w e have the very compromising circum­
stan ce that the stan dard  o f reduction is determined by the actual exchange
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re lation s’ w hen the exchange relations are supposed to  be explicable in terms 
o f the social labour they em body. There is, it seem s, a ‘fundam ental and 
inescapab le circularity ’ in M a rx ’s value theory. Values, it is then said, cannot 
be determ ined independent o f  m arket prices, and the latter, not the form er, 
are fundam ental to understanding how  capitalism  works. M arx ’s more vio­
lent opponents, from  Bohm -Baw erk to Sam uelson (1957), have consequently 
derided M arx ian  value theory as an ‘irrelevant abstraction ’, and argue that 
the m odern  price theory that they espouse is far superior to M a rx ’s form ula­
tion. Even a relatively sym pathetic critic, like M orishim a (1973), concludes 
that the reduction involves either differential rates o f exploitation  (which 
seriously  d isturbs the theory o f  surplus value) or the conversion o f different 
sk ills to a com m on m easure through wage rates (which destroys the value 
theory altogether). In the face o f such strong criticism, a solution to the 
reduction  problem  becom es imperative.

One line o f  response has been to reduce skilled to simple labour by 
assu m in g  that labour pow er im parts value in p roportion  to  its cost o f produc­
tion. Th is fails to establish the reduction independently o f the exchange 
process, and cannot by itself avoid the circularity o f which Bohm -Bawerk 
com plains. Both Row thorn  (1980) and Roncaglia (1974), therefore, seek to 
identify a p roduction  process which accom plishes the reduction without 
reference to exchange. Rowthorn argues:

Skilled labou r is equivalent to so much unskilled labour performed in 
the current period p lu s so much labour em bodied in the skills o f the 
w orker concerned. Som e of the labour em bodied in skills is itself skilled 
and can  in turn be decom posed into unskilled labour plus labour 
em bodied in skills produced in each earlier period. By extending this 
decom position  indefinitely backw ards one can eliminate skilled labour 
entirely, replacing it by a stream  of unskilled labours perform ed at 
different poin ts in tim e. . . . The reduction . . . can be perform ed quite 
independently o f  the level o f wages and the analysis avoids Bohm- 
B aw erk ’s charge o f  circularity. (Row thorn, 1980, ch. 8)

T h is app roach  runs into a variety o f difficulties. Simple labour becomes the 
unit o f  account, and it is presum ed that the cost o f production o f that simple 
lab o u r has no effect upon the system. Also, the skills that labourers acquire 
ap p ear as a form  of constant capital held by them. The reduction is accom p­
lished, according to T o r ta ja d a  (1977), at the expense o f introducing a version 
o f  hum an cap ital theory. T h is obliterates class exploitation issues and buries 
real social p rocesses in a m ythology o f self-advancement which m ost cer­
tainly runs counter to the general thrust o f M arxian  theory. These difficulties 
orig inate , T o rta ja d a  continues, ‘ in the very w ay in which the problem  of 
reduction  h as been posed, as much by the critics o f M arxist theory as by those 
w ho tried to reply ’ . In short, M arx ists have sought to respond to the problem  
on a terrain  defined by the bourgeois critics rather than in the term s that M arx
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defines. A bstract labour com es into being, recall, through a process that 
expresses the underlying unity o f both production and exchange under a 
distinctively cap italist mode of production.

So let us go  back  to M a rx ’s argum ent. A bstract labour, he says:

develops m ore purely and adequately in proportion  as labour loses all 
the ch aracteristics o f art; as its particu lar skill becomes something more 
and m ore . . . irrelevant, and as it becomes m ore and more a purely 
ab strac t activity, a purely m echanical activity, hence indifferent to its 
p articu lar form . (Grundrisse, p. 297)
Indifference tow ards any specific kind o f labour presupposes a very 
developed totality  o f  real kinds o f labour, o f which no single one is any 
longer predom inant. As a rule, the most general abstractions arise only 
in the m idst o f the richest possib le concrete development, where one 
thing appears as com m on to many, to all. Then it ceases to be thinkable 
in a particu lar form  alone. . . . Indifference to specific labours cor­
respon d s to  a  form  of society in which individuals can with ease transfer 
from  one labou r to another, and where the specific kind is a m atter of 
chance for them , hence o f ind ifferen ce.. . .  Such a state o f affairs is m ost 
developed in the m ost m odern form  of existence o f bourgeois society — 
in the United States. . . . This exam ple o f  labour shows strikingly how 
even the m ost abstract categories . . . are nevertheless, in the specific 
ch aracter o f  this abstraction , themselves likewise a product of historic 
relation s, and p ossess their full validity for and within these relations.
(G run drisse , pp. 104—5; cf. also  Results o f  the Im m ediate Process o f  
Production , p. 1033)

A bstract labour becom es the m easure o f  value to the degree that labour 
pow er ex ists as a com m odity cap italists can freely com m and in the market. 
T he accum ulation  process requires a fluidity in the application o f labour 
p ow er to different tasks in the context o f a rapidly proliferating division of 
lab o u r. Th e cap italist can create such fluidity by organizing the division o f 
lab o u r within the firm and transform ing the labour process so as to reduce 
technical and social barriers to the movem ent o f  labour from  one kind o f 
activity to another. Skills that are m onopolizable are anathem a to  capital. T o  
the degree that they becom e a barrier to accum ulation they m ust be subdued 
o r elim inated by transform ation  o f  the labour process. M onopolizable skills 
becom e irrelevant because capitalism  m akes them  so (W ages, Price and 
Profit, p. 76).

T h e reduction from  skilled to simple labour is m ore than a mental con­
stru ct; it is a real and observable process, which operates with devastating 
effects upon the labourers. M arx  therefore pays considerable attention to the 
destruction  o f  artisan  skills and their replacement by ‘sim ple labour’ — a 
p rocess that, as Braverm an docum ents in great detail, has gone on relentlessly 
th rough ou t the history o f  capitalism  (consider, for exam ple, the transform a­
tion o f the autom obile industry from  skilled craft production to mass
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assem bly-line technology an d  the reduction from  skilled to  simple labour 
w hich this im plied ).15

T his is not to  sa y  that capital h as everywhere been successful in forcing 
such reductions, and M arx  was the first to adm it that the historical legacy of 
craft and artisan  skills was often strongly resistant to the attacks mounted by 
cap ita l. N or is the history o f this process o f  reduction free o f contradictions. 
R outin ization  of tasks at one level often requires the creation o f more 
soph isticated  skills at another level. The job structure becomes more 
hierarchical, and those at the top o f  this hierarchy — the engineers, com puter 
scientists, p lanners and designers, etc. — begin to accum ulate certain mono- 
po lizab le  skills. Th is poses problem s fo r class analysis and fo r understanding 
the labour process under capitalism  — problem s to which we will return in 
chapter 4.

W e conclude, then, that the ‘social p rocess’ to  which M arx  refers is none 
o ther than the rise o f a distinctively capitalist m ode o f production under the 
hegem onic control o f the capitalist in a society dom inated by pure com ­
m odity  ex ch an ge .16 The reduction to sim ple abstract labour could not occur 
in any other kind o f society — petty com m odity producers, artisan, peasant, 
slave , etc. V alues form  as the regulators o f social activity only to  the degree 
that a certain kind o f society, characterized by specific class relations of 
produ ction  and exchange, comes into being.

In the light o f  this conclusion it is instructive to go back to the kind o f 
exam ple to which M a r x ’s critics appeal when they seek to discredit his 
argum ent. Bohm -Baw erk considers the exam ple o f exchange between a 
scu lp tor and a stone-breaker in order to show that labour as value is indistin­
gu ishable from  the value o f the different labour pow ers as determined 
through the exchange of their products. H is exam ple is not wrong. But it is 
the kind o f particu lar and individualized form  o f  labour that ceases, in 
M a r x ’s view, even to be ‘thinkable’ in a well developed totality o f exchanges. 
Furtherm ore, both labourers in Bohm -Baw erk’s exam ple are self-employed, 
while one — the sculptor — possesses special m onopoly skills. The condition 
that M arx  is interested in is one in which both labourers are employed by 
cap ita lists produ cin g com m od ities—statues and ro a d s—while neither has any 
m o nopolizab le  skill, even though the labour im parted m ay be o f differing 
productivity . Bohm -Baw erk abstracts entirely from  capitalist relations o f 
produ ction  — hardly an adequate basis to fashion a valid critique o f M arx. 
Th e circular reason ing Bohm -Baw erk thought he spotted is a product of

15 Braverman (1974). There have been innumerable criticisms of Braverman’s argu­
ment, which we will go into in chapter 4.

16 D esai (1 979, p. 20) writes: ‘The labour value ratio is therefore simultaneously a 
form ula and a historical process. This is why the category of abstract, undifferentiated 
labour is not an abstraction but a historical tendency.’ See also Arthur’s (1976) study 
on the concept of abstract labour.
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tearing the reduction problem  free from  its roots in real historical processes, 
which re-shape the labour process and generalize commodity exchange. Put 
back  into this broader context, the reduction problem  disappears into insigni­
ficance. W e are then left with tw o distinctive issues. First, we need to explain 
the w age differentials that do exist with the full understanding that these have 
nothing necessarily  to do with the m anner in which social labour becomes 
the essence value. Second, w e have to consider the degree to which the 
reorgan ization  o f  the labour process under capitalism  has indeed eliminated 
m o nopolizab le  skills and thereby accom plished the reduction which is the 
basis for the theory o f value. W e will take up this second question in chapter 
4 , since it poses som e serious theoretical challenges to the M arxian  system.

I l l  T H E  D I S T R I B U T I O N  OF S U R P L U S  V A L U E  A N D  T H E
T R A N S F O R M A T I O N  F R O M  V A L U E S  IN T O  P R IC E S  OF P R O D U C T I O N

M arx  felt th at one o f the ‘best po in ts’ in his w ork w as the ‘treatm ent o f 
su rp lus value independently o f its particu lar form s as profit, interest, ground 
rent, etc .’ (Selected C orrespondence (with Engels), p. 192). The theory o f 
su rp lus value exp lain s the origin o f profit in the exploitation o f labour within 
the confines o f  the production  process under the social relation o f wage 
labour. The theory of distribution has to deal with the conversion o f surplus 
value into profit. M a rx  attached great im portance to such a step. ‘Up to the 
presen t tim e,’ he w rote, ‘political econ om y . . .  either forcibly abstracted itself 
from  the distinctions between surplus value and profit, and their rates, so it 
could  retain value determ ination as a basis, or else it abandoned this value 
determ ination  and with it all vestiges o f a scientific approach .’ In the third 
volum e o f C ap ita l (p. 168), M arx  claims that ‘the intrinsic connection’ 
betw een surplus value and profit is ‘here revealed for the first time’. This is a 
stro n g  claim , which w ould bear som e exam ination even if it had not been the 
focu s of an im m ense and voluble controversy.

M a r x ’s argum ent concerning the relation between surplus value and profit 
is b road ly  this. Surplus value originates in the production process by virtue of 
the class relation between capital and labour, but is distributed among 
indiv idual cap italists according to the rules o f  competition.

In considering how surplus value is distributed am ong capitalist producers 
in different sectors, M arx  show s that com m odities can no longer exchange at 
their values — a condition that he assum ed to hold in the first two volumes of 
C ap ita l. They m ust exchange according to their ‘prices o f  production ’. We 
w o u ld  do w ell at the outset to elim inate a potential source o f confusion. These 
prices o f production  are still m easured in values and are not to be confused 
with m onetary  prices realized in the market. M arx  still holds to socially 
n ecessary  labour time as a m easuring rod. W hat he now shows is that
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com m odities no lon ger exchange according to  the socially necessary labour 
tim e em bodied in them.

In order to follow  M a rx ’s argum ent, we m ust first lay out som e basic 
definitions and notations. The tim e taken  to produce a completed com m odity 
is called the ‘p roduction  period ’. The time taken to realize the value em bodied 
in the com m odity  through the exchange process is called the ‘circulation 
tim e’. The ‘turnover tim e’ o f capital is the time taken fo r the value o f a given 
cap ital to be realized through production and exchange — it is, then, the sum 
o f the production  period  and circulation time. The ‘capital consum ed’ is the 
total value o f raw  m aterials and instrum ents o f production used up in the 
course o f one production  period. Since fixed capital m ay be fully em ployed 
during the production  period but not fully used up, the capital consumed 
during a production  period will be equal to or less than the ‘capital em­
p lo y e d ’. W e m ay treat the ‘constant cap ital’, c, either as the capital consumed 
or the capital em ployed, depending upon w hat it is we are seeking to show. 
The ‘variab le cap ita l’ , v, is the value o f  labour pow er consum ed in a produc­
tion period . The ‘rate o f  surplus value’ (or ‘rate o f exploitation ’) is given by 
the ratio of surplus value to variable capital, s/v. The ‘value composition of 
cap ita l’ is defined as c/v. The ‘rate o f profit’, p, is sl[c  +  v) which, when 
reform ulated , becom es:

s/v
P  =  J c / v )  +  1 '

N otice  that all of these m easures are expressed in values.
W e now assum e a com petitive process which equalizes the rate o f profit 

acro ss all industries and sectors. W hat then becomes clear is that the 
exchange ratios are affected by differences in the value com position of 
capital. C onsider the follow ing exam ple. An economy has two industries. 
Th e first em ploys 80 units o f constant capital and 20 units o f variable capital 
and creates 20 units o f surplus value, while the m easures for the second are 
2 0 c , 80^  and 80s. The total capital advanced in both industries is exactly the 
sam e. W e define these as the ‘costs o f p roduction ’, c +  v. The rate of 
exp lo itation , s/v , is the sam e in both industries. We also assume an identical 
production  period. But we now  notice that the rate o f profit in the first 
industry (with high value com position) is 20  per cent while in the second 
industry (of low  value com position) the rate o f profit is 80 per cent. The rate 
o f profit is not equalized.

Let us now  suppose that the tw o industries are o f  equal weight and that the 
average rate of profit, p, is 50 per cent. The effect o f equalizing the rate of 
profit is to change the exchange ratios o f the two commodities. Each com ­
m odity  now  exchanges according to the ratios indicated by c +  v +  p, instead 
of c +  v +  s. The first o f these m easures is called the ‘price o f production ’ . It is,



D I S T R I B U T I O N  OF S U R P L U S  V A L U E 63

we em phasize once m ore, m easured in values n ot money prices. Under 
com petition  we can expect com m odities to exchange according to their prices 
o f production  rather than according to their values.

We can construct an identical argum ent with respect to capitals having 
different turnover times. M arx  did not do so directly, but we should also 
acknow ledge the im portance o f turnover time in form ing exchange ratios. 
Since the cap italist is interested in profit over an average tim e period (an 
annual rate o f return on capital, for exam ple), capital that turns over many 
tim es in a year will earn a much higher rate o f return compared with capital 
that turns over only once (assum ing similar value com positions and identical 
rates o f exp loitation). Capital and labour will tend to be reallocated from 
sectors with low er turnover times to those with higher until the annual rates 
o f return are equalized. Relative prices will be affected, and we have an 
add ition al reason  why com m odities will no longer exchange according to 
their values.

W hat M a rx  is do in g  here is implementing his general rule that production 
determ ines distribution but that the form er cannot be considered indepen­
dently o f the distribution  included in it. M a rx ’s transform ation procedure in 
fact p lays upon a double sense of ‘d istribution ’. It is the distribution o f the 
cap ital am on g the different industries in accordance with the general rate of 
p rofit that leads to the form ation o f prices o f production, which have the 
effect o f distributing the surplus value differentially according to the value 
com position s and turnover tim es o f the different capitals.

Th e general distributive effect can be quite simply stated. Each capitalist 
contributes to the total aggregate surplus value in society according to the 
labou r pow er each em ploys, and draw s upon the aggregate surplus value 
accord in g to the total capital each advances. Som ew hat facetiously, M arx 
called this ‘cap italist com m unism ’ — ‘from  each capitalist according to his 
total w orkforce and to each capitalist according to his total investment’ 
(Selected C orrespondence (with Engels), p. 206). M ore specifically, this 
m eans that industries with low value com position (‘labour-intensive’ 
industries) or rapid turnover time produce greater surplus value than they get 
b ack  in the w ay o f profit, while the opposite is the case for industries with 
high value com position  (so-called ‘capital-intensive’ sectors) or low turnover 
tim e. This is an im portant result. It provides the basis for some erroneous 
M a rx is t  interpretations o f imperialism — countries dom inated by industries 
with low value com position  will give up surplus value to countries dominated 
by high value com position .17

So w h y  a ll the controversy? M a r x ’s own strong claims, together with some 
provocative com m ents by Engels in his prefaces to the second and third

17 Emmanuel (1972); the error arises because when proper solutions to the transfor­
m ation problem are derived they do not necessarily show a transfer of value from 
sectors with low value composition to sectors with high composition.
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volum es o f C apital, served to  focus attention upon w hat is indeed a key 
feature in M arx ian  theory: the relation between surplus value and profit. 
U nfortunately, the solution M arx  proposes is either in error or incomplete. 
B o urgeo is critics have pounced upon w hat they see as a fundam ental error 
and used it to  discredit the whole M arxian  theory o f production and distribu­
tion , insisting, all the while, that distribution m ust be restored to the rightful 
p lace  from  w hich M arx  sought to dislodge it. Let us consider the nature o f the 
su p p o sed  ‘error’. 18

M a rx  sets up  a tableau  for five industries o f varying value com position in 
order to illustrate how prices o f production will be form ed when the profit 
rate is equalized through com petition (C apital, vol. 3, ch. 9). H e assum es, for 
p u rp o ses of exposition , that capitalists purchase com m odities at their values 
and sell them according to their prices o f production. He also assum es that 
the average profit rate is known and that this can be calculated in advance by 
giving an equal w eighting to each o f the five sectors and averaging surplus 
value p rodu ction  in relation to total capital advanced.

W e can spot tw o problem s immediately. If all com m odities exchange 
accord in g to their prices o f  production, then this applies as much to inputs as 
to ou tpu ts. C ap italists buy at prices o f production and not, as M arx  sets it out 
in his schem as, according to values. M arx  is perfectly well aw are o f this, but 
considered  that ‘our present analysis does not necessitate a closer exam ina­
tion o f  this p o in t’ (C ap ital, vol. 3, pp. 164—5). Secondly, as capital is 
redistributed from  sectors with low to high value com position, so the total 
ou tpu t of surplus value changes and this alters the rate o f profit. Clearly, the 
tran sform ation  procedure M arx  devises is incomplete. It is, at best, an 
ap p rox im ation . M arx  did not em phasize that this was so, and Engels went on 
to confuse m atters greatly by trium phantly proclaim ing in his preface that 
M a rx  h ad  established the solution to the problem , which w ould confound 
and silence his critics for ever m ore.

Bohm -Baw erk (1949) prom ptly pointed out the defects in M a rx ’s pro­
cedure, treated them as fundam ental errors, and derided the whole M arxian  
schem e o f things to great effect. Far from  silencing the critics, M arx ’s solution 
to the transform ation  problem  provided them with abundant amm unition to 
use again st him.

Th e transform ation  problem  assum ed its current guise with m athematical 
attem pts to correct for M a rx ’s error, von Bortkiew icz w as the first to provide 
a m athem atical solution in 1907. H e used a sim ultaneous equation approach 
and show ed that it w as possible to solve the transform ation  problem  under

18 There is an immense literature on the transformation problem. Baumol (1974), 
D esai (1979), Laibm an (1973—4), Gerstein (1976), Howard and King (1975), 
M orishim a (1973), Samuelson (1971) and Shaikh (1978) all provide good accounts 
from  a variety o f perspectives. The early history of the debate is covered in an excellent 
work by D ostaler (1978a).
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certain  rigorously  defined conditions. Th e problem  then becom es one o f 
identifying and justifying the conditions fo r  the solution.

The form al m athem atical problem  arises because it is necessary, given the 
sim ultan eous equation  approach , to hold som ething invariant between the 
value structure and the price o f  production  structure if a solution is to be 
identified. Since M a rx  h im self argu ed  that the sum  o f  theprices o f  production 
sh ou ld  equal the sum  o f the values, and that the total surplus value m ust equal 
the to tal aggregate profit, these tw o have m ost com m only been chosen as the 
invariants. The trouble is that these tw o conditions cannot hold sim ultane­
ously  given this particu lar m athem atical representation. Consequently, a 
w hole h ost of different m athem atical solutions have been proposed, each 
using a different invariance condition .19

T h is a llow s Sam uelson  (1971) to  argue that, since there is no logical reason 
to ch oose one invariant over another, M a rx ’s transform ation from values 
into prices o f  production  is not a m athem atical transform ation in any real 
sense a t  all, but sim ply a process o f  erasing one set o f numbers and replacing 
them with another set. The price o f production  analysis in the third volume o f 
C ap ita l has no necessary logical relation to  the value theory proposed in the 
first volum e. The latter, then, can be viewed either as an essay in metaphysics 
or ‘an irrelevant detou r’ en route to the m ore fundam ental price theory o f the 
third volum e. Since price theory has been ‘revolutionized’ since M a rx ’s time 
(principally  through the m arginalist ‘revolution ’, which lies at the basis of 
contem porary  neoclassical theory), M arx  can, as far as his contribution to 
price theory is concerned, be relegated to the history books as a ‘m inor 
p o st-R icard ian ’. T h us does Sam uelson joust with the M arx ian  ghost.

One line o f response to Sam uelson  has been to accept his m athem atical 
contribution  and then to argue that, although he m ay be ‘a crackerjack 
m athem atical econ om ist’, he is a ‘terrible political econom ist’. Laibm an 
(1 9 7 3 —4) thus chooses the rate o f exploitation  as the invariant on the 
gro u n ds that class struggle and the social tension between capital and labour 
is the qualitative hallm ark  o f the cap italist m ode o f  production . T rue as the 
latter m ay be, this im plies that the balance between w ages and profits in a 
cap ita list econom y is set by class struggle and by nothing else — a proposition 
we denied earlier. This is far too  high a price to pay  to get p ast Sam uelson’s 
ob jections.

A  secon d  line o f  defence requires treating the transform ation problem  as an 
h istorical problem . Under th is interpretation, com m odities did indeed ex­
change at their values under conditions o f simple commodity exchange 
am on g  independent producers not subjected to the rule o f capital. With the 
rise of cap ita list relations o f  production , the value relations become obscured 
and ultim ately buried under prices o f  production. Th is interpretation finds

19 Sweezy (1968) gives an account of the Bortkiewicz solution and the various 
m athem atical solutions are reviewed by Laibman (1973—4).
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som e justification  in M a rx ’s comment that ‘the exchange o f com m odities at 
their values . . .  requires a much lower stage than their exchange at their prices 
o f p rodu ction , which requires a definite level o f capitalist developm ent.’ It is, 
therefore, ‘quite appropriate  to regard  the values o f com m odities as not only 
theoretically  but also historically prius to the prices o f production’ (Capital, 
vo l. 3 ., p. 177). Engels opined that, ‘had M arx  had the opportunity to go over 
the third volum e once more, he w ould doubtless have extended this passage 
considerab ly  (C apital, vol. 3 ., p. 896). And so Engels set about elaborating on 
the idea for him , and in his ‘Supplem ent’ to  C apital (vol. 3) wrote out a 
lengthy historical version of the transform ation problem . A number o f more 
restrained versions o f it have been since advanced by writers such as R. L. 
M eek  (1 9 7 7 , ch. 7).

There a re  tw o problem s to  this historical approach , even though it sounds 
very M arx ian  to appeal to history to resolve a logical dilemma. We note, first 
o f all, that this account runs entirely contrary to the argum ent we set out 
earlier, nam ely, that values cannot be fully established in the absence o f 
cap ita list re lations o f  production . It contradicts the idea o f an integral rela­
tion between the value theory and the capacity to produce surplus value. 
Furtherm ore, as M orish im a and C atephores (1978) docum ent in great detail, 
M a r x ’ s general approach  indicates that w hat he w as ‘looking fo r in the 
lab o u r theory o f value w as not the abstract description o f a pre-capitalist 
p eriod  from  which he could derive developed capitalism  genetically, but 
rather the theoretical tools which w ould allow  him to get to the bottom  of 
cap ita list econom ic relation s.’ T he h istorical version o f the transform ation 
p rob lem  — even in its more m oderate and sophisticated renditions — must, 
therefore, be rejected.20

Since w e can n o t appeal either to class struggle or to  history to  solve the 
p rob lem , we have to revert to treating the transform ation as a ‘static, 
a tem p oral, analytical device’ for dissecting the social relations o f capitalism . 
W e are ob ligated  to find a reasonable m athem atical technique fo r dealing 
w ith the problem . R ather late in the day, Shaikh (1978) has proposed to 
fo llow  the technique that M arx  used and designed iterative solutions which, 
a t each roun d o f  the iteration, adjust input costs and the profit rate until 
equilibrium  prices o f production  are identified. According to this view, M arx  
sim ply perform ed the first calculation in this sequence and didn’t bother with 
the rest because it did not seem as im portant to arrive at the correct 
m athem atical solution  as to draw  the im portant social conclusion. 
M o rish im a (1973 ), with his custom ary m athem atical ingenuity, show s that, 
if  the transform ation  procedure is treated as a m arkov process, many o f the 
difficulties that arise when it is treated in terms of sim ultaneous equations 
d isap p ear — the equality between the sum  o f the prices o f production and the

20 M orishim a and Catephores (1978) provide detailed, and in my vie w quite correct, 
argum ents for why they think M arx  would have rejected such an historical approach.
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sum  o f  values can  happily coexist with the equality o f surplus value and total 
profit, as M a rx  insisted it should. W hat is truly surprising, in M orish im a’s 
view, is how close M arx  cam e to solving the problem  in spite o f  its inherent 
difficulty and his extremely lim ited m athem atical technique.21

Several interesting insights into the transform ation  problem  have, in  fact, 
com e from  the n on-M arxist cam p. Both Baum ol (1974) and M orishim a 
(1973) have had much to say that is positive and germane to the problem . 
B au m ol correctly argues, fo r exam ple, that M a rx ’s fundam ental concern was 
to establish  a theory o f  distribution  and that the actual transform ation from 
values into prices of production  is a side issue.22 M orishim a likewise defends 
the view that M arx  w as striving for social insights rather than for mathem ati­
cal exactitud e, and that, from  this standpoint, w hat M arx  set out to do he did 
quite well.

So w h at is the social m eaning fo r which M a rx  w as searching? He lays out 
his conclusion s forcefully, by com parin g the effect o f the transform ation with 
that p rodu ced  by the capitalist appropriation  o f relative surplus value:

With the developm ent of relative surplus value . . . the productive 
pow ers . . .  o f labour in the direct labour process seem transferred from 
labou r to capital. C ap ital thus becom es a very mystic being, since all of 
la b o u r ’s social productive forces appear to be due to capital, rather than 
lab o u r as such, and seem to  issue from  the wom b of capital itse lf .. . .

All this obscures m ore and more the true nature o f surplus value and 
thus the actual m echanism  o f  capital. Still m ore is this achieved through 
the transform ation  o f . . . values into prices o f production. . . .  A 
com plicated  social process intervenes here, the equalization process of 
cap ita ls, which divorces the relative average prices [of production] of 
the com m odities from  their values, as well as the average profits in the 
variou s spheres o f  production  . . .  from  the actual exploitation o f labour 
by the p articu lar capitals. N o t only does it appear so but it is true in fact 
that the average prices [of production] o f com m odities differ from their 
value, thus from  the labour realised in them, and the average profit o f a 
p articu lar cap ital differs from  the surplus value which this capital has
ex trac ted  from  the labourers em ployed by it N o rm al average profits
them selves seem im m anent in capital and independent o f exploitation.
(C ap ita l, vol. 3, p p . 8 2 7 —9)

T h e  fact that profit h as its origin in  the exploitation  o f labour pow er is no 
lon ger self-evident but becom es opaque to both capitalist and labourer alike. 
‘D isgu ised  as profit, surplus value actually denies its origin, loses its charac­
ter, and becom es unrecognizable.’ T h is leads in turn to the ‘utter incapacity of

21 M orishim a (1973), Shaikh (1978) and Desai (1979) are all helpful here.
22 Baum ol (1974) seems best to have captured what M arx  w as trying to do with the 

transform ation, and repays careful reading. Dostaler (1978b) provides a similar 
account and tries to reconcile the issues within the framework of the sort of value 
theory we are here adopting.
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the p ractical capitalist, blinded by com petition as he is, an d  incapable o f 
pen etratin g its phenom ena, to recognize the inner essence and inner structure 
o f this p rocess behind its outer appearance’ (Capital, vol. 3, pp. 167—8). And 
to  the extent the theorists o f capital reflected this confusion, they too failed to 
penetrate to the secrets that were concealed by the phenom ena o f com peti­
tion . A nd it is these secrets M arx  claim s to have revealed fully and effectively 
for ‘ the first tim e’ .

T he fetishism  that arises out o f  the transform ation  from values into prices 
o f p rodu ction  plays a crucial role in M a rx ’s argument. It perform s an obvious 
ideological and apologetic function at the sam e time as it mystifies the origin 
o f profit as surplus value. Such a mystification is dangerous for capital 
because  the reproduction  o f the capitalist class depends entirely upon the 
continu ous creation and re-creation of surplus value. But even if the 
cap ita lists could penetrate beneath the fetishism o f their own conception, 
they w ould  still be pow erless to rectify a potentially serious state o f affairs. 
C om petition  forces them willy-nilly to allocate social labour and to arrange 
their p rodu ction  processes so as to equalize the rate o f profit. W hat M arx  
now sh ow s us is that this has nothing necessarily to do with m axim izing the 
aggregate  ou tpu t o f  surplus value in society. We find in this a m aterial basis 
fo r that system atic m isallocation  o f social labour, and that system atic bias in 
the organization  o f  the labour process, that lead capitalism into periodic crises. 
C om petition  necessarily leads individual capitalists to behave in such a way 
that they threaten the very basis for their own social reproduction. They so 
behave because the logic o f the m arket forces them  to  respond to  prices o f 
produ ction  rather than to the direct requirements fo r the production of 
su rp lu s value. T h is is the crucial insight that arises out o f a study o f the 
tran sfo rm ation  problem . It is a result we shall pursue to its bitter logical 
conclusion  in subsequent chapters.

IV I N T E R E S T ,  R E N T  A N D  P R O F I T  O N  M E R C H A N T S ’ C A P IT A L

Given the soun d an d fu ry  o f  the debate over the reduction and transform ation 
prob lem s, it is som ew hat surprising to find that the other com ponents of 
M a r x ’s theory o f  d istribution  have sparked  so  little controversy. T h is can be 
explained, in part, by the appallingly  m uddled state in which M arx  left his 
theories o f rent and interest and the failure o f  M arxists to come up with 
cogen t and agreed-upon clarifications of the m ess M arx  left behind.

Since each o f  these aspects o f distribution will be exam ined at length in 
later ch apters, I shall a t this stage limit m yself to a few  general com m ents on 
the direction in which M arx  seemed headed and the reasons he provides for 
heading there.

The theory of surplus value, recall, stands on its own independently o f any
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theory o f  distribution  apart from  that m o st fundam ental o f a ll distributional 
arrangem ents, which separates labour from  capital. The surplus value is 
converted into profit through the social process o f competition. Profit is in 
turn sp lit into the com ponents o f profit on m erchants’ capital, interest on 
m oney capital, rent on land and profit o f enterprise. The task o f any theory of 
d istribution  is to exp lain  the social necessity for, and th&social processes that 
accom plish , this distribution o f surplus value.

The sequential m anner o f  presentation  — m oving from  surplus value pro­
duction  to distribution  — should not deceive us into thinking that distribution 
relations have no im portance for understanding production. Since M arx 
argues that production  cannot be considered apart from ‘the distribution 
included in it’, we have to consider the very real possibility that rent and 
interest play im portant roles as conditions o f production.

Indeed, I shall later seek to show  that fixed capital form ation — and in 
p articu lar the creation o f the physical infrastructures in the built environment 
— can not be understood independently o f the social processes that regulate 
d istribution . D istribution  relationships therefore affect the conditions of 
p rodu ction . M arx  plainly does not deny this. But he does insist that, however 
sign ificant these im pacts m ight be, they could never explain the origin of 
su rp lus value itself.

M a rx  opened up a perspective on the underlying logic dictating distribu­
tion relations by exam ining the general process o f circulation o f capital. He 
depicts the process o f  expansion  o f value as passing through a sequence of 
m etam orph oses -  changes o f  state. The sim plest way to look at it is as a 
p rocess in which money is thrown into circulation to obtain more money. 
M on ey  is laid out to purchase labour pow er and m eans o f production, which 
are together shaped through production  into com m odities to be sold on the 
m arket:

T h e m oney a t  the end o f  the process is greater than that a t  the beginning and 
the value o f the com m odity produced is greater than the value o f the com ­
m odities used as inputs. The two phases M —C  and C '—M ' are transform ations 
brough t ab ou t through buying and selling, whereas P, the production pro­
cess, involves a m aterial transform ation  in the product and the embodiment 
o f socially  necessary labour.

Th e circulation  process th at begins with money and ends with money (plus 
profit) is the parad igm  form  o f circulation o f capital. But when we look at 
circulation  as a never-ending process, we find that we can dissect it in a 
num ber of different w ays. W e could look at it as beginning and ending with 
the act of p roduction  or with capital in a com m odity state. We can create 
three separate  w indow s to look  in on the overall characteristics o f the
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circulation  o f cap ital (see figure 2.1.) From each window we see som ething 
different. M arx  describes w hat we can see from  each in the opening chapters 
o f volum e 2 o f C apital.

W e see that the conditions and concerns regulating the circulation o f 
m oney cap ita l are rather different from  those that govern capital tied down as 
p rodu ctive cap ital to a specific production process, and that both are different 
again  from  those regulating the circulation o f com m odity capital. In the end, 
o f  course, we are interested in the circulation o f capital as a whole, but we 
can n ot understand this, in M a rx ’s view, without first examining the d if­
feren tiations within it.

Th ese differentiations, together with the problem s th at attach to trans­
form in g  cap ital from  one state to another, can give rise to specializations o f 
function . M erch ant cap italists, fo r  exam ple, take on specific responsibility
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Figure 2 .1 . The circulation o f  capital (from D esai, 1979, p. 33)
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for cap ital in com m odity form  an d  specialize in transform ing commodities 
into money. Th e circulation  o f m oney likew ise calls fo r  the special skills o f 
banker and financier who, once they assum e com m and o f the general use o f 
m oney as cap ital, becom e m oney capitalists who receive interest. Th is leaves 
the productive cap italist in com m and only over the production o f surplus 
value itself.

Th e d isaggregation  o f  the different circuits o f cap ital perm its us to  establish 
certain necessary conditions regulating the relations between production o f 
surp lus value and its distribution. It does not, however, yield us the sufficient 
conditions that determ ine the distributional arrangem ents that must prevail 
under cap italism . We will consider these sufficient conditions in later 
chapters. For the m oment we must remain content with a simple description 
o f the distributional categories that M arx  identifies.

1 M erchants’ capital

W hen cap ital is held in com m odity form  it exists as com m odity capital. But 
since cap ital rem ains capital only as value in motion, it follow s that com m od­
ity cap ital must continuously be transform ed into money capital if it is to 
retain its character as capital. The speed and efficiency o f  this transform ation 
is o f  g reat im portance to the capitalist. The circulation time (the time during 
which cap ital assum es the com m odity form) affects the turnover time and 
thereby the rate o f profit. The transform ation incurs certain costs which are 
necessary  deductions out o f the surplus value produced — m arketing a com­
m odity  realizes value but does not create it. Reducing circulation time and 
econ om izin g on the necessary costs o f circulation are im portant for 
cap ita lists engaged in production , because by both means the surplus value 
that rem ains within their hands increases. This provides an opportunity for 
m erch an ts’ capital. The m erchant assum es all o f  the costs and responsibility 
fo r  m arketin g in return for a slice o f the surplus value produced. W ith the 
equalization  of the rate of profit, the merchant should receive exactly the same 
rate o f p rofit on the capital advanced as does the producer. The advantage of 
all o f this to cap italist producers is, o f  course, a shortening o f the turnover 
tim e, and econom ies in the costs o f circulation (through economies o f  scale, 
specialization  o f function, etc.).

Put in value term s, this m eans that producers sell below value to the 
m erchants, w ho then sell the com m odity at its value. The difference is an 
app rop riation  o f surplus value that covers the necessary expenses incurred 
an d  the profit on the capital the merchant advances. This puts merchants’ 
cap ita l into an odd relationship to the production o f surplus value. On the 
one han d , the relationship is parasitic in the sense that the merchant creates 
no value but merely appropriates it. On the other hand, merchants’ capital
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can  expan d the surplus value realized by  the producer through accelerating 
the turnover o f capital and reducing the necessary costs o f circulation.

2 Money capital and interest

When capital takes on the m oney form and becom es money capital, it 
m anifests itself as capital in its purest form  — as exchange value divorced from  
any specific use value. The parad ox , o f course, is that it cannot retain its 
ch aracter as capital w ithout being put into circulation in search o f profit. The 
n orm al p rocess o f  circulation under the capitalist m ode o f  production  entails 
the use o f  m oney cap ital to create surplus value through production  o f 
com m odities. Th is im plies that the use value o f money capital is that it can 
com m an d labou r pow er and m eans o f production, which can then be used to 
produ ce greater value than that money originally represented. The capacity 
to p rodu ce surplus value then appears to be a pow er o f money capital itself. 
M oney capital, as a consequence, becom es a com m odity like any other. It 
p o ssesses a use value and an exchange value. This exchange value is the rate o f 
interest.

‘Interest-bearing cap ita l’ M arx  observes, ‘is the consum m ate autom atic 
fetish  . . . m oney m aking m oney, and in this form  it no longer bears any trace 
o f  its orig in ’ (Theories o f  Surplus Value, p t 3, p. 455). ‘ [To the] vulgar 
econ om ist w ho desires to  represent capital as an independent source o f value, 
a source which creates value, this form is o f course a godsend, a form  in which 
the source o f  profit is no longer recognizable.’

The resu lt is that interest on m oney capital becom es separate from  what 
M arx  calls ‘profit o f enterprise’ — the return gained from engaging in the 
actual p rodu ction  o f  com m odities. The separation arises because when indi­
v idu al cap italists hold money they have a choice between putting it into 
circulation  as m oney capital earning interest, or putting it directly into 
circulation  through the production o f commodities. This choice is to some 
degree dependent upon the organization o f production itself, because the 
purch ase o f  large items — plant and machinery, for exam ple — entails either 
h o ard in g  or a system  o f  capitalist saving and borrow ing in order to sm ooth 
out what w ould otherw ise be an extremely uneven investment process.

We will deal with the details o f the credit system and interest on money 
cap ita l in chapters 9 and 10. All we are concerned to show here is that the 
difference betw een capital in money or productive form ultimately leads to 
the separation  between interest on money capital and profit of enterprise. 
T h is distinction  am ounts to a division o f the surplus in two different forms, 
which m ay ultim ately crystallize into a division between money capitalists 
an d  producer entrepreneurs. While both have a common interest in the 
exp an sion  o f  surp lus value, they do not necessarily see eye to eye when it 
com es to the division o f the surplus value produced.
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3 R ent on land

Since w e will have much to  say on the nature o f  rent in a later chapter, we need 
to consider it only in the m ost perem ptory m anner here. At first sight there 
ap p ears to be no logical position  for rent in the circulation o f capital as we 
have portrayed  it. The m onopoly  pow er that accrues to landowners through 
the private ow nersh ip o f land is the basis o f rent as a form  o f surplus value. 
The pow er this privilege confers w ould com e to nought, however, were it not 
for the fact that land is an indispensable condition o f production in general. In 
agriculture the land becom es even a m eans o f production in the sense that it is 
cleared , im proved and w orked upon in a way that m akes the land itself an 
integral p ar t o f  the production  process.

The circulation  o f  capital encounters a barrier in the form  o f  landed 
property . The landow ner can exact a tribute — appropriate a portion o f the 
surp lus value — in return for the use o f  the land as a condition or means o f 
p rodu ction . The degree to which this barrier is m anifest as the class pow er o f 
landow n ers depends upon the historical circum stances. But all the time the 
p ow er to app rop riate  a p art o f the surplus in the form  of rent exists, it m ust of 
necessity reflect a pattern  o f social relationships that penetrate willy-nilly into 
the heart o f the production process and condition its organization and form.

4 D istribution  relations an d  class relations in historical perspective

With the exception  o f  rent, which rests on the m onopoly  pow er o f private 
p rop erty  in land, the splitting o f  the surplus value into interest on money 
cap ita l, profit on productive capital (profit o f  enterprise) and profit on 
m erch ants cap ital is im plicit in the three circuits o f capital and the three 
fun dam en tal form s capital can assum e in the process o f  circulation. But we 
are not dealing here sim ply with the logical relationship between the circula­
tion o f  capital and the distribution this entails.

M a rx , for exam ple, em phasizes that all o f  these form s o f  capital -  
m erch an ts’ cap ital, m oney capital and rent on land -  had an historical 
existence which stretches back well before the advent o f  industrial capital in 
the m odern  sense. We therefore have to consider an historical process o f 
tran sfo rm ation  in which these separate  and independently powerful form s o f 
cap ita l becam e integrated into a purely capitalist m ode o f  production. These 
d ifferent form s o f  capital had to be rendered subservient to a circulation 
p ro cess dom inated by the production o f surplus value by w age labour. The 
form  and m anner o f this historical process m ust therefore be a focus of 
attention .

T h ese form s o f  appropriation  o f surp lus value, all o f which hide the origin 
o f  su rp lus value, have also to be considered in terms o f  the social relationships 
that they both presuppose and sustain. The result is that we have now to
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m odify  the notion  of the class relations that prevail within the capitalist mode 
o f p rodu ction . A lthough there is a certain community o f interest among both 
cap ita list ap p rop ria to rs and capitalist producers of surplus value — a com ­
m unity o f interest that underlies the overall conception o f the bourgeoisie in 
cap ita list society — there are also  differentiations within the bourgeoisie 
w hich have either to  be interpreted as ‘fraction s’ or as autonom ous classes. A 
‘c la ss ’ of rentiers that lives entirely o ff interest on their money capital is not to 
be confused with the industrial capitalists who organize production o f surplus 
value, the m erchant capitalists who circulate commodities or the landlord class 
w hich lives o ff  the rent o f  land. Whether or not we use the language o f  class or 
fraction s or strata  does not m atter too much at this juncture. W hat is essential 
is to  recognize the social relationships that m ust attach to the different form s 
of d istribution , and to  recognize both the unity and diversity that m ust prevail 
within the bourgeoisie as a result. For in the sam e m anner that the distinction 
betw een w ages and profits as a  generic category cannot be considered except 
as a class relation between capitalists and labourers, so the distribution 
relation s are social in nature, no m atter how hard the vulgarizers m ight seek 
to  conceal them  in term s o f the fetishistic notion that money and land 
m agically  p rodu ce  interest and rent. Once m ore we have to recognize that, 
alth ough  these distribution  relations enter into and condition production in 
im po rtan t w ays, it is the study o f  the production  process itself that reveals the 
secrets of distribution . T o  pretend otherwise is to fall victim to the w orld of 
app earan ce , which is clouded with fetishism s, and to fail to penetrate ‘the 
inner essence and inner structure . .  . behind its outer appearance’ .



C H A P T E R  3

Production and Consumption, 
Demand and Supply and the 
Realization of Surplus Value

The notion  that there m ust be som e sort of balance or equilibrium between 
production  and consum ption, between dem and and supply appears innocu­
ous enough. The prim ary role o f the m arket in a general system o f commodity 
exchange app ears to be to equilibrate demand and supply and thereby 
achieve the necessary relation between production and consum ption. Yet the 
w hole relation  between dem and and supply, between production and con­
sum ption , has been the focus o f  an immense and occasionally aw esom e battle 
in the history o f political econom y. The intensity o f the debate is understand­
able, since the stakes are high. N o t only do we here confront, head-on, the 
interpretation  o f  business cycles and the short- or long-run stability of 
cap italism , but we enter into the heart o f the controversy over the ultimate 
viability o f the capitalist m ode o f production  itself.

In M a r x ’s time the central poin t o f controversy w as over the proposition 
that supply  necessarily created its own demand. There w as a variety of 
nuanced versions o f Say ’s Law , as it is usually called .1 The simplest states that 
the incom es p aid  to the suppliers o f factors o f  production (land, labour and 
cap ital) in the form  o f w ages, profits and rents m ust equal the total price o f the 
go o d s produced with these factors. This means that ‘the income generated 
during the production  of a given output is equal to the value o f that ou tpu t’, 
and that any increase in the ‘supply o f output means an increase in the income 
necessary  to create a dem and for that output’ w ith the general consequence 
that ‘ supply  creates its own dem an d ’ . A corollary o f the law is that there can 
be no general overproduction or ‘general glu t’ and that crises are the result 
either o f  ‘exogen ous sh ocks’ (wars, revolutions, w idespread harvest failures, 
etc.) or o f  tem porary disproportionalities in production. There could be 
overproduction  within an industry or geographical region, but this m eant

' I have relied heavily here on an excellent study of Say’s Law  by Sowell (1972).
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underproduction  som ew here else. Transfers o f capital and labour could 
equilibrate the system . W hat Say ’s Law  precluded w as a general glut.

C lassica l political economy w as divided on the validity o f Say ’s Law . 
R icard o , Jam es M ill, John  Stuart M ill and m ost o f the respected econom ists 
o f the tim e accepted som e version o f it. The ‘general glut theorists’, like 
M alth u s and Sism ondi, could provide explanations for the periodic crises of 
cap italism  but could not match the intellectual reputations o f their oppo­
nents. The main cause of a general glut, in M alth u s’s view, w as the w ant o f 
effective dem and fo r production. The intensity o f the desire fo r consumption 
(and in this M althus had a prim itive version o f the theory o f consum er utility) 
form ed  the m ainspring that drove accum ulation. T o  R icardo ’s view that 
hum an wants are lim itless and that frugality and saving were the mainspring 
o f accum ulation , M althus opposed the barriers ow ing to an insufficient desire 
for consum ption  and the problem  that ‘saving, pushed beyond a certain limit, 
w ill destroy p ro fits .’

M a rx  characterized Say ’s Law  as  ‘pitiful claptrap ’ and ‘childish babble’ 
an d  w as deeply critical o f  R icardo  — whom  he generally adm ired — for his 
‘ m iserable soph istry ’ in accepting a version o f Say ’s Law . Ricardo, M arx  
p o in ted  out, ‘has recourse to Say ’s trite assum ption, that the capitalist p ro­
duces use value directly fo r consum ption . . .  [and] overlooks the fact that the 
com m odity  h as to be converted into money (Theories o f  Surplus Value, p t 2, 
p . 4 6 8 ). The R icard ian s clung to ‘the concept o f unity’ between demand and 
su p ply  and betw een production  and consum ption ‘in the face o f contradic­
tio n ’ . When it came to crises o f general overproduction, therefore, they were 
reduced to insisting ‘that if production were carried on according to the 
tex tb o o k s, crises w ould  never occur’ (Theories o f  Surplus Value, p t2 , p. 500).

M a rx  w as equally  vociferous in h is condem nation o f M althus, whose 
analysis w as ‘childishly w eak, trivial and m eaningless’ and whose m ain work 
on po litica l econom y w as a ‘com ical exertion o f im potence’ (Theories o f  
Su rp lu s Value, pt 2, p. 53). The verbal thunderbolts M arx  hurls at M althus 
h ad  m ore to do with the latter’s apologia ‘fo r the existing state o f affa irs in 
E n gland , for landlordism , “ State and C hurch” , pensioners, tax-gatherers, 
stock -jobbers, beadles, p arson s and menial servants’ than with M althus’s 
p osition  on the ‘general g lu t’ controversy. W ith respect to the latter, M arx  
credits M alth u s with not seeking to conceal ‘the contradictions o f bourgeois 
p rod u ction ’ even if he exposed them in order to ‘prove that the poverty o f  the 
w ork in g class is necessary ’ and to dem onstrate ‘to the capitalists the necessity 
fo r a well-fed Church and State hierarchy in order to create an adequate 
dem an d fo r the com m odities they produce’ (p. 57). M arx  had a good deal 
m ore sym pathy with Sism ondi who, he felt, had ‘grasped rather crudely but 
none the less correctly’ the ‘fundam ental contradiction ’ within a capitalist 
system  ‘com pelled by its own im m anent law s . . .  to develop the productive 
forces as if production  did not take place on a narrow  restricted social
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fou n d ation .’ S ism ondi could  consequently see th a t ‘crises are not accidental 
. . . but essential outbreaks — occurring on a large scale and at definite periods 
_  o f the im m anent contradictions’, which form  the ‘deepest and m ost hidden 
causes o f crises’ (pp. 56 , 84). Unfortunately, M arx  does not say much more 
abou t Sism ondi in Theories o f  Surplus Value on the ground that ‘a critique o f 
his view s belongs to a p art o f  my w ork dealing w ith the real movement o f 
cap ital (com petition and credit) which I can only tackle after I have finished 
this b o o k ’ (p. 53).

Since M a rx  did not com plete his project, we can find n o  full and coherent 
theory o f crisis in his writings; nor do we know  exactly what aspects of the 
‘general g lu t’ theory he w as prepared to accept. H is critical comments on 
Say ’s L aw  and his scattered rem arks on the relations between production and 
consum ption  have led some M arxists to  interpret M arx  as an ‘under-con- 
su m p tion ist’ who saw  the im balance between supply and the effective 
dem and exercised by the m ass of the proletariat as the main barrier to 
accum ulation  and as the fount of periodic and recurrent crises. This is Paul 
Sw eezy’s view, for exam ple.2 And did not M arx  him self say that ‘the ultimate 
reason  fo r all real crises alw ays remains the poverty and restricted consum p­
tion o f the m asses as opposed to the drive o f  capitalist production to develop 
the productive forces as though only the absolute consum ing pow er o f society 
constituted their lim it’ ? (C apital, vol. 3 , p. 484).

R o sa  L u xem burg (1951), on the other hand, has an entirely different 
com plaint. M a rx ’s analysis of social reproduction in the second volume of 
C ap ita l appeared  to show that capital accum ulation could continue inde­
finitely and w ithout limit. And that seem ed to put M arx  in accord with 
R ica rd o ’s version of Say ’s Law  — that there is no amount o f capital that 
can not be em ployed in a country since the only limit to aggregative dem and is 
that im posed  by production  itself.

M a rx  has been variously represented, by M arxists and non-M arxists alike, 
as, am on g other things, as underconsum ptionist, an equilibrium growth 
theorist, and a theorist o f the tendency tow ards long-run secular stagnation.3 
H is evident sym pathy w ith Sism ondi’ s view th atth e  level o f aggregate output 
w as not arbitrarily  chosen, and that there is an equilibrium point for aggre­
gate incom e distribution  and output that w ould facilitate the reproduction 
and expan sion  o f both output and income over successive time periods, has 
led som e bourgeois econom ists to see M arx  as the precursor o f Keynes. 
Keynes him self, while appealing to M althus and ignoring Sismondi, certainly 
p laced  M a rx  in that ‘ furtive underw orld’ o f theorists who kept the question 
o f deficient effective dem and alive. K eynes’s attack upon Say’s Law  — which

2 Sweezy (1968); for a critical history o f underconsumption theories see the excel­
lent study by Bleaney (1976).

3 O sadchaya (1974) takes an interesting look at the different ways in which M arx ’s 
arguments have been appropriated by the different schools o f thought.
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had been handed dow n from  R icardo and Jo h n  Stuart Mill to  the neoclassical 
econ om ists -  w as no less vigorous than that which M arx  had launched many 
years before. It a lso  covered much o f the same ground. And it is interesting to 
note that the Polish econom ist Kalecki, who independently derived many of 
the sam e results that Keynes laid out in his G eneral Theory o f  Employment, 
In terest an d  M oney, started o ff with firm roots in M arxian theory.

The relationships between M arxian  and Keynesian theory are not easy to 
pin dow n, however. A part from  obvious differences in m ethodology, 
p h ilosophy and political persuasion , Keynes him self w as very much con­
cerned with short-run phenomena and the stabilization policies government 
could  pursue, w hereas M arx  w as far more concerned with long-run dynamics 
and the inner logic o f capitalism  as the m otor o f historical change. But when 
K eynesian  theory is projected into the long run, it begins to exhibit parallels 
to certain aspects o f M arxian  theory, while the M arxian  theory o f interest, 
fixed cap ital form ation  and business cycles —weakly articulated though these 
are — can be profitably  com pared to Keynesian theory. We are, besides, 
dealing with tw o theories that are evolving rapidly, and in which there is a 
goo d  deal of m utual influence. It is just as easy to view M arx  through 
K eynesian-coloured glasses as it is to see Keynesian theory as a ‘special case’ 
o f the M arx ia n .4

M a rx  h a s  a lso  been treated a s  the precursor o f m odem  growth theory. The 
lineage of descent here is interesting to follow . Feldm an, a Soviet economist 
w ork in g in the 1920s, tried to elaborate upon the m odels o f social reproduc­
tion contained in the second volume o f C ap ita l (the very ones that had so 
bothered Luxem burg). H e cam e up with a ‘m odel’ o f econom ic grow th which 
anticipated  in certain respects the conclusions reached many years later by 
H arro d  and D om ar. The H arrod-D om ar growth model sought a middle path 
betw een the R icardian  emphasis upon production and the Keynesian 
em ph asis on dem and. D om ar — who freely acknow ledged his debt to Feldm an 
— em phasized that his purpose w as to solve the dilem m as left open by M arx 
an d  Keynes by tracing ‘the effects o f capital accum ulation on current invest­
m ent, profit rates, and the level o f  income and em ploym ent.’ He also sought 
to  show that ‘ there exists a rate o f growth o f income, however vaguely 
defined, which, if achieved, will not lead to diminishing profit rates, scarcity 
of investment opportunities, chronic unemployment and similar calamities . . .  
and as far as we can now  judge, this rate o f growth is not beyond our physical 
p o ssib ilities.’ Th is possibility  for balanced grow th -  a dynam ic equilibrium — 
did  not m ean its autom atic achievement in practice, and so H arrod and

4 Keynes (1936) m akes just a passing reference to M arx, but Kalecki (1971) and 
Robinson (1967; 1968) were much more directly influenced. On the relationship 
between Keynesian and M arxian thought see Dumenil (1977), Fine (1980), Mattick 
(1969) and Tsuru (1968).
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D om ar both  used the notion o f  equilibrium —m uch as M arx  d id —as the basis 
for understanding the chronic instability o f capitalism .5

I outline all o f this to show  that M a rx ’s analysis o f the relationship between 
production  and consum ption is susceptible o f diverse interpretations and can 
therefore be seen as the precursor o f m any different, and often quite incom­
patib le, contem porary bourgeois theories. M arx ’s form ulations have 
generated equally diverse interpretations within the M arxian  tradition with 
the w orks of Luxem burg, Bauer, Bukharin, G rossm an and Sweezy charting 
w hat seem  to be quite different courses, depending upon which aspect of 
M a rx ’s ow n writings on production  and consum ption relations are accorded 
priority  o f  p lace .6

So w hat, precisely, did M arx  say on these m atters? If there were a simple 
answ er there would be no ground for controversy. As to why M arx  did not 
m ake his position  clear — this we can establish with reasonable certainty. The 
crises in the w orld m arket in which ‘all contradictions o f bourgeois produc­
tion erupt collectively’ w ould be fully understood only after a thorough study 
o f com petition , the credit system , the state, etc. M arx  delayed consideration 
o f S ism on di’s views for exam ple, because he wanted first to prepare the 
groun d for theory — he did not wish to postulate a theory on an inadequate 
conceptual base. H e therefore approaches the relations between production 
and consum ption , between dem and and supply, with the greatest circum­
spection. And when these questions are broached it is usually in a very specific 
context under quite restrictive assum ptions. M arx  left us with several partial 
analyses but no picture o f the totality. This explains why his w ork has 
spaw n ed such a wide variety o f often conflicting theories. The synthesis that 
he w as after w as presum ably to  be presented in his w ork on the world market 
and crises — a w ork which w as never to be prepared. We cannot, o f course, 
determ ine with any accuracy w hat that w ork might have looked like. But we 
can go  over som e of the terrain that M arx  prepared with his characteristic 
thoroughness and search for some clues as to where he w as headed.

I P R O D U C T I O N  A N D  C O N S U M P T I O N ,  D E M A N D  A N D  S UPPLY 
A N D  T H E  C R I T I Q U E  O F  S A Y ’S LAW

M a rx  sets out, in highly abstract fashion, his thoughts on the relations 
betw een production  and consum ption in the celebrated ‘Introduction’ to the

5 O sadchaya (1974) discusses this (the quote from Domar comes from there) but see 
also B laug (1978), Erlich (1978), Kiihne (1979) and Krelle (1971).

6 The trem endous debate over whether o r not capitalism w as bound to collapse 
produced an incredible outpouring o f  literature at the beginning o f this century. 
Sweezy summ arizes much o f the debate as does Kiihne (1979); but see also Luxemburg 
(1951), Luxem burg and Bukharin (1972), Grossman (1977), Pannekoek (1977) and 
R osdolsky (1977).
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G run drisse. H e there argues th at ‘production, distribution, exchange and 
consum ption  . . .  all form  members o f a totality, distinctions within a unity’, 
and that the m utual interactions between these different m om ents are ex ­
tremely com plex in their structure. He is critical o f what he calls ‘the obvious, 
trite n otion ’ that ‘production  creates the objects which correspond to the 
given needs; distribution  divides them up according to social law s; exchange 
further parcels out the already divided shares in accord with individual needs; 
and finally, in consum ption, the product steps outside this social movement 
and becom es a direct object and servant of individual need, and satisfies it in 
being con sum ed .’ Such a conception is, for M arx, quite inadequate. So what 
does constitute an adequate representation?

In term s of the relation between production and consum ption, M arx  sees 
three fundam ental form s that this can assum e. First, consum ption and p ro­
duction  can constitute an im m ediate identity, because the act o f production 
entails the consum ption  o f raw m aterials, instrum ents o f labour and labour 
pow er. Production  and consum ption are here one and the sam e act, and we 
can call this ‘productive consum ption ’. C onsum ption  likewise usually re­
quires a sim ultaneous production  process (this is particularly true o f personal 
services) and this ‘consum ptive production ’ (such as the preparation  o f food 
at hom e) sim ilarly rests upon an im m ediate identity between production and 
consum ption . The distinction between productive consum ption and con­
sum ptive production  becomes im portant under capitalist relations o f produc­
tion because the form er lies wholly within the sphere o f  the production of 
surp lus value w hereas the latter -  in so far  as it involves personal services to 
the bourgeoisie or productive activity w ithin the w ork ers’ family (cooking, 
w ash ing, etc.) — may remain outside o f the sphere o f direct production of 
su rp lus value.

Secondly, M a rx  sees production and consum ption in a m ediating relation 
to  each other. Production creates the m aterial for consum ption, dictates also 
the m anner or m ode o f consum ption, at the sam e time as it provides the 
m otive for consum ption  through the creation of new social wants and needs. 
On the other hand, consum ption produces production  in the two-fold sense 
th at p roduction  is rendered entirely redundant w ithout consum ption, while 
consum ption  also provides the motive for production through the representa­
tion o f idealized human desires as specific hum an wants and needs.

Thirdly , and m ost difficult o f all to grasp, is the manner in which produc­
tion and consum ption  relate so that ‘each o f them creates the other in 
com pleting itself, and creates itself as the other.’ Th is is the M arxian  sense of 
d ialectics, o f relational m eanings, at w ork with a vengeance. M a rx  intends 
here to convey the sense o f a process in which a process o f production flows 
into — ‘com pletes itself in’ — a process o f consum ption, and vice versa. The 
unity o f the tw o processes constitutes a social process o f reproduction. ‘The 
im portan t thing to em phasise here is only that [production and consumption]
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ap p ear a s  m om ents o f  one process in which production is the real point o f 
departure and hence also  the dom inant m om ent.’ But lest this be m isunder­
sto o d  as meaning that production determ ines consum ption, M arx  quickly 
adds that consum ption  ‘as need’ is itself an intrinsic m oment o f production 
when set within the context o f a process o f social reproduction — ‘the 
indiv idual p roduces an object and, by consum ing it . . .  is reproduced as a 
productive ind iv idual.’ In a society characterized by division o f labour and 
exchan ge and by the social relationship between labour and capital, the 
p rocesses of reproduction  must em brace the reproduction o f  labour power as 
well as the reproduction  o f the social relation between capital and labour. We 
w ill w ork  ou t the im plications of this shortly.

Th is ‘d ialectical’ view o f  the relation between production and consumption 
constitutes, for M arx , the only adequate w ay o f conceptualizing the problem . 
It em phasizes that value m ust be understood in term s o f the underlying unity 
o f  p rodu ction  and consum ption, though broken by the separation between 
them . From  this standpoint we can unravel the secrets o f supply and dem and 
and lay  the basis for a critique o f Say ’s Law . Let us follow  M arx  down that 
path .

‘N o th in g  can be m ore childish,’ M arx  thunders in C apital (vol. 1, p. 113), 
‘than the dogm a that, because every sale is a purchase and every purchase a 
sale, therefore the circulation o f com m odities necessarily implies an 
equilibrium  o f sales and purchases. If this means that the number o f actual 
sales is equal to the num ber o f purchases, it is mere tautology. But its real 
p u rp ort is to prove that every seller brings his buyer to m arket with him. 
N oth in g  o f  the k in d .’ The first step  M a rx  tak es is to put the question o f the 
relation  betw een purchases and sales in the context o f a generalized system of 
com m odity  exchange as op posed  to simple barter situations. It w as not 
adm issib le, in M a r x ’s view, to establish ‘the m etaphysical equilibrium ’ of 
‘su pply  an d  dem an d ’ by reducing the process o f  circulation to direct barter 
(C ritique o f  Political Econom y, p. 97).

C om m odity  circulation entails continuous transform ations from m aterial 
use value to  exchange value form . But each sequence, C—M—C, has to be seen 
as ju st one link in ‘m any such sequences’ constituting an ‘infinitely intricate 
n etw ork  o f such series o f movem ents which constantly end and constantly 
begin afresh at an  infinite num ber o f different poin ts’ . Thus, each individual 
sale or purchase ‘stan ds as an independent isolated transaction, whose com p­
lem entary transaction  . . . does not need to follow  immediately but m ay be 
separated  from  it tem porarily and spatially ’ (Critique o f  Political Economy, 
p. 93 ). This separation  o f  sales and purchases in space and time creates the 
p ossib ility  — an d  only the possibility  — for crises (C apital, vol. 1, 
p . 1 1 4 ; Theories o f  Surplus Value, p t  2 , pp. 5 0 0 —13). And it  is  money that 
m ak es this separation  possib le because a person who has just sold is under no 
im m ediate obligation to buy but can hold the money instead. M arx  hints at a



8 2 P R O D U C T I O N ,  C O N S U M P T I O N  A N D  S U R P L U S  V A L U E

very sim ple conception  o f crisis in th ecou rse  o f  fashioning a direct rebuttal to 
S a y ’s Law :

[Purchase and sale] fall apart and can become independent o f each 
other. A t a given m om ent, the supply o f all com m odities can be greater 
than the dem and for all com m odities, since the dem and for the general 
com m odity, m oney, . . .  is greater than the demand for all particular 
com m odities. . . .  If the relation o f  dem and and supply is taken in a 
w ider and m ore concrete sense, then it com prises the relation of produc­
tion and consum ption  as well. Here again, the unity of these tw o phases, 
w hich does exist and which forcibly asserts itself during the crisis, m ust 
be op po sed  to the separation  and antagonism  of these tw o phases.
(Theories o f  Surplus Value, pt 2, pp. 50 4 —5)

This announces an im portant theme in  M a rx ’s analysis. ‘C risis,’ he argues, 
‘is nothing but the forcible assertion o f the unity o f phases o f the production 
p rocess which have become independent o f each other’, or, as he prefers to 
p u t in it C ap ita / (vol. 3, p. 249): ‘From  time to time the conflict o f antagonistic 
agencies finds vent in crises. The crises are alw ays but momentary and forcible 
so lutions o f the existing contradictions. They are violent eruptions which for a 
tim e restore the disturbed equilibrium .’

M a rx  frequently m akes use o f  the concept o f  equilibrium  in  his work. We 
ou gh t to specify the interpretation to be put upon it; otherwise we are in 
dan ger o f m isinterpreting his analysis. In considering supply and dem and, for 
exam ple, M arx  com m ents that ‘whenever two forces operate equally in 
op p o site  directions, they balance one another, exert no outside influence, and 
any phenom ena taking place in these circum stances m ust be explained by 
cau ses other than  the effect o f these tw o forces.’ Therefore, ‘if supply and 
dem an d balan ce one another they cease to explain anything’, and it follows 
that ‘the real inner laws of capitalist production cannot be explained by the 
interaction  of supply and dem and’ (C apital, vol. 3, p. 190). The equilibrium 
betw een supply and dem and is achieved only through a reaction against the 
con stan t upsetting of the equilibrium .

A s proof o f this last proposition M a rx  cites the perpetual adjustm ents being 
achieved through com petition, which incontrovertibly show s ‘that there is 
som eth ing to ad ju st and therefore that harmony is alw ays only a result o f the 
m ovem ent which neutralises the existing disharm ony.’ A lso, ‘the necessary 
balan ce and interdependence o f the various spheres o f  production ’ cannot be 
achieved except ‘through the constant neutralization o f a constant dis­
h arm on y ’ (Theories o f  Surplus Value, p t2 ,  p. 529).

A ll o f  this sounds and is fairly conventional. W hat differentiates M arx  
from  bourgeois political economy (both before and since) is the emphasis he 
p uts upon the necessity for departures from  equilibrium and the crucial role 
o f crises in restoring that equilibrium. The antagonism s embedded within the 
cap ita list m ode o f production are such that the system  is constantly being
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forced a w ay  from  an equilibrium  state. In the norm al course o f events, M arx  
insists, a balance can be achieved only by accident (C apital, vol. 2 , p. 495). 
M a rx  thus reverses the R icardian  proposition  that disequilibrium  is  acciden­
tal and seeks to identify the forces internal to capitalism  that generate dis­
equilibrium . But to do this M arx  has to generate equilibrium concepts suited 
to such a task. A nd this is precisely why M arx  found it necessary to drive 
beyond the surface appearance o f  dem and and supply and even the superficial 
ch aracterizations o f production and consum ption in order to articulate a 
value theory appropriate to his purpose. Only after the value theory has done 
its w ork can we return to the questions o f supply and demand and production 
and consum ption  to explore them in detail. M eanw hile, the focus o f attention 
shifts to  that o f the production  and realization o f  surplus value as capital -  for 
that, after all, is w hat the capitalist m ode of production is really all about.

II T H E  P R O D U C T I O N  A N D  R E A L I Z A T I O N  O F  S U R P L U S  V A L U E

The relation  between production  and consum ption has so far been con­
sidered in term s o f  use values and prices. We will now exam ine it from  the 
stan dp oin t o f  values and em bed an understanding o f it in the context of 
su rp lus value production.

Recall, first, that capital is defined as a process — as value ‘in m otion ’ 
undergoing a continuous expansion  through the production o f  surplus value. 
C onsider, now, the structure o f the circulation process as laid out in Figure 
2 .1  above. In its sim plest form , and considered from  the standpoint o f  the 
indiv idual capitalist, capital circulates through three basic phases. In the first, 
the cap ita list acts as buyer in com m odity m arkets (including the m arket for 
lab ou r pow er). In the second, the capitalist acts as an organizer o f produc­
tion, and in the third he appears upon the m arket as a seller. Value takes on a 
different m aterial guise in each phase: it appears in the first as money, in the 
secon d as a labour process and in the third as a m aterial commodity. The 
circulation  of cap ital presupposes that continuous translations can occur 
from  one phase to another w ithout any loss o f value. The translations are not 
au tom atic , and the different phases are separate in both time and space. A s a 
consequence, ‘there arise relations o f circulation as well as o f production 
which are so m any mines to exp lode ’ the sm ooth functioning of bourgeois 
society:

C ap ita l describes its circuit norm ally only so long as its various phases 
p a ss  uninterruptedly into one another. If capital stops short at its first 
phase M —C, m oney capital assum es the rigid form  o f a hoard; if it stops 
in the phase o f  production , the m eans o f production lie without func­
tioning on the one side, while labour pow er lies unemployed on the 
other; and if capital is stopped short in its last phase C '—M ’, piles of 
unsold  com m odities accum ulate and clog the flow o f circulation. (C ap i­
ta l, vol. 2, p. 48)
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C on fu sion s arise , however, because M a rx  p uts a double meaning on the 
w ord ‘circu lation ’ . A s the ‘circulation of cap ital’ we think of capital moving 
through all o f its phases, one o f  which is the sphere o f circulation — the time 
w hen a finished com m odity is on the m arket in the course o f being exchanged. 
Th e circulation  o f capital can be conceived o f in the following manner: 
surp lus value originates in production  and is realized through circulation. 
A lthough the fundam ental m om ent in the process m ay be production, capital 
‘which does not p ass the test o f circulation ’ is no longer capital.

M arx  defines the ‘realization o f cap ital’ in terms o f the successful m ove­
m ent o f  capital through each o f its phases.7 M oney capital has to be realized 
through production ; productive capital m ust be realized in com m odity form ; 
and com m odities m ust be realized as money. This realization is not autom ati­
cally achieved because the phases o f circulation o f  capital are separated in 
tim e and space.

C ap ita l that is not realized is variously termed ‘devalued’, ‘devalorized’, 
‘depreciated ’ or even ‘destroyed’. M arx  -  or his translators -  seem to use 
these term s interchangeably and inconsistently. I shall restrict my own uses of 
them in the follow ing way. The ‘destruction of capital’ refers to the physical 
lo ss of use values. I shall restrict the use o f the idea o f ‘depreciation o f  cap ital’, 
largely  in accordan ce with m odern usage, to deal with the changing monetary 
valuation  of assets (from which it follow s that appreciation is just as 
im portan t as depreciation). And I shall reserve the term ‘devaluation ’ for 
situation s in which the socially necessary labour time em bodied in m aterial 
form  is lost without, necessarily, any destruction o f the m aterial form  itself.

These are all very im portant concepts and will play a key role in the analysis 
that follow s. M arx  himself adopts som e confusing phrases -  such as the 
‘depreciation  o f values’ and ‘m oral depreciation ’, and even extends such 
p h rases to talk  abou t the ‘depreciation o f labour pow er’ as well as the 
‘depreciation  o f the labourer’ as a person. The play on w ords is interesting 
because it focuses attention on the relationships. But it can also be confusing 
if the sense that w hat is being depicted is not clearly kept in view.

By restricting my ow n use o f these term s so that destruction relates to use

7 Some translators and theorists prefer the term ‘valorization process’ to cover the 
creation of surplus value through the labour process (see Ernest M andel’s introduction 
to the Penguin edition o f Capital). While this has the virtue of making a clear 
distinction between processes o f realization in production and processes o f realization 
in the m arket (and emphasizes the crucial differences between them), it has the 
disadvantage of diverting attention from  the necessary continuity in the flow o f capital 
through the different spheres of production and exchange. Since I am interpreting 
value in terms of the unity of production and exchange, I prefer to use the term 
‘realization’ to refer to the perpetual motion and self-expansion o f capital and leave 
either the context or a suitable modifier to indicate whether I am talking about 
realization through the labour process (valorization), realization through exchange or 
the unity of both.
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values, depreciation  to  exchange values and devaluation to values, I shall 
hope to  clarify some o f M a rx ’s m eanings. But this clarification will be 
purchased  at great expense if we fail to recognize that use values, exchange 
values and values are expressive of an underlying unity which requires that 
the destruction, depreciation and devaluation o f capital be seen as part and 
parcel of each other.

All crises are crises o f realization and result in the devaluation o f capital. 
An exam in ation  of the circulation of capital and its possible disaggregations 
su ggests that this devaluation can take different tangible form s: (1) idle 
m oney cap ital; (2) unutilized productive capacity; (3) unemployed or under­
em ployed labour pow er; and (4) a surplus o f com m odities (excessive 
inventories).

In the G run drisse (pp. 402 et seq .) M arx  makes much o f this general idea. 
A gain , to  avoid m isunderstanding, we m ust take steps to clarify his argument. 
A com m on  m istake, for exam ple, is to regard a ‘realization ’ crisis as that 
p articu lar form  o f crisis that arises from  failure to find a purchaser for 
com m odities. Realization and sale o f com m odities would then be treated as 
the sam e thing. But M arx  argues that barriers to realization exist both within 
and betw een each o f the phases o f  circulation. Let us consider the different 
form  these barriers to the circulation of capital assume.

1 The time structure and costs o f  realization

In the G rundrisse, M arx  sets up an argument that at first sight seems som e­
w hat peculiar. H e suggests that, when capital takes on a p articu larfo rm — as a 
p rodu ction  process, as a product waiting to be sold, as a commodity circulat­
ing in the hands o f merchant capitalists, as money waiting to be transferred or 
used -  then that capital is ‘virtually devalued’ (p. 621). C apital lying ‘at rest’ 
in any o f  these states is variously term ed ‘n egated’, ‘fa llow ’, ‘dorm ant’ or 
‘fix ated ’ . For exam ple, ‘as long as capital rem ains frozen in the form  of 
finished product, it cannot be active as cap ital, it is negated cap ita l’ (p. 546). 
T h is ‘virtual devaluation ’ is overcom e or ‘ suspended’ a s  soon a s  capital 
resum es its m ovem ent (p. 447). The advantage o f seeing devaluation as a 
necessary ‘m om ent of the realization process’ (p. 403) is that it enables us to 
see im m ediately the possibility  for a general devaluation o f capital — a crisis — 
and gets us away from  the identities assum ed under Say ’s Law. Any failure to 
m ain tain  a certain velocity of circulation o f capital through the various 
p h ases o f p roduction  and realization will generate a crisis. The time structure 
of p rodu ction  and realization thus becom es a crucial consideration- Crises 
will result if inventories build up, if money lies idle for longer than is strictly 
necessary , if m ore stocks are held for a longer period during production, etc. 
F or exam ple, a ‘crisis occurs not only because the commodity is unsaleable,
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but because it is not saleable within a particu lar period  o f  time’ (Theories o f  
Su rp lu s Value, pt 2 , p. 514).

But som ething more is a lso  involved. The time taken up in each phase is, in 
a sense, a loss for capital, if only because ‘time passes by unseized’
(G ru n d risse , p. 546):

A s long a s [capital] rem ains in the production process it i s not capable of 
circulating; and it is virtually devalued. A s lon g as it remains in circula­
tion it is not capable o f p rod u cin g .. . .  A s long as it cannot be brought to 
m arket it is fixated as product. A s long as it has to remain on the market, 
it is fixated  as com m odity. As long as it cannot be exchanged for 
cond itions o f production , it is fixated as money. (Grundrisse, p. 621)

There is, therefore, considerable pressure to accelerate the velocity of 
circulation  o f  capital, because to do so is to increase both the sum  o f values 
p roduced and the rate o f profit. The barriers to realization are minimized 
when ‘the transition  o f  capital from  one phase to the next’ occurs ‘at the speed 
o f th ou gh t’ (G rundrisse, p. 631). The turnover time o f capital is, in itself, a 
fun dam en tal m easure which also indicates certain barriers to accumulation. 
Since an accelerating rate o f turnover o f capital reduces the time during which 
opportun ities p ass by unseized, a reduction in turnover time releases 
resources for further accum ulation.

C ertain  costs a lso  attach to the circulation o f capital. Com m odities have to 
be m oved from  their point o f production to their final destination fo r con­
sum ption . M a rx  treats these physical m ovem ents as part o f the material 
p rodu ction  process (see chapter 12) and therefore as productive o f value. But 
other aspects o f circulation are treated as unproductive o f value since they are 
to  be regarded as transaction  costs which are paid  for as deductions out o f 
surplus value, no m atter w hether these costs are born by the producer or by 
som e specialized agent (a m erchant, retailer, banker, etc.). C osts o f account­
ing, storage, m arketing, inform ation gathering, advertising, etc., are all 
view ed as necessary costs o f circulation. The sam e applies to costs that attach 
to the circulation  o f money — banking facilities, paym ent mechanisms and so 
on. M a rx  calls these the ‘fau x  fra is’ (necessary costs) o f circulation because 
they are unavoidable costs which m ust be incurred if capital is to circulate in 
the fo rm  o f  m oney and com m odities. A nd we m ust include here certain basic 
state  functions in so  far as these are necessary to preserve and enhance the 
m echan ism s o f  circulation. The necessary costs cut into accum ulation 
because they must be paid  for out o f surplus value produced. Econom ies in 
these costs (including those that derive from  the exploitation o f labour 
pow er) have the effect o f releasing capital for accum ulation  and are therefore 
an im portant m eans for increasing accum ulation.

The im puted losses im posed by the tim e taken up, as well as the real costs 
that attach  to circulation , com prise a whole set o f barriers to the realization o f
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capital. 11 follow s that the drive t o accum ulate must also b e m anifest as a drive 
to reduce these costs o f circulation -  o f  transport, o f transaction costs, 
m arketing costs and so on. The rem oval or reduction o f these barriers is as 
much a p art o f the historical mission o f the bourgeoisie as is accumulation for 
accum u lation ’s sake. And in w hat follow s we will have frequent occasion to 
resurrect this idea, both in a theoretical and in its historical context.

2 The structural problem s o f  realization

At each m om ent or phase in the circulation o f capital we encounter particular 
k inds o f problem , and it is worth exam ining each o f these in turn as we 
consider the transition from  money into m eans o f production and labour 
pow er, and the translation  o f these ‘factors o f p roduction ’ into a work 
activity that produces a com m odity which m ust then find a buyer in the 
m arket.

(a) If cap italists cannot find upon the m arket the right quantities and 
qualities of raw  m aterials, instrum ents o f production or labour pow er at a 
price app rop riate  to their individual production requirements, then their 
money is not realizable as capital. The money form s a hoard. This barrier 
ap p ears som ew hat less awesom e because money is the general form of value 
and can be converted into all other com m odities without any difficulty. The 
cap italist has a w ide range o f options. These options are narrowed if the 
cap italist em ploys large quantities o f fixed capital which have a relatively 
long life. In order to realize the value o f  the fixed capital, the capitalist is 
forced to  sustain a specific kind o f labour process with particular input 
requirem ents for a number o f  years. When viewed in aggregate, however, we 
can not be so  sanguine that all capitalists will find their total needs met for raw 
m aterial inputs and labour pow er. Furtherm ore, with a portion o f the surplus 
being reinvested, those capitalists producing m eans o f production for other 
industries m ust expand  their production in anticipation o f future require­
m ents which m ay or m ay not materialize. An aggregative expansion in the 
dem and for labour pow er also  poses a whole host o f problems. Some o f the 
structural problem s that arise in the aggregative case will be exam ined later. 
The p o in t here is to recognize that difficulties and uncertainties arise even in 
this first ph ase  in which money has to be converted into raw  material inputs 
and lab o u r pow er.

(b) W ithin the confines o f the production  process, capitalists m ust enjoy 
that relation  to labour pow er and m ust possess that technology which 
perm its the value o f the com m odities purchased to be preserved and surplus 
value added . M arx  notes, som ew hat ironically, that the realization o f capital 
in production  depends upon the ‘d evaluation ’ o f  the labourer.8 The point is

8 M agaline (1975) builds a very interesting argument on this basis.
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well taken. C ap ita lists  m ust shape the labour process to  conform  to  the social 
average at the very least and im pose a rhythm and intensity o f labour upon 
the w orker adequate to the extraction o f surplus value. They m ustcounterthe 
incessant guerilla w arfare that accom panies class struggle in the w ork place 
and im pose, if they can, a despotic control over the w ork process. Failure so 
to do m eans that surplus value is not produced and that the money capital 
which sat in the cap italist’s pocket at the outset has not been realized as 
cap ital. And com petition puts a further obligation  upon the capitalist: to keep 
p ace with the general process o f technological change. Reorganization o f the 
w ork  process leads to ‘revolutions in value’ : the socially necessary labour 
tim e is reduced and the value o f the unit output falls. The capitalist who fails 
to keep pace experiences a devaluation o f capital — capital is lost because the 
individual concrete specific conditions o f  labour do not correspond to the 
cond itions for em bodying abstract labour. There are, evidently, many bar­
riers to be overcom e if money capital is to be realized in production.

(c) A s sellers, cap italists find themselves possessed o f m aterial com ­
m odities which m ust find users willing to part with an exchange value 
equivalent to the value embodied in each com m odity. The conversion o f 
specific m aterial use values into the general form  o f exchange value—money — 
ap p ears m ore difficult in principle than does the conversion o f money into 
com m odities. F or this reason M arx  does put particu lar em phasis upon it. We 
encounter here the barrier of consum ption. This barrier has a  dual aspect. 
First o f  all, the com m odity m ust fulfil a social need; be a social use value. 
T h ere are clear lim its for specific kinds o f use values — by the time everyone in 
cap ita list society is proud p ossessor o f  a bicycle, for exam ple, the m arket for 
bicycles is strictly lim ited to replacem ent requirements. When faced with 
m ark et satu ration  o f this sort, capital is forced tow ards the stimulation of 
new social wants and needs by a variety o f strategem s. The continuous 
evolution  o f social w ants and needs is therefore seen as an im portant aspect o f 
cap ita list h istory — an aspect that expresses a basic contradiction. In the 
E con om ic an d  Philosophic M anuscripts o f  1844  (p. 148) M arx  argues that 
cap italism  ‘produces sophistication  o f  needs and o f their m eans on the one 
hand, and bestial barbarization , a complete, unrefined, abstract simplicity o f 
need, on the other.’ And there is much in the Grundrisse and in C apital to 
validate  that contention.

B u t from  the stan dpoin t o f capitalists seeking to convert their com m odities 
into money, the problem  is not sim ply one o f fulfilling social wants and needs, 
b u t o f  finding custom ers with sufficient money to buy the commodities they 
w ant. The effective dem and for product — need backed by ability to pay — is 
the only relevant measure (Theories o f  Surplus Value, pt 2, p. 506). If an 
effective dem and for com m odities does not exist, then the labour embodied in 
the com m odity  is useless labour and the capital invested in its production is 
lo st, devalued.
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It is, therefore, at this point in the circulation o f  capital that capitalists are 
m ost vulnerable. A s holders o f  money or m asters o f the production process, 
cap italists exercise direct control. But when the com m odity has to be ex ­
changed, the fate  o f  cap italists depends upon the actions o f o th ers—workers, 
other cap italists, unproductive consumers and the like — all o f  whom hold 
money and m ust spend it in certain w ays if the value em bodied in com ­
m odities is to be realized.

W hen we view the aggregative processes o f circulation o f capital, however, 
we are struck im m ediately by the sem blance o f  an im portant problem. If the 
cap italist m ode o f  production is characterized by perpetual expansion of 
value through the production  o f  surp lus value, then where does the aggrega­
tive effective dem and come from  to realize that expanding value through 
exchange?

I l l  T H E  P R O B L E M  OF E F F E C T I V E  D E M A N D  A N D  T H E  
C O N T R A D I C T I O N  B E T W E E N  T H E  R E L A T I O N S  OF 

D I S T R I B U T I O N  A N D  T H E  C O N D I T I O N S  O F  R E A L I Z A T I O N  
O F  S U R P L U S  V A L U E

The ‘social dem an d ’, i.e., the factor which regulates the principle o f 
dem and, is essentially  subject to the m utual relationship o f the different 
classes and their respective econom ic position, notably therefore to, 
firstly, the ratio of total surplus value to w ages, and, secondly, to the 
relation  o f the various parts into which surplus value is split up (profit, 
interest, ground-rent, taxes, etc.). And this thus again shows that 
nothing can be explained by the relation o f supply to demand before 
ascertain ing the basis on which this relation rests’ . (C apital, vol. 3,
pp . 1 8 1 —2)

A n  investigation  o f effective social dem and will lead M arx  to  the following 
conclusion :

The conditions of direct exploitation , and those o f realising it, are not 
identical. They diverge not only in place and time, but also logically. 
The first are only limited by the productive pow er o f society, the latter 
by the proportion al relation o f the various branches o f production and 
the consum er pow er o f society. But this last nam ed is . . .  determined . . .  
by the consum er pow er based on antagonistic conditions o f  distribu­
tion. (C ap ital, vol. 3, p. 244)

There is, then, an underlying contradiction between the distributional 
arrangem ents characteristic o f capitalism  and the creation o f an effective 
dem and sufficient to realize the value o f commodities through exchange. Let 
us fo llow  M arx  en route to this conclusion.

C onsider, first, the dem and exercised by the w orking class. This can never 
be an ‘ adequate dem and’ in relation to sustained capital accumulation,
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because the ‘labourers can never buy m ore than a p ar t o f the value o f the 
social p rodu ct equal to . . . the value o f  the advanced variable cap ital’
(C ap ita l, vol. 2, p. 348). But this does not m ean that the dem and o f workers 
for w age goo d s is unim portant or that it does not w arrant some careful 
scrutiny.

C onsidered  from  the stan dpoin t o f the class relation  between cap ital and 
lab ou r, the individual consum ption o f the labourer becomes ‘a mere factor in 
the process o f p rodu ction ’, since it serves to reproduce the labour pow er 
required for the production  o f surplus value (Capital, vol. 1, p. 573). At the 
sam e time the w orkers find themselves in a ‘com pany store’ relation to 
cap ita list com m odity production. ‘C apital pays wages e.g., weekly; the 
w orker takes his w ages to the grocer etc.; the latter directly or indirectly 
deposits them with the banker; and the follow ing week the m anufacturer 
takes them from  the banker again, in order to distribute them am ong the same 
w ork ers a g a in .’ (G rundrisse, p. 677)

T h e reproduction  o f  the w orking c lass and the consumer pow er that goes 
with it is caught within the circulation o f capital. The capitalists must 
collectively produce enough w age goods and lay out sufficient variable capi­
tal in the form  of w ages to ensure that the w orking class possesses the effective 
dem an d required for its own reproduction. Yet individual capitalists are 
under continuous com petitive pressure to cut back w ages and reduce the 
value of labour pow er, while those producing wage goods look to the 
labourers as a source of effective dem and. And so M arx  notes:

C ontrad iction  in the capitalist mode of production: the labourers as 
buyers o f com m odities are im portant for the m arket. But as sellers o f 
their ow n com m odity -  labour pow er -  capitalist society tends to  keep 
them down to the minimum price.

Further co n trad ic tio n :. .  .p rodu ction  potentials can never be utilized 
to  such an extent that m ore value m ay not only be produced but also 
realised ; but the sale o f com m odities, the realisation o f commodity 
cap ital and thus o f surplus value, is limited, not by the consumer 
requirem ents o f society in general, but by the consum er requirements of 
a society in which the vast m ajority are alw ays poor and must always 
rem ain poor. (C apital, vol. 2, p. 316)

T h is  contradiction  cannot be overcom e by wage increases or alterations in 
the value of labour pow er. Changes o f this sort either result in the conversion 
o f luxuries into necessities -  which illustrates how ‘social wants are very 
elastic and changing’ — when ‘equilibrium  is restored, the social capital, and 
therefore a lso  the money capital, is divided in a different proportion between 
the production  o f  necessities o f life and that o f  luxury articles’ (Capital, vol. 2, 
p. 3 4 1 ; vol. 3, p. 188).

A lthough the variable capital that form s the effective dem and o f  the 
labourers h as its origin with capital, the capitalists producing w age goods are
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potentially  vulnerable to the consum er habits o f  the w orking class. On 
occasion , therefore, ‘the cap italist, as well as his press, is often dissatisfied 
with the w ay in which the [labourer] spends [his] m oney’, and every effort is 
then m ade (under the guise o f bourgeois philanthropy and culture) to ‘raise 
the condition  o f  the labourer by an im provem ent in his m ental and m oral 
pow ers and to m ake a rational consum er o f him ’ (Capital, vol. 2 , pp. 
5 1 5 —16). ‘R atio n al’ is defined, of course, in relation to the accum ulation of 
cap ital and has nothing necessarily to do with fundam ental human wants and 
needs. So even the labourers, particularly in advanced capitalist societies, are 
subjected to the blandishm ents o f the ad-men while government also steps in 
— usually  in the nam e o f social welfare -  to collectivize consum ption in ways 
that give it the possib ility  to m anage consum ption (through fiscal policies and 
governm ent expenditures) in a m anner consistent with accum ulation. All o f 
this does not negate, however, that other side o f capitalist ‘rationality’ which 
perpetu ally  pushes for low er real wages. W hich takes us back to the funda­
m ental contradiction  which precludes the demand o f the labourers acting as a 
so lu tion  to the effective dem and problem .

C ap ita lists generate an effective dem and fo r product as buyers o f  raw 
m aterials, partially  finished products and various means o f production 
(which includes machinery, buildings and various physical infrastructures 
required fo r production). The total value o f  constant capital purchased 
furnishes the total dem and for the output o f industries producing these 
com m odities. A s with variable capital, this effective dem and fo r constant 
cap ital originates with the capitalist. The expansion o f production requires 
increasing outlays on constant capital and on expansion o f effective demand. 
T o  the degree that technological change forces substitutions between variable 
and constan t capital inputs (production becom es more constant — capital- 
intensive), so we will w itness a progressive shift tow ards the production and 
consum ption  o f means o f production.

W e sh ou ld  note, how ever, that the total aggregative dem and at any one 
p o in t in time is equal to  C  +  V, whereas the value o f the total output is C -I- V 
+  S. U nder conditions of equilibrium , this still leaves us with the problem  o f 
w here the dem an d fo r  S, the surplus value produced but n ot yet realized 
through exchange, com es from.

W e can seek an answ er to this first o f all by considering the consumption o f 
luxuries on the p art o f  the bourgeoisie. W hat m ust happen, if dem and and 
supply  are to balance, is that the cap italist class m ust throw m oney into 
circu lation  for the purchase o f com m odities exactly equivalent to the surplus 
value produced:

P arad ox ical as it may appear at first sight, it is the capitalist class itself 
that throw s the money into circulation which serves for the realisation 
of the surplus value incorporated in the commodities. But, nota bene, it 
does not throw it into circulation as advanced money, hence not as
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cap ital. It spen ds it as a m eans o f purchase fo r  its individual consum p­
tion. (C ap ita l, vol. 2 , p. 334)

T h is indicates to us imm ediately that on e o f  the necessary conditions for 
su stained  accum ulation  is that ‘the consum ption of the entire capitalist class 
and its retainers keeps pace with that o f  the w orking class’ and that the 
cap ita lists m ust spend a portion  o f their surplus value as revenues for the 
purch ase  of consum ption  goods (C apital, vol. 2, p. 332). For this to happen 
requires either ‘a sufficient prodigality  o f the capitalist class’ (p. 410) or a 
d isaggregation  of the capitalist class into capitalists who save and ‘consum ing 
c la sse s ’ w ho ‘not only constitute a gigantic outlet fo r the products throw n on 
the m arket, but who do not throw  any com m odities on to the m arket’
(Theories o f  Surplus Value, pt 3, pp. 5 0 —2). These ‘consum ing classes’ 
represent ‘consum ption  fo r consum ptions’ sak e ’ and exist as a kind o f mirror 
im age to the ‘accum ulation  for accum ulations’ sake’ that prevails am ong the 
productive capitalists.

M alth u s, o f  course, saw  the necessity fo r  conspicuous consum ption on the 
p art of the bourgeoisie and parlayed it into a necessary and sufficient condi­
tion for the accum ulation  o f  capital. M arx  accepts that bourgeois consum p­
tion m ust keep pace with accum ulation if crises are to be avoided, but pours 
scorn  upon M alth u s’s notion that such a class o f unproductive consumers — 
of purchasers — can function as the deus ex m achina for accum ulation -  
furnish ing both the stim ulus for gain and the m eans to realize surplus value 
through consum ption. Individual capitalists generally have the capacity, o f 
course, to  survive quite well and live o f f their w ealth while waiting fo r  surplus 
value to return to them. From  this standpoint it does indeed seem as if 
cap ita lists throw  m oney into circulation to acquire consum er goods that will, 
a t the end o f  the production  period, be paid  for out o f the production  of 
su rp lus value. But there are clear limits to this as a general social process. We 
have to consider where, exactly, these financial resources com e from  in the 
first p lace if not out o f surplus value? Which brings us to the brink o f a 
tau to logy  o f the follow ing sort: the financial resources to realize surplus value 
com e out o f the production  o f surplus value itself. We will ultimately have to 
penetrate that tautology and find out w hat lies behind it.

W e can already see, however, that the prevailing conditions o f distribution 
in cap italist society erect barriers to realization through exchange which are 
m uch more restrictive than those that exist in the sphere o f production itself. 
‘ It is ,’ says M arx , ‘in the nature o f capitalist production to produce without 
regard  to the limits o f  the m arket’ (Theories o f  Surplus Value, pt 2, pp. 
5 2 2 —5). ‘Since m arket and production are two independent factors,’ he 
continues, ‘the expansion  o f one does not correspond with the expansion of 
the o th er.’ O verproduction, a glut o f com m odities, ‘is specifically con­
ditioned by the general law  o f production o f  capital: to produce to the limit
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set by the productive fo rc e s. . .  w ithout any consideration fo r the actual limits 
o f the m arket or needs backed by ability to pay ; and this is carried out 
through continuous expansion  o f  reproduction and accum ulation . . . while 
on the other hand the m ass o f  the producers (the w orking class) rem ain tied to 
the average level o f needs, and must remain tied to it according to the nature 
of cap ita list p rodu ction .’ (Theories o f  Surplus Value, pt 2, p. 535)

A  poten tial w ay  o u t o f this difficulty is to  expand commercial relations 
with non- or pre-capitalist societies and sectors. This w as to be Luxem burg’s 
so lu tion  to the problem  o f  effective demand, and it led her to establish a firm 
connection between the accum ulation o f capital and the geographical expan­
sion o f cap italism  through colonial and im perialist policies. M arx, for the 
m ost p art, excludes questions o f foreign trade from  consideration in C apital 
and assum es ‘th at capitalist production  is everywhere established and has 
p ossessed  itself o f every branch o f industry’ (Capital, vol. 1, p. 5 81). But in the 
G run drisse  (pp. 4 0 7 - 9 )  he does not so  restrict himself. He there argues that a 
‘precond ition  of production  based on capital is . . . the production o f a  con­
stantly w idening sphere o f circulation ’, so that ‘the tendency to create the 
w orld m arket is directly given in the concept o f  capital itself.’ This leads M arx  
to a general p roposition  which applies as much to the geographical spread as 
to  the deepening o f the influence o f capitalism  over social life:

C ap ita l drives beyond national barriers and prejudices as much as 
beyond nature w orship, as well as [beyond] all traditional, confined, 
com placent, encrusted satisfactions o f present needs, and reproduc­
tions o f old w ays o f life. It is destructive tow ards all o f this, and 
constan tly  revolutionizes it, tearing dow n all the barriers which hem in 
the developm ent o f  the forces o f  production , the expansion o f needs, the 
all-sided developm ent o f  production, and the exploitation and ex­
change o f natural and mental forces.

The ability  o f  capitalism  to generate such revolutionary transform ations in 
the w ay o f  life and to becom e a w orld system  w as not appreciated by the 
general glut theorists. From this standpoint, M arx  concludes, ‘those 
econ om ists w ho, like R icardo , conceived o f production as directly identical 
with the self-realization o f capital — and hence were heedless o f  the barriers of 
consum ption  . . . grasped the positive essence o f capital more correctly and 
deeply than those who, like Sism ondi, em phasized the barriers o f consum p­
tion (G run drisse , p. 410). W hat R icardo failed to appreciate was that the 
incessant and inexorable breaking down o f old barriers and the revolutionary 
tran sform ation  o f needs on a world scale ‘only transfers the contradictions to 
a w ider sphere and gives them greater latitude’ (C apital, vol. 2, p. 468).

A lthough M arx  accepts the idea that accum ulation inevitably results in  the 
penetration  and absorption  of non-capitalist sectors — including those in 
d istan t p laces — by capitalism , he specifically denies that this can resolve the
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effective dem and problem . H e plainly thought that if a solution w as to be 
found it m ust lie within the cap italist mode o f production itself.9

A nd so  M a rx  turns to consider another possible solution to the problem. 
‘The surplus value at one point requires the creation o f surplus value at 
anoth er poin t . . .  if  only, initially, the production o f more gold and silver, 
m ore money, so that, if surplus value cannot directly become capital again, it 
m ay exist in the form  o f  money as the possibility  o f new capital. ’ (Grundrisse, 
p . 407) Perhaps the extra effective dem and required to realize the surplus 
value can come sim ply from  an expansion  o f the quantity o f money, either 
directly through the production  o f a money commodity, such as gold, or 
indirectly through the credit system.

A t first sight, such a solution appears to m ake som e sense. An analysis of 
m oney sh ow s that insufficiency in the quantity o f money can seriously check 
the circulation  o f com m odities. Under conditions o f insufficiency o f money 
w e often observe an acceleration in accumulation when the money supply is 
increased. F rom  this we might be tem pted to draw  the unwarranted inference 
that an expansion  in the money supply always leads to accum ulation, and 
th at it does so by furnishing the effective dem and for product that would 
otherw ise be lacking. While M arx  accepts that the organization o f the credit 
system  is a necessary condition for the survival o f accumulation (see chapter 9 
below ), he w arns us against entertaining ‘any fantastic illusions on the 
productive pow er of the credit system ’ (C apital, vol. 2, p. 346). But it is still 
tem pting to see the source o f the extra effective dem and in the credit system 
itself. Furtherm ore, from  the standpoint of the money circuit o f capital, M— 
C —(M +  A M ), it seem s as if m ore money is required at the end of each turn­
over in order to accom m odate ZlM, the profit.

For all o f  these reasons, it is tem pting to accept a version o f the m onetarist 
illu sion  in which the effective dem and problem  is solved by an expansion in 
the m oney supply. W hile M arx  notes that the gold producers do indeed create 
m ore m oney than they advance in production (since they produce surplus 
value w hich is throw n directly into circulation as money), he rejects outright 
th at this can provide a solution to the effective demand problem . Since money 
is a cost of circulation rather than productive activity, reliance upon the 
m oney producers to furnish the extra effective demand would have the effect 
o f sw itching capital away from  the production of surplus value into the 
ab so rp tion  of surplus value as circulation costs. The historical tendency has 
been, M a rx  poin ts out, to seek to econom ize on costs o f circulation by way o f 
the cred it sy stem  w hich illustrates the futility o f turning to the producers of 
m oney com m odities as a source o f effective dem and. D ispellingthe ‘fantastic 
illu sion s’ that surround the credit system  is a m ore com plex matter which we

9 M arx appears to be following Hegel’s Philosophy o f  Right here. See chapter 12 
below.
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will exam ine in detail in chapters 9 and 10, but we will find, in the end, that 
sim ilar argum ents apply.

M a rx  delivers the coup de g race  to the m onetarist illusion, however, by 
considering the role o f m oney in relation  to the com m odity and productive 
circuits o f capital. The quantity o f money required at a given velocity o f 
circulation  (plus w hatever is required as a reserve stock) is related to the total 
value o f com m odities being circulated. From  this standpoint, ‘ it changes 
absolutely  nothing . . .  whether this mass o f commodities contains any surplus 
value or n o t.’ The money stock m ay need replacement or augm entation in 
order to accom m odate the proliferation o f  exchange, but this has nothing 
directly to do  with the realization o f surplus value through exchange (C apital, 
vol. 2, p. 473).

T h is investigation o f  the m onetary aspects to the realization o f  surplus 
value ap p ears to lead to a dead end. But a proper analysis o f it provides us 
with certain  clues as to w hat the only possible resolution to the effective 
dem and problem  can be. The m onetarist illusion arose in part, for exam ple, 
by a confusion  o f the total quantity o f money with the total quantity o f money 
functioning as capital. M oney capital can be augm ented by converting an 
increasing quantity of a constant stock o f money into capital. And so  M arx  
arrives at his ow n solution. It  is the further conversion o f  money into capital 
that furnishes the effective dem and required to realize surplus value in 
exchange. Let us explore this sim ple, if somewhat startling, solution to the 
problem .

M on ey  m ust exist before it can be converted into capital. Furthermore, an 
insufficiency o f  m oney relative to the quantity o f  com m odities in circulation 
will indeed act as a check to accum ulation. But the creation of money in no 
w ay guarantees its conversion into capital. This conversion involves the 
creation o f w hat M arx  calls ‘fictitious cap ital’ — money that is thrown into 
circu lation  as capital w ithout any m aterial basis in com m odities or produc­
tive activity. Th is fictitious capital, form ed by processes we will consider in 
detail in chapter 9, is alw ays in a precarious position precisely because it has 
no m aterial basis. But this then provides it with its distinctive pow er: in 
search ing for a m aterial basis it can be exchanged against the surplus value 
em bodied in com m odities. The realization  problem , as it ex ists in the sphere 
o f exchange, is resolved.

But this solution  to the effective dem and problem  m eans the creation o f 
new m oney capital, which m u st now  be realized in production. A nd so  we 
com e full circle. We are back in the sphere o f production, which is, o f course, 
where M a rx  insists we should be all along. The solution to the problem s of 
realization  in exchange is converted into the problem  o f realizing surplus 
value through the exploitation  o f labour pow er in production. W e see, once 
m ore, the social necessity for perpetual accum ulation, but we now derive that 
necessity ou t o f a study o f the processes o f realization within the continuous 
flow  o f p roduction  and consum ption.
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It w as in the first volum e o f  C apital, in a chapter entitled, significantly 
enough, the ‘C onversion  o f Surplus-Value into C ap ita l’, that M arx  first 
estab lish ed the social necessity o f ‘accum ulation for accum ulation’s sake, 
p rodu ction  for produ ction ’s sak e ’, given the social relations prevailing under 
cap italism . It is in the parallel chapter in the second volume o f Capital, 
entitled the ‘C irculation  of Surplus V alue’, that M arx  tentatively derives the 
sam e principle from a study of the relations between production and con­
sum ption . W e see that a balance between production and consum ption can 
be achieved under the capitalist mode o f production — given its ‘antagonistic’ 
re lations o f distribution  — only through perpetual accum ulation.

Perpetual accum ulation  depends, however, on the existence o f labour 
p ow er capab le o f producing surplus value. The necessary geographical 
exp an sion  of cap italism  is therefore to be interpreted as capital in search for 
surp lus value. The penetration o f  capitalist relations into all sectors o f  the 
econom y, the m obilization o f various ‘latent’ sources o f labour power 
(w om en and children, for exam ple), have a similar basis. And so  we come to 
see cap italism  for what it truly is: a perpetually revolutionary mode of 
p rodu ction , constantly labouring under the social necessity to transform  
itself from  the inside, while it just as constantly presses up against the 
capacities of the social and physical world to sustain it. This is, o f course, a 
contrad ictory  process. T o  begin with, capitalism  encounters external barriers 
because the ‘original sources o f  all w ealth ’ — the soil and the labourer — do not 
have lim itless capacities (C apital, vol. 1, p. 507). But also  it encounters 
‘ barriers within its own nature’ (Grundrisse, p. 410) — and these are the 
‘internal contrad ictions o f capitalism ’ that M arx  will seek to expose.

W hat M a rx  has now  done for us is to put a very specific interpretation 
upon  the idea that ‘production , distribution, exchange and consumption . . .  
all form  m em bers o f  a totality, distinctions within a unity’ (Grundrisse, p. 
99). H e h a s  re-fashioned the idea o f value a s  a  concept that m ust capture the 
relations within this totality. H e has dem onstrated, with respect to the 
relationship  betw een production  and consum ption, how each ‘creates the 
other in com pleting itself, and creates itself as the other’, and shows us 
precisely w h at m ust happen when ‘distribution steps between production and 
con sum p tion ’ (G rundrisse, p. 94).

But M arx  has a lso  show n us that the merry-go-round of perpetual accum u­
lation  is not an autom ated or even a well-oiled machine. H e has shown us the 
necessary  relationship that m ust prevail between production and distribu­
tion , surp lus value production and realization, consum ption and new capital 
form ation , and between production and consumption. He has also identified 
a whole host o f necessary conditions — particularly with respect to the 
creation  of m oney and credit instrum ents — which must hold if equilibrium is 
to be achieved.

But he h as a lso  shown us that there is nothing to guarantee that this
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equilibrium  point will be found in practice. The best we can hope is that the 
balance will be achieved ‘by accident’. The w orst, and this is what M arx  is 
beginning to show  us, is that there are strong forces driving the system away 
from  equilibrium , that accum ulation for accum ulation ’s sake is an unstable 
system  in both the short and long run. Crises then appear as the only effective 
m eans to counter disequilibrium , to restore the balance between production 
and consum ption . These crises entail, however, the devaluation, depreciation 
and destruction  o f capital. And that is never a com fortable process to live 
with -  particu larly  since it also entails the devaluation, depreciation and 
destruction  o f the labourer.



C H A P T E R  4

Technological Change3 the 
Labour Process and the 

Value Composition o f Capital

T ech nology  discloses m an ’s mode o f dealing with Nature, the process 
o f produ ction  by which he sustains his life, and thereby also lays bare 
the m ode o f form ation  o f his social relations, and o f the mental concep­
tions that flow from  them. (C apital, vol. 1, p. 372)

O f  a ll th e m isinterpretations o f M a rx ’s thought, perhaps the m ost bizarre is 
that which m akes a technological determ inist o f h im .1 He did not regard 
technological change as the m oving force o f history. This misinterpretation o f 
his argum ent h as arisen, in part, by im posing contem porary meanings on 
M  a rx ’ s w ords, and a lso  out o f a failure to understand his m ethod o f  enquiry. 
C om m only  accepted definitions w ould now  have it, for exam ple, that feeh-

1 Hook (1933) long ago sought to eliminate this interpretation, but it has undergone 
somewhat of a revival in recent years. By far the most powerful argument is that 
advanced by Cohen (1978), who accepts the appelation ‘ technological’ but not that of 
‘determinist’ in his interpretation of the primacy of the productive forces within 
M arx ’s version of historical materialism. Cohen’s work, although extremely helpful in 
clarifying many points in Marx, demonstrates the consequences that arise when Marx 
is interpreted according to ‘the standards of clarity and rigor which distinguish 
twentieth century analytical philosophy’ (p. ix). Marx, according to Cohen, defines a 
productive force as “ the property of objects”  rather than a relation holding between 
objects (p. 28). The list of productive forces includes labour power (and all of its 
qualities) and means of production (including instruments of production, raw mate­
rials and spaces). Cohen analyses Marx’s statements and finds that, while there are 
innumerable occasions on which Marx asserts that changes in the productive forces 
generate changes in social relations, there ‘are not generalizations asserting the puta­
tive reverse m ovem ent. . .  in the corpus of M arx’s work’ (p. 138). The ‘dialectical’ 
relationship between productive forces and social relations does not hold, and the 
primacy of the productive forces is thereby established. The only cause for doubt is the 
statement that it is the bourgeoisie that revolutionizes the productive forces that
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nology im plies the application  o f scientific knowledge to create the physical 
h ard w are for production, exchange, com m unication and consum ption. 
M a r x ’s m eaning is both broader and narrow er than that.

When M arx  speaks o f ‘technology’ he m eans the concrete form  taken by an 
actual lab ou r process in a given instance, the observable way in which 
p articu lar use values are produced. This technology can be described directly 
in term s o f the tools and m achines used, the physical design o f production 
processes, the technical division o f labour, the actual deployment o f labour 
pow ers (both quantities and qualities), the levels o f co-operation, the chains 
o f com m an d and hierarchies o f authority and the particular m ethods of 
co-ordination  and control used.

Th e ta sk  is then to penetrate beneath this surface appearance and under­
stand why particu lar labour processes take on the specific technological 
form s they do . T o  this end, M arx  considers the labour process in term s o f the 
productive forces and the social relations o f  production em bodied within it.2 
By ‘productive fo rce ’ M a rx  m eans the sheer pow er to  transform  nature. By 
‘social re lation s’ he m eans the social organization and the social implications 
o f the what, how  and why o f production. These are abstract concepts, and we 
must m ark  their meaning well. M uch that follow s rests upon their proper 
interpretation . They will be used to unravel the contradictions within produc­
tion in much the sam e w ay that the duality o f use and exchange value 
provides the conceptual lever to expose the contradictions o f commodity 
exchange. The parallel is apt. Productive force and social relations are ini­
tially to be regarded as tw o aspects o f  the sam e m aterial labour process, in the 
sam e way that use and exchange value are two aspects o f a single commodity. 
The exchange value in com m odities has an external referrent in the shape of

change the social relations. Cohen concedes that capitalist production relations ‘are a 
prodigious stimulus to the development of the productive forces’, but makes this 
com patible with the primacy o f productive forces thesis by the assertion that ‘the 
function o f capitalist relations is to promote growth in productive power — they arise 
and persist when they are apt to do so ’ .

The characterization o f M arx ’s initial definition o f productive force is, in my view, 
correct. But like ‘use value’, this initial conception is in itself of little interest to M arx. 
Again, like use value, productive forces are integrated back into the argument only 
when they are understood as a social relation specifically embedded within the 
capitalist m ode o f production. Cohen, however, sticks to the initial definition and fails 
to m ark the transform ation in M arx ’s usage o f the term. The whole flow of the 
argum ent in Capital is precisely geared to unravelling the dialectical interpenetration 
of productive forces and social relations as the locus of contradictions which push 
capitalism  perpetually into new configurations. Analytical philosophy may be good at 
analysing sentences but is not so good, apparently, at capturing the total flow of an 
argument.

2 Therborn (1976, pp. 3 5 6 -8 6 )  reconstructs the genesis o f these concepts through­
out M a rx ’s intellectual development in very thorough fashion.
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m oney, and the social relations o f production  have an external referrent in the 
form  of the class relations that prevail in society at large and that permeate 
exchan ge, distribution  and consum ption as well as production. And in the 
sam e w ay that use value becomes re-integrated into political economy as 
so c ia l use value, so the purely physical idea o f productive force is re­
integrated into political econom y as the power to create surplus value for 
cap ita l through m aterial com m odity production. Given the im portance of 
these concepts, we must m ove to establish their meaning with care.

W e begin by elim inating a com m on source o f confusion. The identification 
o f ‘ technology ’ with the ‘forces o f  production ’ is erroneous and the m ain­
spring of that m isreading o f M arx  that turns him into a technological 
determ inist. Technology is the m aterial form  o f  the labour process through 
w hich the underlying forces and relations o f production are expressed. T o  
equate technology with productive forces would be like equating money, the 
m aterial form  of value, with value itself, or equating concrete with abstract 
labour. B u t in the sam e way that an analysis o f money can reveal much about 
the nature o f value, so  an analysis o f  actual technologies can ‘d isclose’ the 
nature o f the productive forces and the social relations embedded within the 
cap ita list m ode of production . This is the sense to be attributed to the 
qu otation  with which we began this chapter.

A nalysis o f  existing technologies can be a useful (and necessary) prelim i­
nary exercise. But M arx  conceives o f his m ethod rather differently 
(G run drisse, pp. 100—7). H e begins with the sim plest possible abstractions, 
draw n from  ‘the actual relations o f life’, and then builds up richer and ever 
m ore com plex conceptualizations so as to ‘approach, step by step’ the con­
crete form s which activities assum e ‘on the surface of society’ (C apital, vol. 3, 
p. 25). T h is is, he claim s, ‘the only m aterialistic and therefore the only 
scientific’ w ay to interpret the phenomena with which we find ourselves 
surroun ded  — com m odity production, money and exchange, concrete tech­
n ological form s, crises and so on (C apital, vol. 1, p. 372).

M a r x ’s m aterialist m ethod and h is concern for the ‘actual relations o f  life’ 
lead him to  concentrate attention upon the labour process as a fundam ental 
p o in t o f departure for enquiry. ‘H um an  action with a  view to the production 
o f use values, appropriation  o f natural substances to human requirem ents,’ 
he w rites, ‘is th e necessary condition for effecting exchange o f matter between 
m an  and N atu re ; it is the everlasting N ature-im posed condition o f human 
existence’ (C ap ita l, vol. 1, p. 184). And what can be more fundam ental than 
that? The relation with nature is treated dialectically, o f  course. The separa­
tion  betw een the ‘hum an ’ and the ‘n atural’ is viewed as a separation within a 
unity because the ‘interdependence o f the physical and mental life, o f man 
with N atu re  h as the m eaning that N atu re  is interdependent with itself, for 
m an  is p ar t of N atu re ’ (Econom ic and Philosophic M anuscripts, p. 127). The 
lan gu age is very H egelian , but M arx  does not depart from this position in his
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later w o rk s.3 The focus shifts, however, t o a  study o f  the separation within the 
unity :

L ab o u r is, in  the first place, a process in  which both m an and N ature 
participate . . .  . H e opposes him self to N ature as one o f her own forces, 
setting in m otion  arms and legs, head and hands, the natural forces of 
his body , in order to appropriate N atu re ’s production  in a form  adapted 
to his ow n w ants. (C ap ital, vol. 1, p. 177)

We here encounter the concept o f  ‘productive force’ in its sim plest and 
m ost easily  com prehensible form : it represents the pow er to transform  and 
app rop riate  nature through human labour. T h at pow er can be augmented by 
the use o f  various instrum ents o f  labour which, together with the land itself, 
form  the m eans o f production  and constitute the necessary basis for produc­
tive lab o u r (C apital, vol. 1, pp. 180—1). The specific form  the relation to 
nature takes is, however, a social product, ‘a gift, not o f N ature, but o f a 
history em bracing thousands o f centuries’ (C apital, vol. 2, p. 512). The actual 
technology o f the labour process is shaped by historical and social processes 
and necessarily  reflects the social relationships between human beings as they 
com bine and co-operate in the fundam ental tasks of production. The produc­
tive pow ers o f  labour cannot be gauged in abstraction from  these social 
relationships.

Furtherm ore, the work process is both instrum ental and purposive in 
relation  to hum an wants and needs — ‘w hat distinguishes the worst architect 
from  the best o f  bees is this, that the architect raises his structure in im agina­
tion before he erects it in reality ’ (C ap ital, vol. 2, p. 178). M ental conceptions 
o f the w orld  can becom e a ‘m aterial force’ in a double sense: they become 
‘ob jectified ’ in m aterial objects and m aterialized in actual production proces­
ses. Th e activity o f  production  therefore incorporates a certain knowledge o f  
the w orld  -  know ledge that is a lso  a so cial product. Each  m ode o f production 
evolves a  specific kind o f  science, a ‘know ledge system ’ appropriate to its 
distinctive physical and social needs. M arx  will m ake much o f how capitalism  
seeks to  unify ‘the natural sciences with the process o f production ’ and how  
the principle o f  ‘analysing the process o f  production into its constituent 
p h ases, and o f solving the problem s thus proposed by the application of 
m echanics, o f  chem istry, and o f the whole range o f the natural sciences,

3 Schm idt (1971) provides a comprehensive study o f  The Concept o f  Nature in 
M arx. H e errs, as Smith (1980) shows, by defining nature as the realm o f use values 
and forgetting that M arx ’s concern is with social use values or, in this instance, with 
the production o f use values in the form o f a ‘produced nature’ (the built environment, 
a physical landscape modified by human action). This produced nature assumes a 
com m odity form and is therefore to be conceived of in terms o f the relationship 
between use values, exchange values and values. Nature, under these circumstances, 
can no longer be seen as wholly external to human existence and human society. We 
will take up this m atter further in chapters 8 and 11.



102 T E C H N O L O G Y ,  L A B O U R  P R O C E S S  A N D  V A L U E

becom es the determ ining principle everywhere’ (C apital, vol. 2, pp. 387, 
4 6 1 ). H e even com m ents upon how  invention itself becom es a business and 
the production  o f  new scientific understandings becomes necessarily inte­
grated  into the dynam ics o f capitalism  (Grundrisse, pp. 704—5).4

The labou r process is initially conceived of, then, as a unity of productive 
forces, social relations and m ental conceptions o f the world. The im portance 
of the separation  within the unity, in the first instance, is that it fashions the 
qu estions we ask o f  any technology, any labour process, we might encounter.

C onsider, for exam ple, a person digging a ditch. We can describe the use of 
nerve and m uscle and perhaps m easure the physical expenditure of energy on 
the p art o f the digger. W e can likewise describe the qualities o f nature (the 
ease with which the earth can be dug) and the instruments o f labour (spade or 
earth-m over). And we can m easure the productivity o f labour in terms o f  feet 
o f ditch dug per hour o f work. But if we limit ourselves to this direct physical 
description , we miss much that is im portant. Indeed, M arx  would consider 
the m easure o f productivity a m eaningless abstraction. T o  interpret the 
activity properly  we m ust first discover its purpose, the conscious design o f 
w hich it is a p art and the m ental conception o f the w orld that is em bodied in 
the activity  and its result. We m ust a lso  know  the social relationships 
involved. Is the w ork  being done by a slave, a w age labourer, an artisan, a 
dedicated  socialist, a religious fanatic participating in a religious ceremony, 
or a  rich lord with a penchant for strenuous physical exercise? Identical 
physical actions could have an infinite variety o f social meanings. We cannot 
interpret the activities w ithout some understanding o f their social purpose. 
O nly in this w ay can  we come up w ith a m eaningful m easure o f  productivity. 
M a rx  will, in this vein, m ake much o f  the idea that productivity in relation to 
hum an  w ants and needs is very different from  productivity in relation to the 
creation  o f surplus value. And finally, only when we fully comprehend the 
so cial m eaning and social purpose will we be able to understand why certain 
technologies are chosen rather than others; why certain mental conceptions 
of the world take precedence over others. It is the relation between the 
productive forces, social relations o f production  and mental conceptions o f 
the w orld, all expressed  within a single unique labour process, that counts in 
the end.

From  this it follow s that revolutions in the productive forces cannot be 
accom plish ed w ithout a radical re-structuring o f social relationships and o f 
the know ledge system . Yet the im petus to such change lies, according to 
M a rx , in the very nature o f  the labour process itself -  ‘by acting on the 
external w orld  and changing it, [man] at the same time changes his own 
natu re’ (C ap ita l, vol. 1, p. 177). The reciprocal (dialectical) relation between

4 N oble (1977) explores in detail how engineering science, technological innovation 
and corporate capitalism related to each other in the United States after the Civil War. 
For all its defects, J. D. Bernal’s (1969) work still remains a classic.
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the sub ject and ob ject o f work therefore lies at the heart o f the process o f 
developm ent. T h is process, w hen generalized to social and historical con­
texts, leads to the idea that ‘in acquiring new productive forces, men change 
their m ode o f production ; and in changing their mode o f production . . .  they 
change all their social re lations’ as well as their mental conceptions o f the 
w orld  (Poverty o f  Philosophy, p. 109).

W e can  dissect this process m ore exactly by considering the separations 
within the unity o f the labour process. W hat happens, for exam ple, if the 
social co-operation  required to operate a certain kind o f production system is 
n ot forthcom ing, or if the social capacity and desire to transform  nature is not 
m atched by the m eans o f production  available? W hat happens when the 
result desired is not m atched by the scientific understanding o f  the production 
process needed to produce that result? The potentiality exists for all kinds of 
op po sition s and antagonism s between the productive forces, social relations 
and mental conceptions o f the w orld. It is however, one thing to speak o f 
poten tiality  and quite another to establish , as M a rx  seeks to do, the necessity 
of such contradictions within capitalism .

H is general argum ent proceeds as follow s. In order to produce and repro­
duce, hum an beings are compelled to enter into social relationships and to 
struggle to appropriate  nature in a m anner consistent with these social 
re lation sh ips and their know ledge o f the world. In the course o f  that struggle 
they necessarily  produce new relations with nature, new knowledges and new 
social re lations. Pow erful social checks m ay hold down societies in relatively 
stationary  states — states that M arx  refers to as ‘pre-history’ . But once the 
social checks are broken dow n (by whatever m eans), the equilibrium is upset 
and contradictory forces com e into play. The contradictions between the 
productive forces, social relations and mental conceptions o f  the world 
becom e the central source o f tension. The perpetual struggle to overcome the 
contrad iction s becom es the m otor force o f history.

This general interpretation o f the forces governing the trajectory o f human 
history  is p u t to w ork to  understand the dynam ics o f capitalism . The insati­
able quest on the p art o f  capitalists to appropriate surplus value impels 
perpetu al revolutions in the productive forces. But these revolutions create 
cond itions that are inconsistent with the further accum ulation o f capital and 
the reproduction  o f  class relations. This m eans that the capitalist system  is 
inherently unstable and crisis-prone. T h ough each crisis m ay be resolved 
through a radical re-structuring o f  productive forces and social relations, the 
underlying source of conflict is never eliminated. N ew  contradictions arise 
which generate ever m ore general form s o f crisis. The only ultim ate resolu­
tion to the contradictions lies in the elim ination o f  their source, in the creation 
of fundam entally  new social relationships — those o f socialism .

Put in these term s, this argum ent will, presum ably, convince no one. Its 
utility lies in the questions it serves to pose. It directs our attention, first o f all,
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to  the social re lation s th at spaw n  changes in the productive forces and in 
p articu lar im pels us to confront the class basis fo r  such changes. Secondly, we 
are challenged to show  that the pace, form  and direction o f revolutions in the 
capacity  to transform  nature can ever be consistent with stable, balanced 
grow th. A nd if it is not, do we not have here a fundam ental explanation  for 
the evident period ic crises of capitalism ? These are the grand questions we 
shall seek to answ er in the next few chapters. But first we need to tie down our 
conceptual ap p aratu s rather m ore carefully to the specific historical form  
taken  by the cap italist m ode of production.

I T H E  P R O D U C T I V I T Y  O F  L A B O U R  U N D E R  C A P IT A L IS M

Initially, we m ight be tem pted to treat the productivity o f  labour in purely 
physical term s and m easure it by the am ount o f raw  m aterial that a labourer 
can transform , using certain instrum ents o f production, into a given am ount 
o f finished o r semi-finished product within som e standardized time period. 
M a rx  is at w ar with such a conception.5 It fails to distinguish between 
concrete labour and abstract labour and presum es that capitalists are 
interested in the production  o f use values rather than value in general and 
surp lus value in particu lar. M arx  proposes a distinctively capitalistic defini­
tion o f lab o u r productivity:

T h at labou r is alone productive, who produces surplus value fo r the 
cap italist, and thus w orks for the self-expansion o f  capital. . . . Hence 
the notion  of a productive labourer implies not merely a relation 
betw een work and useful e f fe c t . . .  but also a specific, social relation o f 
p rodu ction , a relation that has sprung up historically and stam ps the 
labourer as the direct m eans o f creating surplus value. (C apital, vol. 1, 
p. 509)

M a rx  goes on to  add, cryptically, that ‘to  be a productive labourer is, 
therefore, not a piece o f  luck but a m isfortune’ . This value definition of 
p roductivity  provides M arx  with a pow erful tool to beat the vulgar 
econ om ists w ith. ‘ Only bourgeois narrow-m indedness, which regards the 
cap ita list form s o f production  . . .  as eternal . . . can confuse the problem of 
w h at is productive labour from  the standpoint o f  capital with the question of 
w h at labour is productive in general . . . and consequently fancy itself very 
wise in giving the answer that all labour which produces anything at a l l . . .  is 
by that very fact productive labour.’ (Theories o fSu rp lu sV alue , pt l ,p .  393) 

A rm ed with this conception o f  value rather than physical productivity, 
M a rx  can also debunk the commonly held notion that capital is itself some-

s Blaug (1968, p. 231), accuses M arx  of a ‘horrible confusion between physical 
productivity and value productivity’, but the confusion arises more out of Blaug’s 
misinterpretation o f M arx ’s relational manner o fproceed in gth an itdoesou tof M arx.
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how  productive. Increases in physical productivity, particularly those 
brough t ab ou t through the application o f machinery, appear to be an attri­
bute, a produ ct, even, o f capital. Capital ‘becomes a very mystic being since 
all of la b o u r ’s social productive forces appear to be due to capital, rather than 
lab o u r as such, and seem to issue from  the w om b o f capital itself’ (C apital, 
vol. 3 , p. 827). But w hat does this appearance truly denote? It simply 
represents, M arx  argues, the ability o f the capitalist to appropriate the 
productive pow ers o f social labour in such a w ay that the latter appear to be 
productive pow ers o f capital (Theories o f  Surplus Value, pt I, pp. 38 9 —91). 
A nd this can happen only because o f  the specific class relations that prevail 
within production , relations that give the labourer access to the means of 
p rodu ction  under conditions broadly dictated by capital.

M a r x ’s value definition o f productivity also raises difficulties. It has 
spaw n ed , for exam ple, a long and som ew hat tedious debate on the difference 
betw een ‘productive’ and ‘unproductive’ labour.6 Since only that labour that 
p rodu ces surplus value is deem ed ‘productive’ under M a rx ’s definition, a 
variety of physically productive activities (chiefly in services and circulation) 
end up being characterized as ‘unproductive’, no m atter how socially neces­
sary  they m ight be. The point o f  M a rx ’s argum ent w as to take what w as a 
m ere classification  of labourers as discussed by the political economists 
(A dam  Sm ith, in particular) and to convert it into terms that reflected 
cap ita list relations o f production. There is very little evidence that M arx  
w ished to go  any further than this. H e certainly was not proposing a new and 
m ore elaborate  classification o f  occupations into productive and unproduc­
tive group in gs — to do  so  would have been to put the debate precisely back 
u pon  the terrain defined by the physiocrats and A dam  Smith, the very terrain 
from  which M a rx  sought to dislodge it. All that M a r x  w as suggesting here 
w as, in effect, that any definition o f productive labour under capitalism  had 
to  be seen in relation to the actual process o f  production o f surplus value. As 
we broaden  our perspective on that process — from, for exam ple, within the 
lab o u r  process outw ards to em brace the total circulation process o f capital — 
so the definition of productive labour will broaden also. ‘In order to labour 
productively , it is no longer necessary fo r you to do m anual w ork  yourself; 
enough, if  you are an organ  o f the collective labourer, and perform  one o f its 
su bord in ate  functions’ (C apital, vol. 1, p. 509).

6 Those interested in following up the debate should consult Fine and Harris (1979, 
ch. 3), G ough (1972), Hunt (1979), O ’Connor (1975) and the various issues of the 
Bulletin o f  the Conference o f  Socialist Economists (1973—5). There is also a consider­
able literature in French on the matter: see Berthoud (1974), Freyssenet (1971; 1977) 
and N age ls (1974). The debate assumes added significance to the degree that some 
writers, such as Poulantzas (1975), trace differentials in subjective states o f conscious­
ness within certain fractions o f the working class to the different statuses of productive 
and unproductive worker.
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The idea that it is the productivity o f the collective, rather than the 
indiv idual, labourer that counts has im plications for our conception of 
productive force. The w ays in which labourers relate to and mutually 
reinforce each other in the perform ance o f  their various tasks clearly has a 
bearin g upon  their collective productivity. Efficiency is not a purely technical 
m atter but, as every industrial relations expert know s, at least in part a social 
question . The dilem m a for the capitalist is to  mobilize the positive pow ers o f 
co-operation  as a productive force o f cap ital through mechanisms that, in the 
la st instance, m ust be judged coercive. Strategies o f job enrichment, co­
operation  and w orker-m anagem ent integration seem specifically designed to 
m ask  the basic  relation o f dom ination and subordination that necessarily 
prevails within the labour process. This brings us to consider, however, the 
decisive role of class struggle within the labour process itself.

II T H E  L A B O U R  P R O C E S S

O ne o f the m o st com pelling aspects to the first volume o f C apital is the way in 
which M arx  sw itches so fluently from the deepest and simplest possible 
ab straction s (like value) to reflections on the history o f struggles over the 
w ork in g day and m echanization, on through to the political implication of 
the necessity for a revolutionary overthrow o f capitalism . While the w ork is 
executed with consum m ate artistry, its very achievements can in themselves 
be som ew hat m isleading. Put in the context o f his overall project, even as 
articu lated  in the other tw o volum es o f  C apital, we could well argue that the 
tie betw een h istory and theory in volum e 1 is prem aturely knotted and that 
the political im plications are far too hastily derived. M arx  w as not necessarily 
w rong in this. N either historical interpretation nor political action can wait 
upon  the perfection o f theory, while the latter itself can emerge only out of 
perpetual testing against h istorical experience and political practice. But the 
first volum e of C apital is such a seductive docum ent that many M arxists treat 
it as the final w ord  when it should be viewed as an extraordinary but 
prelim inary stab  at how  theory, historical interpretation and strategies for 
political action  m utually determine and relate to each other.

The controversial character o f M a rx ’s argum ent becom es immediately 
app aren t in the contem porary debate over the nature o f the labour process 
under cap italism . The debate is im portant because the labour process is 
fundam ental to the w orkings o f  any m ode o f production. If M a rx ’s manner o f 
representing it is w rong, then alm ost everything else m ust also  be called into 
question . The debate has taken on added urgency and direction since the 
publication  of B raverm an ’s L ab o r  and M onopoly C apital in 1974. With the 
exception  of G ram sci’s (1971) fascinating essay on ‘Ford ism ’, this w as the 
first m ajo r work in the M arx ist tradition to grapple with changes in the
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labou r process in the twentieth century. Subsequent w ork has called into 
question  both M a rx ’s original conception and Braverm an’s extension o f it.

M a rx  organizes his thoughts on the matter around the distinction between 
‘ fo rm al’ and ‘ real subjection o f labour to cap ital’ (Capital, vol. 1, p. 510). 
‘Form al su b jection ’ is sufficient for the production o f absolute surplus value 
and com es abou t as soon as labourers are compelled to sell their labour power 
in order to live. The labour process goes on as before, apart from  the 
introduction  o f  ‘an econom ic relationship o f  suprem acy and subordination ’, 
which ar ise s  because capitalists ‘n aturally ’ direct an d  supervise the activities 
o f the labourer, and because o f a tendency for the labour to become far more 
continuous and intensive ‘since every effort is m ade to ensure that no more (or 
even less) socially  necessary labour time is consum ed in m aking the product’ 
(.R esu lts o f  the Im m ediate Process o f  Production, p. 1025). Through competi­
tion in exchange, socially  necessary labour time begins to be felt as the 
regu lator o f the labour process even though labourers retain substantial 
control over their traditional skills and over the m ethods employed. The 
reduction of skilled to simple labour does not occur. And the only com pulsion 
involved arises out o f the necessity for the labourer to sell labour pow er in 
order to live.

The ‘real subjection o f  labour to cap ita l’ arises when capitalists begin to 
reorgan ize the labour process itself in order to acquire relative surplus value. 
W ith this, the entire m ode o f p roduction  ‘is altered and a specifically capitalist 
form  o f  production  comes into being’ together with ‘the corresponding 
relations o f p rodu ction ’ (Results, p. 1024). In other words, the class relations 
that prevail within capitalism  in general now penetrate within the labour 
p rocess through the reorgan ization  o f  the productive forces.

C ap ita lists m obilize the pow ers that arise ou t o f  co-operation and the 
detailed division o f labour, and profit from  the increased productivity o f 
labou r that results. W orkers increasingly becom e ‘special m odes o f existence 
o f cap ita l’ and are increasingly subjected to the ‘despotic’ control o f the 
cap ita lists and their representatives. An hierarchical and authoritarian 
structure o f social relations em erges within the w ork place. The m ethods of 
w ork may remain the same, but the specialization o f labourers on specific 
ta sk s m ay allow the latter to be so  sim plified that they can be perform ed by 
w orkers with little know ledge o r skills. ‘In order to m ake the collective 
labourer, and through him capital, rich in productive pow er, each labourer 
m ust be m ade poor in individual productive pow ers’ (C apital, vol. I, p. 361). 
A general distinction between skilled and unskilled labour emerges, but the 
technical b asis of production  also requires the preservation o f a hierarchy of 
lab o u r p ow ers and skills, together with w age differentials (the reduction of 
sk illed to sim ple labour is not com plete). In these instances also, the increas­
ing productive pow er o f labour arises out o f  a reorganization o f existing work 
p rocesses and does not necessarily entail any m ajor investment on the part of



108 T E C H N O L O G Y ,  L A B O U R  P R O C E S S  A N D  V A L U E

the cap ita lists — alth ough  new  prem ises and buildings m ay be needed, since 
co-operation  often m eans the aggregation o f various processes under the 
sam e ro o f (pp. 3 2 0 , 355).

C ap ita lism  overcom es the ‘narrow  technical basis’ o f  m anufacturing 
through the introduction o f machinery and the organization o f the factory 
system . The transition  to a truly capitalist mode o f production then becomes 
possib le. A lthough this does involve active investment on the part o f the 
cap ita lists, the advantage is that the machine can be used to increase the 
physical productivity  of labour at the sam e time as it permits the capitalists to 
control the intensity and rhythm of the work process through regulating the 
speed of the m achine. The w orker then becom es a mere ‘appendage’ — a slave 
— of the m achine. The separation  o f mental from  manual labour, the destruc­
tion of craft and artisan  skills and their replacement by mere machine- 
m inding skills, the em ploym ent o f  wom en and children — all follow  as a 
consequence. For M arx , the im poverishm ent of the labourer under 
cap italism  had as much if not more to do with the degradation forced upon 
the w orker in the labour process, than with low wages and high rates of 
exp lo itation . W ith the capitalist use o f machinery, ‘the instrument o f labour 
becom es the means o f enslaving, exploiting, and im poverishing the labourer; 
the so cial com bination  and organization o f  labour processes is turned into an 
organ ized  m ode o f crushing out the w orkm an ’s individual vitality, freedom, 
an d  independence’ (Results, p. 506).

The violence the cap italist class must necessarily visit upon the labourer in 
order to extract surplus value is nowhere more readily apparent than in the 
degraded relation to  nature that results in the labour process. This provokes 
its ow n response. W orkers resort to individual acts o f violence, sabotage — 
industrial p ath o logy  of all kinds — as well as collective form s of resistance to 
the use and abuse of machinery. The social struggles to which this violent 
resistance gives rise form  a central theme in the social and political histories o f 
those countries that have taken the capitalist road to industrialization. But 
M a rx  ap p ears to insist that, in the long run, individual or collective form s of 
w orker resistance within the w ork process m ust fall before the overwhelming 
forces that cap ital can m uster. The isolated form s o f  resistance only delay the 
inevitable. O nly a broadly based revolutionary movement can regain for 
lab o u r w h at will otherwise alm ost certainly be lost.

Yet this w hole process is not w ithout its com pensations and contradictions 
either. Th e routinization o f tasks requires sophisticated m anagerial, con­
ceptual and technical (engineering) skills. Th is entails a new kind o f hierarchi­
cal ordering (which M a rx  pays scant attention to, though it is implied by the 
necessary  persistence of co-operation and detailed division of labour within 
the factory  system ). W orkers also com e to be indifferent to the particular 
ta sk s they perform , ready to adapt to each and every new technology and able 
to  sw itch freely from  one line o f production  to another. These pow ers of
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adap tab ility  — which often entail literacy, numeracy, the ability to follow 
instructions and to routinize tasks quickly — counter the tendency tow ards the 
degrad ation  o f  labour in im portant ways. Skills o f this sort, though very 
different from  those o f the traditional craftsm an, imply the creation o f a new 
kind o f w orker: ‘the fully developed individual, fit for a variety o f labours, 
ready to face any change o f  production , and to whom  the different social 
functions he perform s are but so  m any m odes o f giving free scope to his own 
n atural and acquired p ow ers’ (C ap ita l, vol. I, p. 488). By ‘liberating’ workers 
from  their traditional skills, cap ital at the sam e time generates a new and 
pecu liar k ind o f freedom  for the w orker.

W e sh ou ld  note in this how  the w ord ‘sk ill’ undergoes a subtle transform a­
tion of m eaning. On the one hand, there is the traditional craft and artisan 
skill which confers a certain pow er upon whoever possesses it because it is, to 
som e degree, m onopolizable. Such skills are anathem a to capital. They can 
act as a b arrier to the accum ulation o f capital (wage rates are sensitive to their 
scarcity) and prevent the penetration o f capitalist social relations o f dom ina­
tion and subord ination  within production. These are the skills that have to be 
elim inated if  cap italism  is to survive. On the other hand, it is im portant for 
cap ital that new skills emerge: skills which allow  for flexibility and adaptabil­
ity and, above all, for substitutability  — that are non-m onopolizable. The 
‘de-skilling’ o f  which M arx  w rites o ften  entails a direct transform ation from 
m onopolizab le to non-m onopolizable skills. But the form er kind o f skill can 
never d isap p ear totally. The skills o f the engineers, the scientists, m anagers, 
designers and so  on  often  becom e m onopolizable. The only question is, then, 
w hether the m onopoly  powers that attach to such skills are totally absorbed 
as a pow er o f  capital, through the form ation o f a distinctive faction o f the 
bourgeoisie  (the m anagers and scientists), or whether they can be captured as 
p art of the collective pow ers o f labour.

Braverm an  (1974), in a w ork that is both  rich and compelling, updates 
M a r x ’s accoun t and seeks also to show  how the labour process has been 
m odified as capitalism  has m oved into its ‘m onopoly stage’ . It is difficult to 
deal with a very subtle argum ent in a few paragraph s. H ow ever, Braverm an 
attaches prim e im portance to scientific m anagem ent and the scientific—tech­
nical revolution as tw o aspects o f  capital that ‘grow  out o f m onopoly 
cap italism  and m ake it possib le .’ Both have deep im plications for the social 
re lation s within production and the form  the labour process takes. Scientific 
m an agem en t (Taylorism ) entails a system atic separation o f the mental labour 
o f  conception  from  the m anual labour o f execution and so fragm ents and 
sim plifies the latter that even a ‘trained gorilla ’ could do it. The m obilization 
o f science and technology gives capital the organized capacity to revolu­
tionize the productive forces a lm ost at will. It furthers the separation of 
m an ual from  mental labour and, when combined with scientific m anage­
ment, ensures that control over the labour process passes from  the hands of
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the w orker in to  those o f m anagem ent — ‘this transition presents itself in 
history as the progressive alienation o f  the process o f  production from  the 
w o rk er’ (Braverm an, 1974, pp. 5 7 —8). This ensured ‘that, as craft declined, 
the w orker w ould sink to the level o f general and undifferentiated labour 
pow er, ad ap tab le  to a wide range o f tasks, while as science grew, it would be 
concentrated in the hands of m anagem ent (Braverm an, 1974, pp. 120—1). 
Th e ‘de-skilling’ o f  the m ass o f  the w orkers proceeded apace, and as capital 
gained an ever m ore thoroughgoing and com plete control over the labour 
p rocess, labou r ‘com es ever closer to corresponding, in life, to the abstraction 
em ployed by M arx  in an analysis o f the capitalist mode of production ’ -  the 
reduction  of skilled to sim ple abstract labour is complete (Braverman, 1974, 
p. 182). The problem  posed above (pp. 5 7 —61) is resolved.

The only substantive problem  that rem ains, for capital, is to habituate and 
reconcile w orkers — living hum an beings with real asp irations and concerns — 
to  the degrad ation  o f work and the destruction o f traditional skills. The 
app aren t sh ift in m anagerial strategy from  control o f w ork to control o f the 
w orker through industrial relations program m es designed to increase job 
satisfaction , dim inish feelings o f alienation, etc., is interpreted by Braverm an 
as an extension  and deepening o f the tactics o f  Taylorism  to penetrate within 
the very psychological m akeup o f  the w orkers themselves. But this, too, has 
to  be put in its context. For w hat is m ost striking about Braverm an’s con­
tribution  is the way in which he relates the very specific manner in which 
industrial w ork  processes are transform ed under m onopoly capitalism  to the 
tran sform ation  o f all aspects o f life in the twentieth century (Braverman, 
1 9 74 , p. 271 ).

H e show s, for exam ple, how realm s other than production are affected by 
the sam e trends. M uch of the labour o f conception and control becomes 
routinized so  that the very opportunities for new form s o f skill capitalism  
creates are by and large denied. The labour engaged in the circulation o f 
com m odities, m oney, inform ation , and the like — activities that have becom e 
increasingly  im portant as m onopoly cap italism  has become m ore com plex -  
h as a lso  been degraded and de-skilled, as has much o f the work o f adm inistra­
tion. But Braverm an does not stop at office work. He pursues his argument 
into the com m unity and into the heart o f fam ily life, where he shows the deep 
im plications for the sexual division o f labour, fam ily organization, and so on. 
H e deals, as B uraw oy puts it, with

the penetration  o f  the entire social structure by the commodification o f 
social life and with it the degradation  o f  w ork as manifested through the 
separation  of conception and execution. Like a cancerous growth the 
sp irit o f com m odification  and degradation  appears with a momentum 
of its ow n. . . .  It cannot rest until it has subordinated the entire fabric o f 
social life to itself. A  concern w ith specific causes, bringing it about here
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rather than  there, now  rather than later, are irrelevant to the broad
sw eep o f  history. (Buraw oy, 1978 , pp. 2 9 5 - 6 )

B rav erm an ’s w ork, while draw ing universal praise as a m ajor contribution, 
has a lso  p rovoked  a storm  o f criticism and commentary. Since Braverman 
explicitly  ro o ts his argum ents in M a rx ’s, a general debate has arisen as to the 
adequ acy  with which either or both have handled the labour process under 
cap italism . The discussion  has been highly nuanced and often idiosyncratic. 
Som e seek  more rigorous and m ore accurate representations within the broad 
fram ew ork  that M arx  and Braverm an define; others object not to M arx  but 
to  B raverm an ’s extension o f M a rx  into the conditions o f twentieth-century 
cap ita lism ; while others have voiced strong criticisms o f both. I cannot 
p ossib ly  do  justice to this debate here. In what follow s I will present a collage 
o f criticism s as these have been directed at both M arx  and Braverm an.7

T h e latter have been indicted by their critics for a variety o f offences. For 
all their com passion  and concern, both Braverm an and M arx  treat the 
w orkers within the labour process as objects, dom inated by and subordinate 
to the will o f  capital. They ignore the w orkers as living human beings, 
endow ed w ith a consciousness and will, capable o f articulating ideological, 
political and econom ic preferences on the shop floor, able (when it suits them) 
to  a d ap t and com prom ise, but also prepared, when necessary, to w age 
perpetu al w ar against capital in order to protect their rights within produc­
tion. C la ss struggle within the labour process is thereby reduced to a transient 
a ffa ir  o f relatively minor im portance, and ‘w orker resistance as a force 
causing accom m odatin g changes in the capitalist mode of production ’ is 
totally  neglected.8 M arx  and Braverm an erroneously depict technological 
and organ ization al change as an inevitable response to the operation o f the 
law o f  value, to the rules that govern the circulation and accum ulation of 
cap ita l, w hen struggles waged by w orkers on the shop floor have affected the 
course of cap italist h istory .9 T h at history, when properly reconstructed by 
techniques faithful to  historical m aterialism , tells a quite different story from 
th at set out by either M arx  or Braverm an. The latter imposed theoretical 
constructs upon historical realities and so distorted history. W orse still, their

7 In constructing a collage o f  criticism in this way, I am all too aware that I am not 
doing justice to the point o f view o f any one individual, while I am not being entirely 
fair to Braverm an and M arx  either. The numerous contributions to the debate have 
been sum marized and reviewed by Eiger (1979), who also provides an extensive 
bibliography. The collage also draws heavily upon Burawoy (1978; 1979), Edwards
(1979), Friedm an (1977a; 1977b), and Palmer (1975). The special issues o f Politics 
an d  Society (vol. 8, nos 3 - 4 ,1 9 7 8 )  and Monthly Review (vol. 28, no. 3 ,1976), and the 
sym posium  published in the Cam bridge Journal o f  Economics (vol. 3, no. 3, 1979), 
which contains an important opening statement by Elbaum eta l. and detailed articles 
by Lazonic, Zeitlin and others, have also been used extensively.

8 Friedm an (1977a; 1977b) is particularly strong on this point.
9 Edw ards (1979) adopts this as his basic theme in his book, Contested Terrain.
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theories reflected capitalist ideology rather than  capitalist practice'. M arx, 
say s Lazon ick  (1979 , pp. 2 5 8 —9), gives a ‘m isleading portrayal o f the effects 
of the self-acting m ule . . . because he derived his conclusion o f the om ni­
potence o f  technology in the subjection o f  labour to capital from  an uncritical 
acceptance of cap italist ideology’ (particularly that espoused by Ure and 
B abbage). Palm er, E dw ards and Buraw oy likewise see Braverm an as a  victim 
o f  the ideology of Taylorism  because the real history shows, they claim, that 
the w ork in g class defeated Taylorism  on the shop floor and forced capitalists 
to  seek ou t new and more acceptable (to labour) means o f control.10 
C ap ita lists h ad  to  com prom ise, in p art because o f the sheer tenacity o f 
w orking-class struggle on the shop floor, bu t also  because the new processes 
of production , far from  reducing the pow er of labour to fight back against 
cap ita l, have, by their very intricacy and interdependency, increased the 
capacity for sabotage and disruption. C apitalists have therefore had to ‘m anu­
facture consen t’ and to elicit the willing co-operation o f w orkers.11 The net 
resu lt has been to transform  the ‘contested terrain ’ within the work place into 
a ‘ terrain of com prom ise ’ .12 Co-operation between capital and labour, over 
the form  taken by the labour process (job enrichment schemes, ‘responsible 
au ton om y ’, etc.), over the definition o f job and w age structure (hierarchically 
ordered so as to offer the w orker job mobility within the enterprise and even a 
career), becom es the order of the day and gradually replaces confrontation 
and conflict on the shop floor.

Such criticism s are potentially devastating. N o t only do they challenge the 
b asic  lines of historical and theoretical interpretation which M arx  laid down, 
but they also  challenge the very basis o f M a rx ’s revolutionary po litics.11 The 
criticism s have been seriously advanced and in some cases carefully

10 Palmer (1975), Edw ards (1979) and Buraw oy (1978) all m ake this point.
11 Bura w oy’s careful study o f M anufacturing Consent (1979) is an excellent attempt 

to docum ent this idea.
12 The phrases are from Edwards (1979) and Elbaum etal. (1979).
13 Edw ards (1979) argues, for example, that the perpetuation and augmentation of 

hierarchical ordering o f  job and wage structures under the ‘bureaucratic’ control o f the 
large corporation (a system that he sharply distinguishes from  the ‘technical’ control 
through Taylorism ) has fragmented rather than homogenized the working class. 
Individuals and groups of workers pursue their own interests through some mixture of 
confrontation and compromise, and the more privileged o f them (who often turn out 
to be those with traditional craft skills) can win much o f what they want (wages and 
pensions, job security, on-the-job responsibility, etc.). And under conditions of 
oligopoly, capital has the leeway to make such concessions. The working class in the 
United States has never been, nor will it likely become, truly revolutionary, and M arx ’s 
clarion call for a revolutionary transformation o f the mode of production is bound to 
fall upon deaf ears. The only political strategy for the left is to protect the ‘terrain of 
com prom ise’ so laboriously built up through years of class struggle (particularly in the 
political arena) and to seek, by social democratic methods, to extend that terrain 
wherever possible, in the name of socialism. Pungent criticisms of this approach can be 
found in two reviews o f Edw ard’s work in Monthly Review (December 1979).
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docum ented. They cannot, therefore, be cavalierly dismissed. The virtue o f 
constructing defences against them  is th at it sharpens and in som e respects 
corrects our interpretation o f  w hat it w as that M arx  w as driving at.

The charge that M arx  treats the w orker as an ‘object’ is in one sense true. It 
w as precisely M a rx ’s point that the w orld cannot be understood solely 
through direct subjective experience o f it, and that the w orking class’s ow n 
vision o f  its potentialities and pow ers w as seriously em asculated w ithout the 
achievem ent o f  a truly m aterialist science. T o  m ake such an argument does 
not deny the validity o f the w orkers’ subjective experiences, nor does it say 
that the sheer inventiveness and variety o f w orkers’ responses are unworthy 
o f com m ent or study. It is vital to understand how w orkers cope, the ‘gam es’ 
they invent to m ake the labour process bearable, the particu lar form s of 
cam araderie  and com petition through which they relate to each other, the 
tactics of co-operation , confrontation  and subtle avoidance with which they 
deal w ith those in authority, and above all, perhaps, the aspirations and sense 
o f  m orality  w ith which they invest their daily lives. It is important, too, to 
understand how  w orkers build a distinctive culture, create institutions and 
capture others fo r their own, and build organizations fo r self-defence.

But w h at M arx  seeks is an understanding o f what it is that w orkers are 
being forced to cope with and to defend again st; to come to term s with the 
m an ifest forces that im pinge upon them at every turn. W hy is it that w orkers 
have to  cope with new technologies, speed-ups, lay-offs, ‘deskilling’, 
auth oritarian ism  in the w ork place, inflation in the m arket place? T o  under­
stand all this requires that we construct a m aterialist theory o f  the capitalist 
m ode o f production , o f the circulation and accum ulation o f capital through 
com m odity  production . And the theory show s that, from  the standpoint o f 
cap ital, w orkers are  indeed objects, a mere ‘factor’ o f production — the 
variab le form  o f capital — for the creation o f surplus value. The theory holds 
up to  the w orkers, as in a m irror, the objective conditions o f their own 
alienation , and exposes the forces that dom inate their social existence and 
their history. The construction o f  this theory, by techniques that went beyond 
the sim ple replication o f subjective experience, w as, surely, M arx ’s m ost 
signal achievem ent.

But the undoubted revelatory pow er o f M arx ian  theory does not by itself 
guarantee its absorption  by the proletariat as a guide to action. Political and 
class consciousness is not forged, after all, by appeal to theory. It has its roots 
deep in the very fabric o f daily life and in the experience o f working in 
particu lar. Yet the theory shows that capitalism  is characterized by fetishisms 
that obscure, for both capitalist and worker alike, the origin o f  surplus value 
in explo itation . The im m ediate subjective experience o f  the labour process 
does not necessarily lead, therefore, to the sam e conclusions that M arx 
expressed , fo r the very reasons that M arx  him self divined. The subjective 
experience is none the less real for all that. So a gap may exist between what
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daily  experience teaches and w h at theory preaches -  a gap  th at the ideologists 
of cap italism  are by no means loath  to play upon and exacerbate. M arx , for 
his p art, w as m ore than a little inclined to deny the authenticity o f experience 
(the unfortunate category, ‘false consciousness’, springs immediately to 
m ind), in pushing so  strongly for the revelatory pow er o f  theory. Further­
m ore, his deep and uncom prom ising hostility to those socialists who spun 
u top ian  w ebs out o f subjectivism  and fancy made it all the m ore difficult for 
him  to create a space in his own thought in which the subjective lived 
experience of the w orking class could p lay  out its proper role. He could not, 
a s a consequence, solve the problem  o f  political consciousness, and it is 
interesting to  note that Braverm an likewise thought it wise to avoid that 
q u estio n .14

Yet the question  is fundam ental and will not go away. It has dogged some 
o f the best M arx ist thinkers — for exam ple, Lukacs, G ram sci and those o f  the 
F ran k furt school, such as From m , M arcuse, H orkheim er and H aberm as -  
w h o sough t an explanation  of the non-revolutionary character o f the w ork­
ing classes in the advanced capitalist countries through an integration o f 
M a r x  and Freud. But it is fa ir  to say that the duality o f w orker as ‘object for 
cap ita l’ and as ‘living creative subject’ has never been adequately resolved in 
M a rx is t  theory. Indeed, it has been the cause o f an immense and continuing 
friction within the M arx ist tradition. Those, like E. P. Thom pson in his epic 
M ak in g  o f  the English W orking C lass, who dwell prim arily on the labourer as 
creative subject, frequently find themselves castigated and ostracized as 
‘ m o ra lists ’ and ‘U topians’ by their m ore theoretically m inded colleagues 
w h ose prim e concern appears to be the preservation o f the integrity and 
rigou r o f M a rx ist  m aterialist science. Thom pson condemns the latter for an 
‘ arb itrary  separation  o f a “ m ode o f  production”  from  everything that actu­
ally goes on in h istory ’ — a self-validating ‘theoretical practice’ which ‘ends up 
by telling us nothing and apologising for everything’. M ore specifically, he 
p o u rs scorn  on ‘authorities on “ the labour process”  who have never found 
relevant to their exalted  theory Christopher H ill’s w ork on “ the uses of 
Sabbatarian ism ” , nor mine on “ time and work discipline” , nor Eric H obs- 
b aw m ’s on “ the tram p in g  artisan ” , nor that o f  a generation o f (American, 
French, British) “ labour h istorians”  (a group often dism issed with scorn) on 
tim e-and-m otion  study, Taylorism , and F ord ism .’ N o t surprisingly, the crit­
ics o f M arx  and Braverm an have draw n much strength from  Thom pson ’s 
w o rk .15

14 Braverm an (1974, p. 27); Burawoy (1978) focuses most directly on this point in 
fashioning his critique of Braverman.

15 Thom pson (1978, pp. 3 4 7 —54). The debate between Thom pson and Anderson
(1980) revolves around this duality, and read in the right spirit holds out some hope of 
reconciling the different viewpoints within new and much more powerful 
form ulations.
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So w h at happens to our theory when we allow back the worker as ‘creative 
su b ject’ ? T h om p son  is quite explicit. ‘Contrary to the view o f  some theoreti­
cal p ractition ers,’ he writes, ‘no w orker known to historians ever had surplus- 
value taken ou t o f his hide w ithout finding som e way o f fighting back (there 
are plenty o f  w ays o f going slow ); and, paradoxically , by his fighting back the 
tendencies were diverted and the “ form s of developm ent”  were themselves 
developed in unexpected w ays’ (1978 , pp. 3 4 5 —6). Here we come to the root 
o f  the problem : the role o f  class struggle and w orker resistance in m odifying 
and guid ing the evolution o f the labour process itself. Can workers, as 
creative subjects who resist the depredations o f  capital, become thereby at 
least p artia l authors o f  their own history? C an they alter the form s of 
technological change, the system s o f m anagerial control and authority, the 
organ ization , intensity and speed o f w ork, the patterns o f investment and 
re-investm ent and, hence, the direction, pace and content o f the accum ulation 
o f cap ital itself? Immediate experience w ould suggest a positive response to 
such questions. The theory appears to indicate otherwise. C an  we reconcile 
the tw o?

W hat M arx ian  theory teaches is that capitalism  operates under the 
perpetual and relentless im perative to revolutionize the productive forces 
(understood  in term s o f the value productivity o f  labour power). This is, we 
have argued , an abstract proposition  rendered concrete by reference to the 
specifics o f technological ch ange.16 Both M arx  and Braverm an may here be 
ju dged  guilty  o f  a too facile transition from the abstraction to the very 
concrete strategies of deskilling. A closer inspection o f w hat happens on the 
sh op  floor indicates that the intersection o f  worker resistance and m anagerial 
counter-pressure is a very intricate a ffair, which does not have entirely 
pred ictab le results; the subtle m ixes o f coercion, co-optation and integration 
that m ake up the strategy o f  managem ent are met with equally subtle 
responses o f  resistance and co-operation on the part o f workers. A nd we also 
becom e aw are, as Friedm an points out, o f  the lim itations o f both repression 
and w orker autonom y within the production process. When taken to their 
lim its, neither strategy appears entirely viable, and social relations within the 
enterprise will therefore alm ost inevitably entail a fluctuating balance be­
tw een the tw o .17

B u t w h at does all this signify? First, it  m ost definitely says that w e cannot 
understan d the political consciousness o f w orkers w ithout careful considera­
tion of how these processes operate. But this, in itself, says nothing in

16 V arious attem pts exist to tighten up M arx ’s interpretation, and some of them are 
extremely useful; see, for example, Brighton Labour Process G roup (1977) andPalloix 
(1976). E iger’s (1979) review is also well worth consulting, both for the information it 
contains and for the position it espouses.

17 Friedm an (1977a; 1977b) and Burawoy (1978; 1979) both explore this process 
with some care.
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p articu lar abou t the pace, direction, and content o f the accum ulation of 
cap ital. The concrete form s of technology, organization and authority can 
vary  greatly  from one place to another, from  one firm to another, as long as 
such variations do not challenge the accum ulation process. There are, evi­
dently, m ore ways to make a profit than there are to skin a cat. And if the 
value productivity  o f labour can be better secured by some reasonable level o f 
w orker autonom y, then so be it. C apital is, presum ably, indifferent to how 
the value productivity  o f labour is preserved and enhanced. And it is this 
indifference that is captured in the abstract concept o f productive forces.

W hat M a rx , for his part, prim arily focuses upon is the extraordinary 
p ow er o f cap ital to  adapt to the varying circum stances in which it finds itself— 
circum stances that include trem endous diversity ‘in nature’ as well as in 
‘hum an  n atu re ’. For exam ple, the threat o f  capital mobility, plant closures, 
‘ ru n aw ay  sh o p s’ and consequent job loss is a pow erful force with which to 
discipline labour. Such adaptations on the part o f  capital are not without 
their co sts or internal contradictions, but in the long run what M arx  predicts 
is that w orker resistance must give w ay before these tremendous pow ers of 
ad ap tation . And the guiding force behind all this is the tendency to equalize 
the profit rate through competition. The noble rearguard action fought here, 
the specific resistance offered there, m ay be im portant for understanding the 
uneven developm ent o f world capitalism (why, for exam ple, British industry 
lagged  behind that of other nations), but they fade into insignificance, become 
irrelevant, when judged against the broad sweep o f  the history o f capitalist 
accum ulation .

It is precisely in relation to the adaptive pow ers o f capital in general and to 
the p rocesses of com petition in particular that M a rx ’s critics get into the most 
frigh tfu l tangles. O n the one hand, Friedm an and Elbaum  et al. seem to w ant 
to  deny the efficacy o f com petition as the guiding imperative to perpetual 
revolutions in the productive forces in order to replace it by class struggle 
within p ro d u ctio n .18 It is rather as if, having got inside the labour process in a 
m o st instructive way, they then forget there is a whole world out there of 
com petitive pricing, disinvestm ent and reinvestment, mobility o f money 
cap ita l, etc. W hat M arx  depicts as the m utual disciplining effect o f the law of 
value in exchan ge and w ithin production is totally ignored. Buraw oy, fo r  his 
p art, while m aking much o f  the ideological, political and economic signi­
ficance o f shop floor struggles, is forced to com e back to competition in order 
to explain  why such struggles have not themselves become the source of 
change in the labou r process. And in so doing he com es up with a conclusion,

18 Elbaum  et al. (1979, pp. 228—9) argue that competition divides capitalists and 
thereby checks the ability o f capitalists to use new technologies to undermine the 
pow er of their workers. We take up the manner in which competition and class 
struggle intersect in relation to technological change in section III below.
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frequently im plied in other w orks o f this sort, that ‘class struggle w as not the 
gravedigger of capitalism  but its sav iou r’ (1979, pp. 178—9, 195).

Interestingly enough, this provides u s with the clue for putting struggles on 
the shop floor into proper perspective. L ike econom istic struggles over the 
w age rate (see above, chapter 2), they are a p art o f the perpetual guerilla 
w arfare between capital and labour. W orkers place limits on the leverage o f 
cap ital w ith respect to technological change, but m anagerial counter­
pressure likew ise prevents any real movement tow ards genuine worker 
auton om y o r self-m anagem ent. W ithin the ebb and flow o f w orker militancy 
and m an agerial counter-pressure, we can spot a trend tow ards ‘the introduc­
tion o f long-term  uni-directional change in the labour process’ . The cyclical 
dynam ics o f shop floor struggles are equilibrators for long-term changes 
within the overall trajectory o f capitalist development (Burawoy, 1979, p. 
178). F ro m  this standpoint, such struggles m ust indeed by viewed a s  fric­
tional an d  transient, which is not to say that they are politically or ideologi­
cally unim portant. They can provide the basis for broader and grander 
political struggles, although the necessary fetishism s that surround them 
prevent any autom atic translation o f the experience o f them into more 
general states o f  political consciousness.19

Struggles o f this so rt p lay  a very im portant role for capital. They are, on the 
one hand, a perpetual threat to the system. But, on the other, they help 
stabilize a ffa irs for one basic and very fundam ental reason. Perpetually 
accelerating technological change can be extraordinarily destructive for capi­
tal — it is, as we shall see, a m ajor source o f instability (imagine a society in 
which technologies were changed every night!). W orker resistance can re­
strain  the pace o f technological change, and to the degree th atth isp u ts a floor 
under com petition  it can help stabilize the course o f  capitalist development. 
There is here a ‘terrain o f  com prom ise’ upon which capital m ay be reluctantly 
w illing to operate. In m uch the sam e way that capitalists came to see the 
benefits to  be had from  regulating the w orking day once the social costs o f not 
so doing had becom e readily apparent, so  they m ay come to recognize the 
benefit of institutionalized forms of negotiation with labour over the pace and 
direction o f technological change. The problem  for capital is to avoid un­
n ecessary  disruptions within the w ork process and to achieve that pace and 
configuration  o f technological change consistent with sustained accum ula­
tion. C ap ita l is not necessarily successful in this, and, as we shall see, there are 
forces at w ork that militate against any successful resolution to this problem . 
But cap italists are surely aware o f the immense dangers that lurk in un­
restricted technological change, and alm ost certainly come to regard negotia­
tion with labour on the shop floor as part o f a package o f controls — others 
include m onopolization  and state regulation — that contain technological

19 We are here simply echoing M arx  and Lenin on the difference between 
econom istic ‘trade union’ consciousness and ‘revolutionary socialist’ consciousness.
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change within certain bounds acceptable to them. From  this standpoint, the 
m odest restraints p laced upon them through w orker militancy may be re­
gard ed  as helpful. The problem , of course, is that w orkers’ dem ands are not 
a lw ays know n for their m odesty, and at that point capital m ust react with all 
the force and pow er it can m uster.20

T h is leaves us with one residual problem  of some importance. Both M arx  
and Braverm an  indicate that the reduction from  skilled to simple abstract 
lab o u r com es abou t through the technical division o f labour, mechanization, 
au tom ation  and scientific m anagem ent. Furtherm ore, ‘for M arx, the 
tendency of the evolution of the labour process was to create a hom ogeneous 
industrial p ro letariat which w ould discover its unity in its com m on subjec­
tion to cap ital through the destruction o f “ traditional”  and “ pre-industrial”  
sk ills .’ E lbaum  et al. claim  that such views are too simple.

W hatever the technical structure o f production, capitalists may require 
hierarchical divisions o f labour as m odes o f managem ent. And in the 
determ ination  o f the structure o f  these hierarchies, form al and informal 
struggles by strategic groups o f  w orkers often play a crucial role. . . . 
not only did the . . . developm ent o f industrial capitalism  fail to 
elim inate all such ‘trad itional’ groups as craftsmen and even out­
w orkers, but also the relations between different groups o f workers 
(especially craftsm en and the less skilled) have played a crucial role in 
determ ining the structure o f the division o f  labour which emerges from 
technical change. (Elbaum  et al., 1979, pp. 22 8 —9)

A variety o f issues are  involved here — questions o f historical veracity in 
d ifferent accounts of the evolution o f the labour process, questions o f politi­
cal strategy and ideology, o f class consciousness, etc. But the m ost im portant 
issue at this poin t in our investigation o f the capitalist m ode o f production 
concerns the reduction from  skilled to simple labour. If the historical evolu­
tion o f the labour process has not moved tow ards such a reduction, then what 
credence can we place upon a theory o f value that presupposes that such a 
reduction has occurred? Certainly, the accounts labour historians now pro­
vide indicate that, if the reduction has occurred at all, it is by a process that 
has taken a m ost tortuous and convoluted p ath .21 We find ourselves forced to 
reflect, once m ore, upon the relation between the theory o f the capitalist 
mode o f  p roduction  as a whole and the historical evolution o f capitalist social 
form ation s.

20 The widespread existence of co-operation between management and labour that 
Buraw oy (1979) finds ought, I believe, to be interpreted in the light o f this. When two 
parties co-operate and one holds considerably more power (in the final analysis) than 
the other, then the voluntary nature of the co-operation might reasonably be called 
into question. I feel somewhat similarly sceptical when I read that suspects are 
‘co-operating’ with the authorities in the investigation o f some crime.

21 The w orks o f M ontgom ery (1979), Stone (1974) and Zeitlin (1979) provide some 
excellent exam ples.
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W e can  begin by sim plifying the problem . First, the separation o f m anage­
rial and technically based hierarchies is in principle irrelevant because both 
have a role in m obilizing the productive pow ers o f labour for the creation of 
su rp lus value. Secondly, M arx  m ost certainly did not argue that the reduction 
o f skilled to  sim ple abstract labour entailed the homogenization o f the work 
force to  the poin t where no skills were left. The reduction m eant the elimina­
tion o f m onopolizab le skills and the creation o f  a flexible skill pattern which 
allowed o f relatively easy substitutions. The skills then remaining could reason­
ably be accounted for as so m any multiples o f  simple abstract labour. Finally, 
we m u st recall M a rx ’s insistence that the reduction itself has nothing to do 
directly with the pattern  o f w age differentials based on costs o f  production or 
‘on d istinctions that have long ago  ceased to be real, and that survive only by 
virtue o f a traditional convention ’ (C apital, vol. 1, p. 197). The w age system, 
by obscu rin g the origin o f surplus value, characteristically contains all kinds 
o f  d isto rtion s and oddities — piece w ork, for exam ple, could have substantial 
differential effects on the rew ards o f labourers and so  give ‘wider scope’ to 
‘individuality, and with it the sense o f liberty, independence and self-control 
of the lab ou rers’ as well as to ‘their com petition one with another’ (C apital, 
vol. 1, p . 555 ). M arx  was undoubtedly not finely attuned to the details o f 
w age determ ination  or its hierarchical ordering. B ut this w as simply because 
he did not attribute great im portance to this ‘surface appearance’ o f things. 
The essential m easure o f the reduction o f skilled to simple labour lies in the 
degree to  which capitalism  has created skills that are easily reproducible and 
easily substitutable. All o f the evidence suggests that this has been the direc­
tion in which capitalism  has been moving, with substantial islands o f resist­
ance here and innum erable pockets o f  resistance there. T o  the extent 
th at the reduction o f  skilled to sim ple labour is still in the course o f being 
accom plish ed , we have to conclude that capitalism  is in the course o f becom ­
ing m ore true to the law o f  value im plied in its dom inant m ode o f p ro­
du ction .22 From  this standpoint, at least, there seem s to be little ground for 
d ispu tin g M a r x ’s or Braverm an ’s basic line of argument.

I l l  T H E  S O U R C E S  OF T E C H N O L O G I C A L  C H A N G E  
U N D E R  C A P I T A L I S M

T h at cap ita list society has exhibited an extraordinary degree o f technological 
and organ ization al dynam ism  throughout its history is self-evident. The 
difficulty is to explain  this dynam ism  in a way that locates its origins within

22 We ought to remark that perfection o f competition is similarly vital to the 
achievement of pure value relations in the sphere of exchange, but nowhere has such 
perfection ever existed, even though, as we shall see in chapter 5, the historical 
tendency within capitalism  has been towards a perfection of competition.
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society  rath er than  treating it as som e external force with its ow n autono­
m ous dyn am ic.23 It is in this regard that we find M arx  at his most powerful as 
both  analyst and critic. H e will broadly ascribe the technological and organi­
zation al dynam ism  o f  capitalism  to a desperate struggle, w aged by capital, to 
stab ilize the inherently unstable conditions o f  class reproduction. He will 
m easure the lim its to this process and explore its contradictions. He will 
fash ion  a theory o f crisis form ation. A nd he will in part base his plea for the 
transition  to socialism  upon the need to cure the gross irrationalities that arise 
out o f the burgeoning contradiction between grow th in the productive forces 
and the social relations upon which the capitalist mode o f production is 
b ased .

When we turn to consider the m atrix of social relations that impel tech­
n ological change, we find ourselves confronted with some confusing cross­
currents which run into each other in interesting ways. Com petition am ong 
cap ita lists and, to a lesser degree, within the w orking class plays an im portant 
role, but we cannot judge the response to that competition in isolation from 
the central cleavage between capital and labour which is the hallm ark of 
cap ita list social relations. C onsider, for exam ple, the possible responses of 
cap ita lists to heightened com petition. They can (1) lower the wage rate, (2) 
in crease  the intensity o f use o f  an existing production  system, (3) invest in a 
new production  system , (4) economize on constant capital inputs (run old 
m achinery longer, use energy and raw  m aterial inputs more efficiently, seek 
cheaper raw  m aterials in the m arket, etc.), (5) seek out more efficient ‘factor 
co m b in atio n s’ and substitutions, (6) change the social organization o f pro­
duction  (job structures, chains o f command) in the search for more efficient 
m anagem ent, (7) appeal to the workers to co-operate and w ork harder in 
order to save their jobs, (8) com e up with new strategies for marketing 
(product d ifferentiation , advertising, etc.), (9) change location (see chapter 
12). T h rou gh  one, or any com bination, o f these responses, individual 
cap ita lists can hope to preserve or im prove their competitive position. The 
strategy that is chosen will depend upon circum stances and possibilities as 
w ell as upon m anagerial predilections. The course o f technological change 
under such conditions appears hard to predict.

B u t M a r x ’s central poin t is that com petition impels capitalism  tow ards 
perpetual revolutions in the productive forces by whatever m eans o f w hat­
ever sort. C ap ita lists com pete with each other in the realm of exchange. Each 
h as the possib ility  to alter his own production process so that it becomes more 
efficient than the social average. This is a  source o f  relative surplus value to 
them . Once the com petitors have caught up, the original innovators have 
every incentive to leap ahead once m ore in order to sustain the relative surplus 
value they were previously capturing. There is plenty o f opportunity here, of

23 M agaline (1975) has an excellent review o f both M arxian and non-Marxian 
perspectives on these questions. For a good example o f the latter see Heertje (1977).
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course, for the enterprising, im aginative and individualistic entrepreneur — 
that inspiring and noble individual so im portant to the folklore o f capitalism  
and so frequently depicted as the sole fount o f  its technological dynam ism .24

The social consequence o f com petition is, of course, to force continuous 
leap-frogging in the adoption o f  new technologies and new organizational 
form s independent o f the will o f any particular entrepreneur — provided, o f 
course, m arkets remain competitive. The only question posed is: what are the 
lim its to such a process?

B ut cap italists are also highly interdependent upon one another, and the 
degree of interdependency increases with proliferation in the division of 
lab ou r. Spillover and m ultiplier effects becom e significant:

A rad ical change in the m ode o f production in one sphere o f industry 
involves a sim ilar change in other spheres. This happens at first in such 
branches o f industry as are connected together by being separate phases 
o f  a process, and yet are isolated by the social division o f labour, in such 
a way, that each o f them produces an independent com m odity. Thus 
sp inn ing by m achinery made weaving by machinery a necessity, and 
both  together m ade the m echanical and chemical revolution that took 
place in bleaching, printing and dyeing, imperative. . . . But more 
especially, the revolution in the m odes o f production  o f industry and 
agricu lture m ade necessary a revolution in the general conditions o f the 
so cial process of production , i.e., in the m eans o f com m unication and of 
tran spo rt [which] . . . becam e gradually adapted to the modes o f 
p rodu ction  o f m echanical industry, by the creation o f a system o f river 
steam ers, railw ays, ocean steam ers, and telegraphs. But the huge m asses 
o f  iron that had now  to be forged, to be welded, to be cut, to be bored, 
and to be shaped, dem anded, on their part, cyclopean machines. . . . 
M odern  Industry had therefore itself to take in hand the machine, its 
characteristic instrum ent o f  production, and to construct machines by 
m achines. It w as not till it did this, that it built up fo r itself a fitting 
technical foundation , and stood  on its ow n feet. (Capital, vol. 1, pp. 
3 8 3 - 4 )

There seem s to be no end to such a spiral o f multiplier effects. T o  begin with 
any uneven developm ent o f the productive forces within different phases o f a 
vertically  integrated system of production will pose problem s for the sm ooth 
flow  of inputs and outputs from  unw orked raw  m aterial to finished product. 
A nd it is hard to imagine how  technological structures can ever be exactly 
right to  equilibrate such a process. The general spillover effects into other 
spheres will also likely be m arked by uneven development and spiralling 
side-effects. Consider, for exam ple, those technological changes that decrease 
the cost and time o f circulation. A s the division o f labour proliferates and

24 Schum peter (1934; 1939) is probably the most unabashed advocate of this idea 
within intellectually respectable circles.
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m arket interactions becom e m ore com plex, so  these costs tend to  rise and the 
pressure to  reduce them m ounts. From the physical standpoint this means 
pressure to reduce the cost and time o f movem ent o f  com m odities and to 
econom ize on costs o f  wholesaling, retailing and merchandizing. Innovations 
that affect the speed with which money can circulate (the credit system), and 
with which in form ation  can be gathered and dissem inated — the telegraph, 
telephone, rad io , telex, etc. — also become imperative. Even the household is 
n ot im m une: the technology o f final consum ption must keep pace with the 
requirem ent to absorb  the increasing quantities of com m odities produced.

A t one poin t in time there will likely be considerable unevenness in the 
developm ent of the productive forces as between individual firms, industries 
and even w hole sectors and regions. But the technological states are not 
independent of each other. Each serves to define the other through multiple 
interaction  effects. These are extremely difficult to trace. Indeed, so extensive 
are the interactions, so wide the ram ifications, that technological change 
ap p ears to assum e an autonom ous dynamic, entirely divorced from its origins 
in capitalist com petition and class relations. Technological change can become 
‘ fetish ized ’ as a ‘th ing in itself’, as an exogenous guiding force in the history of 
cap italism . The presum ption  o f the necessity and inevitability o f technologi­
cal change becom es so strong that the striving for it — em bodied in a prevail­
ing ideology o f technological progress — becom es an end in itself.

W hat this all points to  is a never-ending and ever-accelerating spiral of 
technological change, sparked by com petition and sustained by w ay o f 
m ultiplier effects reverberating .through increasingly integrated spheres of 
econom ic activity. The rem arkable thing under such circumstances is not that 
cap italist society is technologically dynamic, but that its dynamism has been 
so m uted and controlled. T h at this is the case m ust in part be attributed to 
barriers that arise out o f  the social relations o f capitalism . Consider, then, the 
barriers capital itself erects against the tendency tow ards perpetually 
accelerating technological and organizational change.

Any technological and organizational change incurs direct and indirect 
costs. A m ong the form er are outlays on new plant and equipment, the cost o f 
retrain ing the w ork  force and other direct costs o f implementation. Am ong 
the latter are m anagerial inexperience with new techniques or new systems o f 
auth ority, w orker resistance and even sabotage o f m ethods to which workers 
are not accustom ed or which they find degrading, hours lost learning on the 
jo b , plus a wide variety o f  unforeseen externality effects that did not enter 
into the initial calculations. Any firm has to weigh the costs and benefits of 
change in relation to existing and expected states o f competition. Since many 
o f these co sts and benefits are unknown and the state o f  competition ever 
unpredictable, the individual capacity and penchant for taking risks -  again, 
m ade much o f by bourgeois interpreters o f capitalist history — enters in as a 
m ediating element.
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C hief am on g the potential costs, however, are those that attach to the 
prem ature retirement o f fixed capital that has not yet been fully amortized. 
The value em bodied in machinery and other form s o f fixed capital can be 
recouped only over a certain  tim e period. Revolutions in the productive 
forces can have d isastrous im pacts here and force producers to take large 
losses if new  equipment (cheaper and m ore efficient) comes on to the market. 
T h is takes us into territory we will explore in detail in chapter 8. For the 
m om ent we sim ply note the irony that fixed capital, which is itself one o f the 
chief m eans em ployed to increase the productivity o f social labour, becomes, 
once it is installed , a barrier to further innovation. T h us does capital consti­
tute barriers to its ow n dynam ic within itself.

The potential disruptive effects o f technological change can be traced 
through out the whole system  o f production and realization o f value. M ajor 
changes are hard to absorb  and can deliver a severe shock to the stability of 
the system . W hen developm ent becom es too uneven it can spawn crises o f 
d isproportion ality  between, for exam ple, the capacity to  produce means o f 
produ ction  in relation to the capacity to  produce consum er goods. Leaving 
aside the disciplining effects o f crises, other forces are at work which serve to 
m oderate the arbitrary and potentially catastrophic insertion o f technologi­
cal change into what is often a rather delicately balanced system o f produc­
tion and realization. Individual firms will naturally be reluctant to adopt 
innovations that increase their output beyond w hat the system can absorb. 
A w are of bottlenecks in transport and com m unications, or in market capa­
city, firms will tem per their push tow ards competitive technological change 
and settle fo r average rather than excess profits. And, in so far as the end 
result of com petition is alw ays some degree o f  m onopolization, m onopolistic 
practices becom e p art o f a strategy to control the overall pace o f technologi­
cal change. The active participation o f the state through patent laws, funding 
of basic  research and so on can add  to an impressive battery o f potential 
controls which hold the tendency tow ards perpetual acceleration in tech­
n ological p rogress in check. We will take up these matters in chapter 5.

Th e barriers to  technological and organizational change are there. In 
serving to keep the pace o f  change in bounds reasonable to capital, they help 
to equilibrate w hat could otherwise be a dangerously unstable process. When 
taken  to extrem es, such barriers act as barriers to accum ulation itself and 
m ust therefore be overcom e if capitalism  is to survive. The path o f technologi­
cal change has never been exactly sm ooth, but the forces that regulate it have 
to be quite delicately balanced if the sm ooth continuation o f the accum ula­
tion o f cap ital is to be assured.

Som e o f the m echanism s whereby such a delicate balance is maintained 
becom e m ore evident when we introduce the class relation between capital 
and labou r into the picture. We have already seen that the value o f labour 
pow er, assum in g a constant stan dard  o f  living in physical term s, is reduced by
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the rising productivity  o f labour in the w age goo d s sector, but that 
countervailing forces are also at work to ensure that labour gets an 
‘equilibrium  sh are ’ of total value produced. If labour gets more than its share 
and w ages move above value in a w ay that threatens accum ulation, so 
p ressure will m ount to introduce technologies that save on labour pow er and 
induce unem ploym ent. The production o f  a relative surplus population 
w hich brings w ages down and checks the pow er of labour relative to capital 
becom es a crucial device for ensuring the perpetuation o f accum ulation in the 
face of changing conditions of labour supply. Technology can likewise be put 
to w ork  to dim inish the pow er of organized labour, either on the shop floor or 
at the bargain in g table. M achinery, M arx  argues, ‘ is the most powerful 
w eapon  for repressing strikes, those periodical revolts of the working class 
aga in st the au tocracy  o f cap ital’ . The steam  engine, for exam ple, ‘enabled the 
cap ita list to tread under foot the grow ing claim s of workmen, who 
threatened the new ly-born factory system  with a crisis’ . Indeed, ‘it w ould be 
possib le  to write a history of the inventions m ade since 1830, for the sole 
p urp ose  o f supplying capital with w eapons against the revolts o f the working 
c la ss ’ (C ap ita l, vol. 1, pp. 4 3 5 —6). The dynam ics o f capitalist competition 
w ould  again  seem to poin t tow ards complete destruction o f the economic and 
political pow er o f labour.

B ut there are countervailing tendencies a t w ork  also  —tendencies th a tp u t a 
floor under com petition and therefore serve to  regulate the pace o f techno­
logical change. W hether or not fixed capital would be em ployed depends, for 
exam ple , upon ‘the difference between the value of the machine and the value 
o f the labou r pow er replaced by it.’ Given international differences in the 
quantity  of price of labou r pow er, it was in no way surprising that machines 
invented in England w ould be ‘em ployed only in N orth  Am erica’ and that 
E n gland , ‘ the land o f m achinery’, should at the sam e time be characterized by 
a ‘ sham eful squandering o f  human labour power for the m ost despicable 
p u rp o se s ’ . The reason could be put quite brutally: ‘in England women are still 
occasion ally  used instead o f  horses for hauling canal boats, because the 
lab o u r required to produce horses and m achines is an accurately known 
quantity , while that required to m aintain the women o f the surplus popu la­
tion is below  all calcu lation ’ (C apital, vol. 1, pp. 3 9 2 —4). A t tim es when the 
industrial reserve arm y becom es m assive, capital will have abundant incen­
tives to go  back  to labour-intensive techniques (hence the contem porary 
revival o f the sw eatshop even in advanced capitalist countries). The stimulus 
fo r  m ore com plex form s o f technological and organizational change is cer­
tainly blunted at times o f chronic labour surplus.

W e have also  argued that class struggle on the shop floor has an im portant 
role to p lay  as an equilibriating device. Such struggles can serve to check the 
dan gerou s acceleration  o f technological change in m yriad ways (new tech­
nologies require some degree o f w orker co-operation when they are intro­
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du ced , fo r  exam ple). Th e perpetual guerilla w arfare on the shop floor can 
therefore play both positive and negative roles in the stabilization o f capitalism.

But the exact relations here are very complex. We can be sure that the 
im perative to accum ulate lies perpetually in the background. The problem is 
that the actual form s o f technological and organizational change are so 
variou s, and the forces that regulate them are so intertwined, that we cannot 
readily distinguish them. A lthough technological change plays a central role 
in M arx ian  theory, we do not have a com plete understanding o f it. That 
cap italist com petition and interdependency as well as class struggle between 
cap ital and labour form  the p ivot on which the analysis turns there can be no 
doubt. But the interaction and m ultiplier effects are incompletely analysed, as 
are the consequences o f the direct production o f  new scientific knowledges.

This indicates a serious lacuna in M a rx ’s exposition. The gap is there, but 
we m ust interpret its m eaning correctly. If, after all, the technology o f a 
p articu lar labour process is an expression  and an em bodim ent o f the central 
contrad ictions o f  capitalism , as M arx  frequently avers, then a full under­
stan ding o f the form er depends upon a com plete unravelling o f the latter. An 
u nderstanding of technology m ust therefore be regarded as an end-product o f 
that line o f  enquiry th a tM a rx  did not complete.

Yet we cannot even begin upon the analysis o f the law s o f m otion of 
cap italism  w ithout laying dow n som e conceptualization o f technology at the 
outset. T h is M arx  does by way of the abstract concepts o f productive force 
and social relations as these are em bodied within the concrete materiality o f 
the lab o u r process. M a r x  can thereby abstract from the specific details of 
actual technological changes and sim ply argue that revolutions in the produc­
tive forces are a necessary product o f  the social relations o f capitalism . But a 
deeper understanding of that, like the understanding o f the law  o f value itself, 
m ust em erge in the course o f the subsequent investigation. W hat M arx  seeks 
to prove is that the revolutions in the productive forces are ultimately an­
tagon istic  to the very social relations that spaw ned them. Herein, in M a rx ’s 
view , lay the central contradiction o f capitalism : that between the evolution 
of the productive forces and the social relations.

M a r x ’s p roof o f  this general proposition  is partial and incomplete. We 
m ust first see how far he progressed dow n this difficult road, and then, 
through critical evaluation , try to push his argum ent to its limits.

IV T H E  T E C H N I C A L ,  O R G A N I C  A N D  V A L U E  C O M P O S I T I O N S  
O F  C A P IT A L

W e now  take up the difficult question  o f the im pact o f perpetual revolutions 
in the productive forces upon capital itself. In so  doing, it will be convenient 
to assum e that the concrete technologies em ployed (in M arx ’s broad sense of
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th at term , which includes all organizational characteristics) faithfully express 
the underlying configuration o f productive forces. We will likewise work 
with values, on the assum ption  that all com m odities trade at their values 
(prices reflect values). Such assum ptions permit a greater degree o f generality 
to  the discussion  and allow us to talk more freely o f the potential concrete 
effects o f underlying forces in a way that is potentially generalizable to 
h istorical experience. The tentative character o f such identifications and the 
hypothetical character o f the resulting generalizations should be apparent 
fro m  o u r previous rem arks.

A p articu lar technological state is associated, in the first instance, with a 
certain  physical productivity of labour pow er. This physical productivity is 
m easured in diverse, non-com parable units — the number o f yards o f cloth 
w oven, the num ber of shoes m ade, the tons of iron and steel produced, etc., 
per labou rer per hour. M arx  calls such ratios ‘the technical com position o f 
cap ita l’. W hen reduced to a com m on basis o f values, these ratios are expres­
sed in terms o f p roportion  o f constant to variable capital employed in a 
stan dard ized  production  period. The ratio c/v is called ‘the value com posi­
tion o f  cap ita l’ . In som e cases the ratio c/{v +  s) is preferred as the measure, 
since this m ore accurately captures the ratio between past ‘dead’ labour 
(m eans o f production  o f  all sorts ow ned by the capitalist) and the new value 
add ed  by ‘living lab o u r’. D ifferent industries and sectors m ay then be com ­
p ared  accord in g to the different value com positions o f their capitals. Con­
stan t capital-intensive industries exhibit high value com positions, while those 
industries that em ploy a lot o f  living labour lie a t the other end of the scale of 
value com position .

W e have already seen how  and why capitalists m ust resort to technological 
change. This means that the technical com positions o f  capital are perpetually 
shifting. The next step is to show how  changes in technical com position affect 
value com position . T o  do  this M arx introduces the concept o f the ‘organic 
com position  o f cap ita l’ . This, he says, is ‘the value com position, in so far as it 
is determ ined by its technical com position and m irrors changes in the latter’ 
(C ap ita l, vol. 1, p. 612). The immediate implication o f  this rem ark is that the 
value com position  can also  change for reasons that have nothing to do with 
the technical com position .

W e have here three concepts crucial to  the argum ent that follows. 
U nfortunately, there is a good deal o f confusion in M a rx ’s thought — and a 
quite m assive confusion  in the subsequent literature — as to the relations 
b etween the technical, organic and value com positions o f capital. The distinc­
tion between the value and organic com positions, for exam ple, appears very 
im portant. Yet at some points we find M arx  using the terms interchangeably 
while at others he seems to stress that the terms should be kept separate. The 
inconsistency of usage can in p art be explained by the fact that he cam e to 
these concepts relatively late and did not m anage a proper refinement of
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them. Th e concept o f organic com position, for exam ple, appears only with 
the third printing of the first volum e of Capital, presum ably as a foretaste o f 
ideas to com e in the unfinished third volume. H ow ever this m ay be, there is a 
good  deal of confusion  here which must be sorted out,25

C onsider, first, the idea that the value com position can alter fo r reasons 
other than  changes in technical com position. In his critiques o f R icardo and 
Cherbuliez (Theories o f  Surplus Value, pt 2, pp. 2 7 5 - 8 9 ;  pt 3, pp. 3 8 2 —96), 
M arx  suggests value com position  can and does alter independently o f the 
forces that regulate the organic com position. In the chapter on ‘A bsolute 
R ent’ in C apital, (vol. 3, p. 766), he goes even further: ‘capitals o f equal 
organic com position  m ay be o f different value-com position, and capitals 
with identical percentages o f value-com position m ay show varying degrees of 
organic com position  and thus express different stages in the development of 
the social productivity o f lab o u r’. Since there is, presum ably, only one value- 
ratio  th at can  prevail within a production  process, this rather extraordinary 
statem ent puts us in something o f  a quandary as to the exact interpretation to 
be put upon  the organic com position vis-a-vis the value com position. After 
this, certainly, we cannot treat organic and value com position as identical 
term s (as is so  frequently done in the literature).

M a rx  apparently intended to reserve the term ‘organic com position ’ to 
indicate those sh ifts in technology within an enterprise that affect the value 
com position  o f capital. It is a label that identifies a particular source o f shifts 
in value com position . The significance of such an identification lies in this: the 
technological m ix within the enterprise is broadly under the control of 
individual cap italists, who can and do  (as far as they are able) alter it in their 
restless p ursu it o f  surplus value, either in response to competition or out of 
concern for the state of class struggle. The dynamics o f such a process can be 
u nderstood  independently o f  the fluctuating costs o f inputs into production.

But the value com positions will also  be altered by a variety o f considera­
tions over which individual capitalists have no control. The external forces 
regulating value com position  are diverse in their origin, but we can usefully 
separate  them into tw o groups. First, we should consider ‘accidental and 
con ju nctural’ forces that affect the value o f inputs capitalists purchase on the 
m arket. These vary from  clim atic ‘accidents’ (no matter whether they are 
induced by hum an action), disruptions in trade, wars, the systematic explora­
tion o f the earth ’s surface for m ore ‘p roductive’ resources, etc., all o f  which 
affect the socially  necessary labour time required to produce commodities.

25 The position I take is broadly similar to that laid out in Fine and H arris (1979), 
but I am  particularly indebted to  Dumenil (1975; 1977) for stimulating ideas on the 
subject. There is a good deal o f literature now emanating from the more mathemati­
cally minded, such as Roemer (1977; 1978), but by far the most instructive work is 
that by von W eizsacker (1977). Robinson (1978), as might be expected, also provides 
a spirited contribution which cannot too easily be dismissed.
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Second, we have to consider the multitude o f interaction and multiplier 
effects that link the productivity o f labour in one sector with the value o f the 
inputs to another. These interaction effects, which have their origins within 
the work process, are nonetheless not under the control o f the individual 
cap italist. Put another way, the value com position o f capital within one 
p rodu ction  process is crucially dependent upon the state o f technology 
ado pted  by entrepreneurs producing the inputs to that production process.

T h is con trast betw een the forces internal and external to the enterprise is 
very significant, and it is, I believe, the idea M arx  w as seeking to capture in 
distinguish ing between value and organic com positions. Individual 
cap ita lists control their own production process and select their technology 
accord in g to econom ic circum stances. But they operate in a m arket environ­
m ent in which the values o f inputs are fixed by forces over which no one 
indiv idual has control, even though the individual technological choices of 
entrepreneurs have systemic multiplier effects. W hat M arx  will eventually 
seek to  prove is that seemingly rational individual choices on the part of 
ind iv iduals will threaten the basis for accum ulation and therefore the very 
survival o f the cap italist class. It w as this contradiction that M arx  sought to 
cap ture by way o f  the twin concepts o f value and organic com position.

The first volum e o f  C ap ita l considers production from  the standpoint o f 
the individual entrepreneur seeking to m axim ize profits under competition. 
O nly those technological innovations that capture relative surplus value 
within the firm are considered. A lthough the multiplier effects o f technologi­
cal innovations are m entioned, the im pact these might have upon the value 
ra tio s o f inputs are generally ignored except in the case o f  variable capital — 
the falling val ue of labour power as a result o f rising productivity in industries 
p rodu cin g  w age goo d s is considered a prim e source o f relative surplus value 
to  the cap italists. We here encounter the supposed ‘labour-saving bias’ in 
M a r x ’s account o f technological innovation. But with the focus o f attention 
u pon  technological change within the firm, M arx  can conclude that there is 
an  inevitable tendency for the value com position to rise as a result o f  the 
increasing physical productivity o f labour. This idea emerges strongly in the 
third volum e of C ap ita l (p. 212):

The sam e quantity o f  labour-pow er set in  m otion by a variable capital 
o f a given value, operate, w ork up and productively consume in the 
sam e time span  an ever-increasing quantity o f m eans o f labour, m achin­
ery and fixed cap ital o f  all sorts, raw  and auxiliary  m aterials — and 
consequently a constant capital o f an ever-increasing value. This con­
tin uous relative decrease o f the variable capital vis-a-vis the co n stan t. . .  
is identical with the progressively higher organic value com position of 
the social cap ital in its average. It is likewise just another expression for 
the progressive developm ent o f the social productivity o f labour.
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T h e su p posed  ‘law ’ o f the ‘rising organic com position o f capital’ p lays a 
vital role in M a r x ’s argum ent, and we must therefore consider it carefully. 
W hat M a rx  is saying is that the ratio o f ‘dead ’ to ‘living’ labour tends to rise as 
a result o f technological innovation  within the firm. But he does not prove to 
us that this is necessarily the case. Indeed, as we probe deeper into his 
argum ent we find that all kinds o f difficulties attach  to them annerin  which he 
form ulates the problem . It turns out that he has not entirely freed himself 
from  the m isconceptions o f traditional political economy. Let us see in w hat 
respects this is so.

T rad ition al political econom y handled the structure o f capitalist produc­
tion in term s o f a stock o f fixed capital and flow s o f circulating capital. Profit 
w as then interpreted as a flow o f real gains to be had from  the proper 
em ploym ent o f a stock o f  assets (money or physical plant). M arx  broke with 
this conception  and substituted the distinction betw een constant and variable 
capital. H e conceived o f  both as flow s.26 C apital, recall, is defined by M arx  as 
a process in which value undergoes an expansion , and he therefore sought 
definitions that reflected the flow o f this process. Labour pow er is used to 
preserve the value o f  means of production used up at the sam e time as it adds 
value — ‘by the very act o f  adding new value, [the labourer] preserves form er 
valu es’ (C ap ita l, vol. 1, p. 199). The value com position o f capital represents 
the ratio  between the value being preserved and the value being added. It is a 
ratio betw een two flows. The concept of organic com position, we have seen, 
focuses our attention on the m anner in which technological change within the 
p rodu ction  process enables the sam e quantity o f applied labour pow er to 
preserve and expand greater value than previously. Tw o difficulties then 
arise.

F irst o f  a ll, we can  see directly that the value com position o f  capital as 
M a rx  m easures it is highly sensitive to  the degree o f vertical integration in 
produ ction  processes. If a production  process starts with raw cotton and ends 
with a shirt, the value o f the initial input o f constant capital is small compared 
with the variab le capital applied. If that sam e production process is split into 
tw o independent firms, one o f which produces cotton cloth and the other 
sh irts, then the quantity o f  constant capital appears to increase because the 
lab o u r em bodied in the production  o f cloth now  appears as the constant 
cap ital purchased  by the shirt-m akers.

W e can  illustrate this idea diagram m atically  (see figure 4 .1).27 C onsider a 
p rocess that com m ences at time tg with an initial input o f constant capital, c0,

26 Blaug (1968, p. 229) complains bitterly atth ew ay  M arx ‘shuffled freely between 
stock and flow definitions without warning the reader’, while von Weizsacker (1977, 
p. 201) com m ents that ‘w hat M arx  was really after is the ratio of constant capital (a 
stock) to the product o f variable capital and thespeed o f turnover o f variable capital (a 
flow )’ . The latter part o f this definition is helpful, but I w ould argue that M arx is also 
interested in the labour process as a flow which actively preserves constant capital.

27 The idea comes basically from Dumenil (1975).
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Figure 4.1

and which proceeds until time tH by adding variable capital to the value o f vQ 
and add in g surplus value, s0. The value com position o f capital in this case is 
c j v u. N ow  consider this same production process broken into two segments 
at time tk such that the total value at that moment becomes the constant 
cap ita l input, C2, into the second segm ent o f the process (see figure 4.2). The 
average value com position  in this case is (ci +  ci)/(v\ +  vi), which is obviously 
m uch greater than c j v g.

A stocks-and-flow s m odel o f this process finds the quantity o f constant 
cap ital stock  sensitive to the degree o f  vertical integration. A  pure-flow model 
degenerates quickly into the reductio ad  absurdum  that only that labour 
which is being em bodied at this very m om ent is living labour, while all other 
lab ou r has to  be characterized as p ast ‘dead ’ labour. The latter model can be 
saved  only by considering how  these flow s are broken by m arket exchanges, 
which brings us back, once more, to the question o f degree o f vertical 
integration.

T h is difficulty is by no m eans as dam aging to M a rx ’s argum ent as it seems 
at first sight. A fter all, he includes organizational characteristics, in his 
ch aracterization  o f technology, and the levels o f centralization and concen­
tration , in which the problem  of vertical integration m ust also  be included, 
are o f vital concern to him. Indeed, we can use this apparent difficulty in 
creative w ays. If vertical concentration has the effect o f low ering the value
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com position  o f  capital — alw ays assum ing, o f  course, that the actual produc­
tion technology rem ains constant — then it can provide a m echanism  that 
counteracts the supposed ‘law  o f rising organic com position ’. Before we get 
too  carried  aw ay with this idea, we had better consider certain im portant 
circum stances that m odify it.

T h e second volum e o f C apital deals w ith the process o f circulation of 
capital. Th e act o f  p roduction  is now  treated as a m om ent in a circulation 
process. W e here learn to appreciate fully w hat it m eans to conceive o f  capital 
as a p roce ss , as a flow. We are exposed to an analysis o f circulation costs, 
turnover, production  and circulation times, as well as to the peculiarities of 
circulation  o f  fixed capital. M o st im portant o f all, from the standpoint o f the 
p rob lem  we are presently considering, the turnover times o f variable and 
constan t cap ital as well as surplus value are exam ined in som e detail.

Tech nological change is seen to be im portant and necessary in each o f these 
respects. The dim inution o f circulation costs and the shortening o f turnover 
times can serve to  accelerate accum ulation. The use o f fixed capital poses a 
p rob lem , since on the one hand it can serve to increase the value productivity 
o f lab o u r while on the other hand it requires a longer turnover time and so 
dim inishes accum ulation. The im pact o f these technological changes upon 
value com position  — within firms as well as in society as a whole — is not 
exp lored  in any coherent fashion. In a few  scattered passages M arx  seems to 
su ggest that faster turnover tim es increase value compositions. But by and 
large the concept o f  value or organic com position is totally ignored in the 
secon d volum e o f  Capital.

Plainly, the value com position o f  capital is very sensitive to the relative 
turnover rates o f both variable and constant capital. If the time taken to 
regain  the variable capital decreases, then the variable capital advanced 
decreases and the value com position rises, even though the quantity o f labour 
p ow er em ployed rem ains exactly  the same. The turnover tim e o f constant 
cap ita l is even m ore problem atic. We have to deal with various raw  material 
and energy inputs, which m ay be turned over at different rates, as well as with 
fixed cap ital (m achinery, buildings, etc.), which m ay be turned over very 
slow ly relative to  other items. It is not easy to com e up with a m easure of 
volum e o f constant cap ital being preserved under these conditions. Even 
leaving aside the thorny problem s that attach to the circulation o f fixed 
cap ital (see chapter 8), it should be evident that an acceleration in the 
turnover time o f constant cap ital reduces the value com position of capital.

Independently o f the degree o f vertical integration, therefore, the relative 
turnover times o f variable and constant capital within the firm have a direct 
im pact upon  the value com positions o f the capitals used in production. Under 
the right circum stances, the falling value com position achieved through 
increasin g vertical integration could be m ore than offset by the increasing 
turnover tim e of the constant relative to the variable capital used.
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B ut the analysis p resented  in the second volum e o f C apital also  indicates to 
us other circum stances that militate directly against increasing vertical inte­
gration  in production . The general circulation o f capital takes the form

M ~ c - ( e t c ) -

H o w  long should capital remain within production before testing its value in 
the sphere of exchange? M a rx ’s answer to that question is: as short a time as 
possib le , since cap ital is value only when it is in m otion, i.e., in the a a  of being 
transform ed from  money into productive activity into com m odities into 
m oney, and so  on. There is a strong incentive, therefore, to accelerate the 
turnover o f capital as much as possible. Th is militates against vertical integra­
tion o f production , since the latter requires that capital remain for a longer 
period  in production  before entering the sphere o f exchange. The splitting of 
a production  process into many different phases and firms linked through 
m arket exchange appears to be highly desirable, since it diminishes the 
turnover time of capital. For this reason, even large corporations prefer to 
sub-con tract a lot o f production  to small firms with shorter turnover times. 
But the effect o f this, as we have seen, is to increase the value com position of 
cap ital independently o f  any changes that m ay be instituted with respect to 
produ ction  processes. We will exam ine the implications o f this for the 
cap ita list organization  o f  production in the next chapter.

There is one other respect in which the fram ew ork built up in the second 
volum e o f C ap ita l provides us with a m eans to analyse the forces that regulate 
the value com position  of capital. In the last tw o chapters o f that volume M arx 
constructs a d isaggregated model o f an econom y and exam ines the conditions 
for equilibrium  grow th (see below, chapter 6). This disaggregated model 
p rovides an interesting form at for exploring som e o f the interaction effects of 
technological change in different sectors o f an econom y. Consider an 
econ om y divided into tw o sectors producin g necessities (which fix the value 
o f labou r pow er) and m eans o f production (the elements o f constant capital). 
If the rate of technological change is higher in the sector producing neces­
sities, then the overall value com position o f capital will tend to increase 
because o f the relative saving on outlays o f variable capital. Otherwise, the 
rising productivity  o f labour in the sector producing m eans o f production 
becom es a lever for lowering the aggregate value com position o f capital. 
W hether or not, therefore, the aggregate value com position o f capital 
increases in response to technological innovation depends entirely upon the 
sectors in which these technological changes occur and the interaction effects 
these changes have throughout, the econom y as a w hole.28 We have here the

28 H ow ard and King (1975, pp. 198—9) summarize the argument on this. See also 
Heertje (1972) for a technical presentation.
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possib ility  to  discrim inate between constant-capital saving, variable-capital 
sav ing or neutral form s o f technological change.

There are, it seems, a whole host o f considerations that derive from  the 
volum e 2 analysis, which have im plications for understanding the im pact of 
technological and organizational change upon the value com position o f 
cap ital. Few  o f  these considerations are picked up in the third volume. Since 
the latter is su pposed  to deal with capitalist production as a whole, as a unity 
o f p rodu ction , exchange and realization, the om ission is somewhat surpris­
ing. It has a simple enough explanation. The draft o f the third volume that has 
com e dow n to us w as written relatively early, before the extensive investiga­
tions recorded in the second volume were undertaken.

W e can only speculate as to w hat M arx  might have written in the third 
volum e o f C ap ita l if he had revised it subsequent to completing the unfinished 
business o f the second. But we can avoid som e unnecessary confusions if we 
keep the overall thrust of his project in mind. And we can even take some 
fairly m odest and sim ple steps to clarify and advance his argument.

V T E C H N O L O G I C A L  C H A N G E  A N D  A C C U M U L A T I O N

W e have show n why capitalism  is necessarily technologically dynamic, why it 
exists under the im perative: ‘innovate or perish !’ Quite simply, the dom inant 
class re lations o f capitalism  enforce and ensure perpetual reorganizations of 
the lab o u r process in the search for relative surplus value. T o  be sure, 
cap ita lists do not operate in a void, and they encounter a variety o f checks — 
class struggle within the labour process, the limits o f scientific and techno­
logical know ledge, problem s o f  w riting o ff values em bodied in old machinery 
and equipm ent, the sheer cost o f change, etc. The pace, form  and direction of 
technological change is constrained in im portant ways. And we also know 
that the underlying im perative perpetually to revolutionize the productive 
forces (understood as an abstract proposition) can be realized through the 
achievem ent o f a wide variety o f actual technological states (understood as 
the p articu lar configuration o f  hardw are and social organization which 
preserves and prom otes the productivity o f  labour). And, above all, we have 
seen how  im portant it is to em phasize that it is the value productivity of 
lab o u r which is, in the end, all that m atters. Changes in physical productivity 
are but a m eans to that end. Technological change exists, therefore, as the 
prim e lever for furthering the accum ulation o f  capital through perpetual 
increases in the value productivity o f labour power.

If w e sub ject this whole process to careful scrutiny, we immediately become 
aw are of its contradictory character. These contradictions, it m ust be stres­
sed, are internal to capital itself and w ould be a main source o f confusion and 
stress even in the absence o f  any barriers ‘in nature’ (the lim itations o f the
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resource base) or in the specific form s o f c lass struggle that the real subjection 
o f lab ou r to cap ital is bound to spark. So let us, for a moment, imagine a 
w orld  in which the bounty of ‘n ature’ is limitless and in which labourers do 
the bidd ing of cap ital with a docility and slavishness more characteristic of an 
au tom ato n  than of a hum an being. The purpose o f such an awful fiction is to 
help us understand how capitalism  creates barriers within itself, thereby 
continually  frustrating its ow n process o f development.

C onsider, first, w hat happens to the rate o f exploitation, s/v, with the rising 
p roductivity of labour pow er. There is the irony, o f course, that ‘hand in hand 
w ith  the increasing productivity o f labour goes the cheapening o f the 
labou rer, therefore a higher rate o f surplus value’ (C apital, vol. 1, p. 604) — 
bu t then this is exactly  what is meant by increasing the value productivity of 
lab o u r pow er. M a rx  generally holds, however, that the kinds of technological 
changes th at increase the rate o f exploitation can do so only at a decreasing 
rate  (G rundrisse, p. 340). This is a strong proposition, which requires a 
rigo ro u s p ro o f. M arx  offers us only a m athem atical limit, which says that the 
sm aller the proportion  of variable capital in the total value added, the more 
difficult it is to reduce that proportion  further. But the necessary limits here 
are social, not m athem atical. We can invoke the need to m aintain the con­
sum ing pow er o f the w orkers as a necessary source o f effective dem and for 
the realization  of cap ital through exchange. We can, in short, invoke all o f the 
argum ents laid  ou t in chapter 2, which suggest that there is an equilibrium 
sh are o f  variab le capital in the total social product that cannot be departed 
from  w ithout destroying the equilibrium  conditions for the production and 
realization  of cap ital in general. We see here the necessary contradiction that 
arises when each cap italist strives to reduce the share o f variable capital in 
value add ed  within the enterprise while speculating on selling his output to 
w ork ers em ployed by other capitalists. Th is dilem m a arises independently of 
any struggles over the real wage rate, and we can readily see how such 
stru ggles, under the right set o f circumstances, can help bail capitalists out o f 
the difficulties they them selves create.

C onsider, secondly, w hat happens to the aggregate rate o f  profit under 
con d ition s o f  general technological change. If we m easure the rate o f  profit as 
s / (c  +  v), which is the sam e as s/iV (l +  c/v), then obviously the rate o f  profit 
will fall if the value com position o f  capital increases while the rate o f surplus 
value rem ains constant. We will take up this idea in detail in chapter 6, but we 
can  see im m ediately that a stable value com position o f capital has a poten­
tially  im portant role to play in stabilizing the aggregate rate o f profit. Yet the 
idea o f organic com position  tells us that technological change within the firm 
is prim arily  and necessarily oriented to increasing the value com position. T o  
be sure, a variety o f countervailing influences can be identified — the interac­
tion effects m ay be such as to keep the overall value com position stable in the 
face of a rising organ ic com position. But we can also clearly see that indi­
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vidual cap italists, pressured by com petition and inperpetual quest o f  relative 
surp lus value, capture the ephemera] form  o f the latter from  tem porary 
technological advantage, but in the process tend to create an aggregate 
technological m ix in society that is inconsistent with a stable rate o f profit. 
Individual cap italists, in short, behave in such a way as to threaten the 
conditions that perm it the reproduction o f the capitalist class.

A ll o f this puts the question o f technological m ix at the centre o f the 
contrad iction s o f capitalism . T o  accord it this central position is not, of 
course, to give it autonom ous agency in the shaping o f capitalist history. It 
merely says that the actual technology em bodied in a labour process is a locus 
o f contrad ictions spaw ned by antagonistic requirem ents. It is this fundam en­
tal an tagon ism  M arx  captures, albeit in a rather hazy and confused way, 
through the dual concepts o f organic and value com position. The problem  for 
capita] in general is som ehow to stabilize the value com position in the face of 
a perpetual tendency to  increase the organic com position through technologi­
cal change within the enterprise. W hat M arx  will ultimately seek to show  us is 
that there is only one w ay that this can be done: through crises. The latter can 
then be interpreted as the forced re-structuring o f  the labour process so as to 
bring the system  as a whole back into som ething that roughly conform s to the 
conditions of balanced accum ulation.

M a rx  does not lay out the argum ent in this form , nor does he explore all o f 
its com plexities and dim ensions. We will push the argum ent further in 
subsequen t chapters. There is, however, one dimension to  it worthy o f further 
com m ent here since it is im plicit in the considerations we have already 
advan ced in this chapter.

M a rx  often  m ade much o f the contrast betw een the anarchy and disorder 
characteristic o f  m arket relations and the despotism , authority and control 
which exists within the enterprise. This polarization is not, in practice, quite 
as fierce as M arx  depicted it -  class struggle within the labour process 
m odifies the latter, and m onopolistic, oligopolistic and ‘price leadership’ 
beh aviour m odifies the form er. But even taking account o f such m odifica­
tions, the general principle to which M arx  appealed seems reasonably valid. 
N otice that the concept o f  organic com position is tied to determ inations 
within the enterprise and is therefore within the arena o f capitalist control. 
The value com position , on the other hand, represents the general relationship 
between living and dead labour after all the interaction effects and other 
diverse forces within the m arket have been ironed out — it is therefore tied to 
determ inations expressed through the anarchy and disorder o f the market.

The boundary  between the realm  o f control and the anarchy o f  the market 
is set by the size o f enterprise. W here, exactly, this boundary is draw n is of 
great significance to the w orkings o f the econom y as a whole. We must 
therefore consider the forces, if any, that roughly determine the position of 
this boundary . The analysis o f  the flow definition o f  value com position here
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yields som e interesting results. The greater the degree o f vertical integration, 
w e have show n, the lower the value com position o f capital within the 
enterprise and the greater is the arena o f direct capitalist control. T o  this is 
o p p o sed  the requirem ent to accelerate the turnover time of capital by frag­
m enting activity, sub-contracting and generating a proliferation in the divi­
sion  o f labour. This serves to increase the value com position o f capital at the 
sam e time as its extends the arena o f chaotic and anarchistic exchange 
relation sh ips at the expense o f regulated and controlled production. Between 
these tw o forces we can begin to spot the requirement for some equilibrium 
organ ization  o f production  that fixes the degree o f vertical integration, size of 
firm , etc., and thereby fixes the boundary between the market and the 
(relatively) controlled environment within the enterprise. Since this 
equilibrium  is the produ ct o f fundam entally opposed forces, it is inherently 
unstable. B ut there is a connection here with the prospects for accumulation. 
The value com position  o f  capital cannot be determined independently of 
these organ ization al characteristics. If a stable value com position of capital is 
essential for stable profits, then it fo llow s that there is som e equilibrium  form 
o f  organ ization  consistent with balanced accum ulation. This is a fundam en­
tal and very sim ple idea, which is helpful to understanding the changing 
organ ization  o f cap italist production. We take up this idea in more concrete 
fash ion  in the next chapter.
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The Changing Organization of 
Capitalist Production

In its surface appearance, at least, we live in a very different world from  that 
which prevailed  in M a rx ’s time. This is nowhere m ore apparent than in the 
dram atic  changes that have taken place in the capitalist form s o f organization 
for production  and m arketing. ‘Since the beginning o f the Industrial Revolu­
tio n ,’ H ym er writes, ‘there has been a tendency for the representative firm to 
increase in size from  the workshop to the factory to the national corporation 
to the m ultid ivisional corporation and now to the multinational corpora­
tion ' (Hym er, 1972 , p. 113). W hile governments were never exactly laissez- 
faire with respect to econom ic activity throughout the nineteenth century 
(they alw ays played key roles with respect to money and large-scale ‘public’ 
w ork s, as well as ensuring the legal basis o f contracts and private property), 
the by n ow  a ll to o  fam iliar intervention o f the state through fiscal and 
m onetary  policies was virtually unknow n before the 1930s. The sheer scale 
and com plexity  o f  organization  — in both government and business — have 
changed out o f  all recognition in the last tw o hundred years.

Any theory o f the econom ic evolution o f capitalism  m ust take these 
m assive organizational changes into account and explain  their historical 
necessity. M a rx  him self frequently referred to w hat he called the ‘law s of 
centralization  o f cap ita l’, and Engels elaborated at length on the idea. The 
need to  resolve the ‘antagonism ’ between the control exercised within the 
w orksh op  and the ‘anarchy o f production in society generally,’ Engels wrote, 
inevitably led to the centralization o f capital as a means to extend the islands 
o f system atic control within the sea o f blind m arket forces. Jo in t stock 
com pan ies were the first organizational step in this direction, but soon ‘this 
form  also becom es insufficient’ and gives w ay to large-scale m onopolies 
(trusts, cartels, etc.), which seek m arket dom ination and vertical integration 
in p rodu ction  and distribution. Finally, ‘the official representative of 
cap ita list society — the state — will ultimately have to undertake the direction 
o f p ro d u ctio n .’ These necessary transform ations, Engels argued, do not ‘do 
aw ay  with the capitalistic nature’ of production but simply serve the better to 
accom plish  the production  of surplus value.
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A fter Engels, H ilferding attem pted a comprehensive analysis o f ‘finance 
c a p ita l’, conceptualized as a  unification o f banking capital and productive 
cap ital through a variety o f organizational arrangem ents. Lenin, drawing 
m uch upon  H ilf erding’s argum ent while rejecting the latter’s politics, dubbed 
im perialism  ‘the highest stage o f m onopoly capitalism ’ and shortly thereafter 
coined the expression  ‘state-m onopoly capitalism ’ to describe the new forms 
of econom ic organization  then evolving in the advanced capitalist countries. 
Since then, a whole host o f  writers have sought to characterize these organiza­
tional changes and to interpret them. This has not proved easy, and a lively 
debate on some o f the fundam entals o f M arxian  theory has ensued.1

F o r the m ost p art, the debate centres upon a supposed transition from  
‘com petitive’ through ‘m onopoly ’ or ‘finance’ form s o f capitalism  to a pre­
sent stage o f ‘state-m onopoly ’ capitalism . Som e writers challenge the 
term inology of stages, while others accept the terminology as descriptively 
useful but interpret the m eaning o f the terms quite differently. In what 
fo llow s I shall endeavour to analyse the process o f transition without bother­
ing particu larly  abou t the labels to be put upon it. In this w ay I hope to 
identify an interpretation o f organizational transform ation that is consistent 
with M arx ian  value theory, and thereby lay to rest a  number o f  ghosts that 
haunt the M arx ist  literature.

It m ight be useful at the outset to remind ourselves that if M a rx  taught us 
anything it w as, surely, that the world o f appearances deceives and that it is 
the task o f science to penetrate beneath the appearances and identify the 
forces at w ork  beneath. If M a rx ’s theory is as robust as he claims, then it 
sh ou ld  provide us with the necessary basis to interpret the dram atic and very 
evident form s o f organizational change that have occurred under capitalism  
over the p a s t  century or so.

W e begin by connecting the question o f organizational change with the 
general argum ent on technological change as it was worked out in the last 
chapter. This connection is direct and obvious, if only because M arx  speci­
fically includes organizational characteristics in his definition o f  technology. 
The necessity to accom plish perpetual revolutions in the productive forces 
im plies, then, that there m ust be perpetual revolutions in the organization of 
production . But if M a r x ’s general approach to technological change holds, 
then we m ust interpret organizational change as a response to contradictory 
forces. W e m ust a lso  anticipate that the organization achieved at a particular 
m om ent will em body pow erful contradictions which will likely be the source 
o f instability  and crises.

1 Hilferding (1970 edn); Lenin (1970 edn). Much o f the contemporary debate in the 
English-speaking world stems from Baran and Sweezy (1966), but in Europe the 
debate took a rather different turn -  see Boccara (1974), Poulantzas (1975), Altvater 
(1973) and the recent summary statements by Fine and Harris (1979, chs 7 and 8), 
H ollow ay an d  Picciotto (1978) and Fairley (1980).
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There is no intent in  this to  try to divorce the analysis o f  organizational 
change from  the analysis o f changing form s o f the work process. Each has to 
be seen as integral to the other. Focusing on the organizational side o f this 
relation provides us with some special insights, however. It will also perm it us 
to consider the degree to which M a rx ’s argum ents, fashioned in a world 
organized along quite different lines to those with which we are now fam iliar, 
still apply.

The com petitive striving fo r  surplus value and the need to discipline 
labourers to the law s o f  accum ulation form , as we have seen, the basis for the 
technological dynam ism  of capitalism . The appropriation  by capital o f the 
productive pow ers of labour requires organizational innovation. The 
analysis o f co-operation , the detail division o f  labour and machinery, 
indicates the need fo r an hierarchical organization o f the w ork process and 
the separation  o f m ental from  m anual labour. The increasing scale o f produc­
tion also calls for the concentration o f capital, prim arily through 
accum ulation .

B ut concentration  could a lso  be accelerated by a process o f centralization 
o f capital. Larger-scale capitalists could gobble up the smaller either through 
com petition  or by em ploying a variety o f  financial strategem s (takeovers, 
m ergers, etc.). All o f this requires new institutional and organizational 
arrangem ents, often explicitly sanctioned or encouraged by the state. 
C entralization  com pletes ‘the w ork o f  accum ulation by enabling industrial 
cap italists to  extend the scale o f  their operations’ . This form s the ‘starting 
p o in t ’ for ‘ the progressive transform ation  o f isolated processes o f produc­
tion, carried on by custom ary m ethods, into processes o f production socially 
com bined and scientifically arran ged .’ C entralization can accom plish ‘in a 
tw inkling o f an eye’ what w ould take many years o f concentration through 
accum ulation  to bring about. M arx  concludes that there is a ‘law  o f  centrali­
zation  o f cap ita l’ which plays a vital role in regulating the changing organiza­
tion o f  production  under capitalism  (C apital, vol. 1, pp. 62 6 —8).

M uch  p lay  has been given to  this supposed ‘law ’ in the subsequent litera­
ture, since it seems to  explain only too well the observable and quite massive 
centralization o f econom ic and political pow er within a few dom in ant corpo­
rations. But like all o f  M a r x ’s ‘law -like’ statem ents, we should be chary o f 
attribu tin g abso lu te and unchecked pow ers to it. In the sam e m anner that we 
can identify countervailing forces to the ‘law o f  rising organic composition of 
cap ita l’, so w e can conceive o f a variety o f forces that counteract the tendency 
tow ard s centralization.

M a rx  h im self p a id  m ost attention to thephenom enon of centralization. He 
argues that m onopoly  is the inevitable end result o f  competition and that the 
drive fo r control will lead to progressive vertical integration within the 
cap ita list system  o f production. The ultimate limit to this would be reached 
only ‘when the entire social capital w as united in the hands o f either a single
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cap ita list or a single capitalist com pany’ (C apital, vol. 1, pp. 626—8). But he 
argues elsewhere that the tendency tow ards centralization ‘w ould soon bring 
ab ou t the co llapse o f capitalist production if it were not for counteracting 
tendencies, which have a continuous decentralizing effect’ (Capital, vol. 3, p. 
2 4 6 ; Theories o f  Surplus Value, pt 3, p. 311). Certain ‘forces of repulsion’ are 
alw ays at w ork  to ensure that ‘portions of the original capital disengage 
them selves and function as new independent capitals’ (C apital, vol. 1, 
p . 625).

W hat M a rx  seem s to  be proposing is  that there is som e ‘equilibrium’ 
organ ization  of production  — expressed in term s o f size o f firm, degree of 
vertical integration, level o f financial centralization or whatever — that is 
consistent with capitalist accum ulation and the operation o f the law o f value. 
Furtherm ore, he seems to be suggesting that this equilibrium  point w ould be 
struck, in theory at least, by the w orking out o f opposed tendencies towards 
centralization  and decentralization. A s usual, we should view the concept of 
equilibrium  as a convenient m eans to identify the disequilibrium  conditions 
to  which cap italist society is prone. And, as usual also, we should look to 
identify the forces that disturb the equilibrium  organization of production 
under cap italism  and prom ote either excessive centralization or 
decentralization .

Th e problem , o f  course, is that M a rx  is not explicit as to the kind o f 
centralization  he is talking about (financial, productive, etc.), and that he 
does n ot explicitly  state  w hat are the ‘forces o f repulsion’ that m ake for 
decentralization , although he does in various p laces discuss the incentive for 
cap ital to engage in extensive sub-contracting of its operations (Capital, vol. 
1, p . 553) and the tendency within capitalism  to open up new branches of 
p rodu ction  that are typically sm all-scale and labour-intensive (Grundrisse, 
p . 751).

W e can, how ever, theorize about this process, given the findings o f  the 
previous chapter on the lim its to vertical integration and the necessary 
bou ndary  between production  and exchange. Increased vertical integration 
decreases the value com position  (which is advantageous for profit-making) 
but increases the turnover time (which diminishes the prospects for profits). 
The degree of vertical integration can, in the first instance, be interpreted as 
the p rodu ct of these tw o opposed incentives.

General considerations that fix the boundary between the sphere of 
cap ita list control within production and m arket exchange also now come 
into p lay . In the m arket, it is true, ‘chance and caprice have full p lay .’ But we 
m ust a lso  rem em ber that the law  of value, backed by the ‘authority’ of 
com petition  and ‘the coercion exerted by the pressure o f . . .  m utual interests’, 
is estab lish ed in p art through market co-ordinations which determine ‘how 
m uch o f its d isposab le  working-tim e society can expend on each particular 
class of com m odities’ (C apital, vol. 1, p. 3 5 5 —6). The spheres of production
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and exchan ge m utually condition each other. C apitalism  cannot d o  without 
m arket co-ordinations and still remain capitalism . Centralization extends the 
sphere of controlled production  at the expense o f  exchange. If the sphere of 
operation  o f  the latter is cut back to  the point where m arket co-ordinations 
are seriously  im paired, then the processes that allow  values to be determined 
(see chapter 1) are rendered less effective and the operation o f the law o f value 
is em ascu lated . Th is, presum ably, explains why excessive centralization 
w ithout countervailing ‘forces o f repulsion ’ w ould soon ‘bring about the 
co llapse o f  cap italist p rodu ction .’ The spheres o f  production and exchange, 
as separation s within a unity, are im portant to the perpetuation o f capitalism. 
The bou n d ary  betw een them m ay be fluid, but it cannot, evidently, stray too 
far from  som e equilibrium  point without seriously threatening the reproduc­
tion o f cap italism  itself.

M a r x ’s com m ent that the law  o f value asserts itself like ‘a law o f nature’ 
under cap italism  w as not a chance or flippant rem ark. The law o f value, to be 
sure, is a social product, but the social relations o f capitalism  ensure that a 
cap italist society is not only w edded to the law ’s consequences but must also 
perpetually  search to perfect the law ’s functioning. This implies that organi­
zational change ought to be interpretable in term s o f such a process. If this 
idea is accepted as a  hypothesis, then the task  before us is to explain  how the 
m anifest and far-reaching changes in organizational structure under 
cap italism  have served to perfect the operation o f  the law o f value. In this 
spirit, presum ably , Engels argued that the observable organizational changes 
during the nineteenth century were prom oted by the desire to enhance the 
produ ction  of surplus value.

B ut the transition  from  com petitive to m onopoly to state m onopoly form s 
of organ ization  certainly appears to  represent a  m ovem ent away from the 
‘au th ority ’ o f  com petition and therefore a m ovem ent aw ay from  the regula­
tory p ow er o f the law o f value. Som e M arxists have drawn such a conclusion. 
Baran and Sweezy, for exam ple, argue:

W e can not be content w ith  patching up and am ending the competitive 
m odel w hich underlies [M a rx ’s] econom ic theory. . . .  In an attempt to 
u nderstan d capitalism  in its m onopoly stage, w e cannot abstract from 
m on opoly  or introduce it as a mere m odifying factor; we must put it at 
the very center o f the analytical effort. (Baran and Sweezy, 1966, 
p p . 5 - 6 )

The abandon m en t of the ‘com petitive m odel’ in M arx  certainly does entail 
aban d on in g  the law o f value -  which, to their credit, Baran and Sweezy are 
fully p rep ared  to do. The trouble is that we cannot withdraw this, the 
lynch-pin o f M a r x ’s analysis, w ithout seriously questioning or com prom ising 
all of the other M arxian  categories. After all, when categories are defined
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relationally , then it follow s that one cannot be altered or magically whisked 
o u t of the analysis w ithout disturbing all of the others.2

B o ccara  likew ise accepts the idea o f  a transition from  a competitive 
through a m onopoly  to a state-m onopoly stage, but seeks to reconcile these 
tran sition s with M arx ian  theory by viewing them ‘dialectically’ rather than 
one-sidedly. The m ovem ent from  one form  to another is, in his view, an 
attem pt to overcom e the contradictions im plicit in an earlier form  by the 
creation  of a new form  of capitalism  which is, in turn, doom ed to express the 
fun dam en tal underlying contradictions o f capitalism , albeit in new and seem­
ingly quite different guises. We should not

confound the fa c t  that cap italism  alw ays rem ains capitalism  with the 
idea that the relations of production and the overall economic structure 
rem ain un-transform ed. A ccording to  M arxist theory, the relations of
p rodu ction  are the object o f an incessant p rocess o f transform ation----
Th is does not prevent the essentially capitalist nature o f these relations 
being preserved and deepened; the fundam ental relation o f exploitation 
o f the pro letariat persists. (Boccara, 1974 , p. 31 )3

The kind o f reconciliation that Boccara proposes must, if it is to be 
convincing, be both theoretically secure and historically appropriate. A 
M a rx ia n  theory of cap italist dynam ics must be united with the results o f 
h istorical m aterialist investigation — a unification that M arx  insisted was vital 
to both . Since this is ever a difficult task , I shall proceed schematically. 
T h eoretically , I will presum e that the operation o f the law o f value depends 
upon  the articulation  o f a set o f com petitive mechanisms which serve three 
fun dam en tal p u rp oses: to equalize the prices o f com m odities, to equalize the 
rate of profit betw een firms and among sectors and, finally, to channel the 
m ovem ent of cap ital and allocate labour pow er so that accum ulation can be 
sustained. F or the sake o f simplicity I shall also  abstract entirely from the 
actu al m echanics of the process whereby new organizational structures are 
form ed. The basic  task  is then to com pare the supposedly different stages of 
cap italism  with respect to  degree o f com petition, price and profit equalization 
an d  the self-sustaining flow o f capital into lines o f activity productive of 
surp lus value.

C onsider, now , the supposedly ‘com petitive stage’ o f  capitalism  as it 
ex isted  in, say, the 1840s in the ‘advanced ’ capitalist world. Industrial activity 
a t that time was organized alm ost entirely on the lines o f the family business 
enterprise, using m ethods o f  accounting and business practices which were

2 There is a certain irony here. While Baran and Sweezy prepare to abandon the law 
of value in exchange, Braverman (1974), deriving inspiration from their work, shows 
convincingly how the M arxian notion o f value captures with devastating accuracy the 
conditions that prevail within production (see above, chapter 4, section II). How 
values can prevail within production but not in exchange is a mystery to me.

3 For a  strong criticism o f Boccara’s formulation see Theret and Wievorka (1978).
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extrem ely traditional in the sense that the entrepreneur of the 1840s would 
have felt quite at home in the business milieu o f fourteenth-century Italian 
m erchants. Ow nership and m anagem ent were one and the sam e, the size o f 
firm w as such that the whole industrial structure could reasonably be 
characterized as highly decentralized. O f course, there were at that time 
plenty of exam ples o f vertically integrated industries in which the social 
division o f  labou r had yet to take hold, as well as older m onopoly form s 
which h ad  not yet been elim inated -  the British East India Com pany lasted 
until 1 8 45 , for exam ple. We m ight reasonably suppose that the latter would 
pass with tim e, as w ould the extensive sectors o f  activity still organized along 
pre-capitalist lines (artisan production , peasant agriculture, petit bourgeois 
com m erce and w orkshop  production , etc.). All o f these form s would ulti­
m ately be reduced to  the pure capitalist m odel. The only activities that were 
large-scale and centralized were public or quasi-public w orks —  railroads, 
canals, p ort and harbour facilities, etc. — and governm ent finance. Some o f the 
m ajor banking houses, such as Barings and Rothschilds, were in a position to 
m ake or break  governm ents, and the taxing pow ers of the latter were increas­
ingly integrated into the world o f high finance via governm ent debt. In these 
arenas there were abundant com plaints concerning the immense concentra­
tions o f econom ic and financial power. But industrial and agricultural 
activity, by and large, was sm all-scale, fairly decentralized and generally 
independent o f direct financial control by the ‘high financiers’ who, by and 
large, resisted direct long-term involvement with industrial and agricultural 
production . The main connection between productive activity and the world 
o f finance lay in the provision o f short-term commercial credit.

But it is one thing to  point to the sm all scale o f enterprise and fragm enta­
tion o f econom ic activity, and quite another to presum e that this entailed 
perfect com petition , the equalization of prices and profits, let alone an 
adequ ate  basis for sustained accum ulation. Price variations from  locality to 
locality  were quite m arked. W hile there are not many system atic studies on 
differentials in profit rates, w hat evidence we do have — all o f which is in 
m oney-price term s -  suggests that it varied greatly from firm to firm, from 
industry to  industry and from  p lace to place.4 The mechanism s for equalizing 
prices and profits through com petition were anything but perfect, and labour 
a llocation s w ere haphazard at best. And it is not hard to see why.

T o  begin w ith, transport costs were relatively high and the spatial integra­
tion of n ation al econom ies, let alone the international economy, w as in its 
very early stages. Quite small firms could operate as m onopolists in the local 
m arkets they com m anded. T ransaction  costs — the necessary expenses of 
circulation  — were also  relatively high in relation to volum e and value, while 
the flow of inform ation  w as slow, sporad ic and incomplete with respect to

4 Studies on what actually happened to profit rates are few and far between. Bouvier 
etal. (1965) have produced one of the best and most instructive works on the subject.
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price m ovem en ts, profit opportunities, techniques o f  production, and so on. 
C ap ita l m arkets were in a very primitive state; they were often local rather 
than  n ation al, and the whole institutional fram ew ork for facilitating the flow 
of m oney (whether to perm it com m odity exchange or in its function as money 
cap ital) w as scarcely adap ated  to bring about rapid adjustm ents in produc­
tion. A nd to  cap  it all, the traditional fam ily structure o f ow nership w as as 
m uch a barrier as a virtue when it came to being able to respond to a new 
p rofit opportun ities. Since ow nership and control were identical and the joint 
stock  com pan y form  h ad  yet to penetrate far into industrial and agricultural 
activity, the potential for expansion  o f business, either through large-scale 
o p eration  or be geographical spread, w as strictly limited by the m anagerial 
capab ilities of the fam ily o r a limited partnership.

A  high degree o f  organizational decentralization went hand in hand, 
therefore, w ith localized m onopoly pow er and all m anner o f frictions and 
b arriers that inhibited true com petition and prevented the equalization of 
prices and p ro fits .5 The virtue o f the pioneering entrepreneurial capitalists, 
those legendary figures o f  nineteenth-century capitalism , lay precisely in their 
rem ark ab le  ability to sustain accum ulation in the face o f all o f these barriers — 
including, we should note, their own mode of organization. And if the 
technological transfers and the capital m ovem ents were quite remarkable, 
given the general state o f affairs, this did not and could not am ount to 
perfection  o f com petition by any standards. So why on earth do we typically 
dub this period  o f cap italist history as ‘the classical competitive stage’ ?

The answ er presum ably lies in the m anner in which the ‘firm ’ has been 
idealized in bourgeois thought and the hegem onic role that this thought plays 
in fash ion ing our understandings o f the world. The vision o f entrepreneurs, 
p ursu in g  their ow n individual self-interest but guided by the invisible hand of 
the m arket in such a w ay that they enhanced the general social welfare, is 
com m on  to  A dam  Smith and contem porary neoclassical economics. The 
latter, in p articu lar, idealizes firms in ways that never existed and fetishizes 
the sm all-scale enterprise, which lacks any degree o f  m onopolistic market 
pow er, as the ideal agent for achieving competitive equilibrium. Hence has 
arisen  an unjustified association  between sm all scale o f organization and 
com petitiveness.

M a rx  w as not deceived by such a vision. And we should not be either. In the 
su p posed ly  ‘com petitive’ stage of capitalism , when firms were indeed rela­
tively sm all, the law  o f  value operated imperfectly and the laws o f m otion 
were but partially  felt. The problem  in the 1840s, therefore, w as to perfect 
com petition , enhance the operation o f the law  o f value and continue to

5 Chandler (1962, p. 3) writes: ‘companies bought their raw materials and their 
finished goods locally. When they manufactured for a market more than a few miles 
away from  the factory, they bought and sold through commission agents who handled 
the business o f several other firms.’
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increase the productivity o f labour so that accum ulation could be sustained. 
The barriers to circulation and movem ent had to be overcom e and local 
m onopolies elim inated through spatial integration. Transaction  costs had to 
be much reduced, m echanism s for the collection and dissemination o f infor­
m ation  im proved and an institutional structure to facilitate money paym ents, 
capital flow s, etc., had to be created. Solutions had to be found to all o f these 
problem s. The irony here is that the traditional small-scale organization of 
the firm -  so  idealized in bourgeois theory as the paragon  o f competitiveness — 
was one of the m ost serious barriers to finding solutions to these problem s. 
The traditional organization  o f  the firm had to be overcom e in order to 
perfect the com petitiveness o f exchange and profit-making.

T o  som e extent the barriers to com petition were reduced by m assive 
im provem ents in transport, com m unications and banking techniques. In 
each o f  these sectors, however, we can witness the rise o f large-scale, quasi- 
m on opolistic  form s o f  organization  with quite im m ense m arket pow er by 
nineteenth-century stan dard s. The railroads, in particular, provided the 
teething groun d for modern corporate form s o f organization. The ‘organiza­
tional revolution ’ that took  place at the end o f  the nineteenth century, and 
which culm inated in the emergence o f trusts and cartels, can in part be seen as 
an attem pt to deal with all o f these barriers to com petition by replacing the 
fam ily  business by m odern business enterprise. This replacement occurred, 
accord in g to Chandler, when ‘adm inistrative coordination perm itted greater 
productivity , low er costs and higher profits than coordination by market 
m ech an ism s.’ The advantages o f  the new form  were many:

By routinizing the transactions between units, the costs o f these trans­
action s were low ered. By linking the adm inistration o f producing units 
with buying and distributing units, costs for inform ation on m arkets 
and sources o f supply were reduced. O f much greater significance, the 
internalization  o f many units perm itted the flow o f goods from  one unit 
to another to be adm inistratively coordinated. M ore effective schedul­
ing of flows achieved a more intensive use o f  facilities and personnel 
em ployed in the processes o f production and distribution and so 
increased productivity and reduced costs. (Chandler, 1977, pp. 6—12)

M odern  business enterprise o f  this sort, Chandler m aintains, ‘appeared for 
the first time in history when the volume o f econom ic activities reached a level 
that m ade adm inistrative coordination  m ore efficient and more profitable 
than m arket coord in ation .’ The quest for profit diminished the role of 
exchan ge and extended the sphere o f p roduction  because, at a certain scale o f 
ou tpu t, the transaction  and circulation costs were higher in the market than 
they were within the firm. By internalizing these costs, the firm could 
dim inish  barriers to the circulation o f capital and improve upon the capacity 
to  equalize the profit rate. The centralization o f capital may, therefore, 
im prove rather than dim inish the capacity to equalize profits.
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Th e m odern  business enterprise also  entails, as M a rx  saw , a ‘transform a­
tion o f the actually  functioning capitalist into a mere m anager, adm inistrator 
o f other p eop le ’s capital, and o f the ow ner o f capital into . . .  a mere 
m on ey-cap italist’ (C apital, vol. 3 , p. 436). The financial form  which 
cap ita lism  then assum ed perm itted ‘an enorm ous expansion o f the scale of 
p rodu ction  and o f enterprises’, far beyond that which individual capitalists 
cou ld  ever hope to achieve. And this m eant ‘the abolition o f capital as private 
p rop erty  within the fram ew ork o f capitalist production itself’ (C ap ital, vol. 3, 
p. 4 3 6 ).

T h is separation  o f  ow nership and m anagem ent helped to overcome the 
m an ageria l lim itations of the old-style family firm and to  open up the field of 
app lication  o f techniques o f m odern m anagem ent and organization. But 
there were dangers attendant upon it. A dam  Smith, doubtless with the 
speculative bubbles o f the early eighteenth century in mind, regarded joint 
stock  com pan ies as licences for irresponsible entrepreneurs to speculate with 
o ther p eop le ’s m oney. The reluctance to sanction joint stock forms o f organi­
zation  except for large-scale sem i-public w orks — canals, railroads, docks, etc. 
— derived precisely from  such objections. The whole history o f speculative 
crashes from  the mid-nineteenth century to  the present time suggests that the 
ob jections are fa r  from  unfounded, and that the ‘finance’ form  o f capitalism  
faces a perpetual problem  o f  keeping its ow n house in order (see below, 
ch apters 9 and 10).

B ut the net effect o f  increasing scale, centralization o f  capital, vertical 
in tegration  and diversification within the corporate form  o f enterprise has 
been to replace the ‘invisible hand’ o f the m arket by the ‘visible hand’ o f the 
m an agers. H ow , then, does this visible hand or m anagerial co-ordination 
within the sphere o f  production relate to the expression o f value which, our 
theory tells us, m ust at least partially be arrived at through exchange?

M o n o p o ly  control and m arket pow er perm it the large corporation to be a 
‘ price-m aker’ rather than a ‘price-taker’ in the m arket. But although m ana­
gers have a variety o f  pricing strategies available to them, none is exactly 
arb itrary  and som e, such as m arginal cost pricing, are as well attuned to 
supply  and dem and conditions as any open m arket pricing ever was. While it 
is true the resulting prices are not the same as those arrived at through 
com petitive pricing, the deviations are by no means substantial enough to 
w arran t aban don in g the idea that values are expressed through market 
prices. Supply  and dem and sim ply replaces open competition as the 
m echanism . The objection  that m anagers m ake decisions based on considera­
tions o f  relatively long-term stability and grow th has more substance to it 
(although for m any the long-term  is not very long). The sh ift o f time horizons 
and the capacity  fo r p lanning obsolescence is particularly im portant when it 
com es to  questions o f  the use o f  fixed capital (see chapter 8).

There can be little doubt also  that the ‘m anagerial class’ has to some degree
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taken on a life o f  its ow n, becom e ‘relatively auton om ous’ from  the owners o f 
cap ital and thereby becom e a ‘source o f perm anence, pow er an d  continual 
g ro w th ’ .6 T o  the degree that m anagerial structures have become bureau­
cratized, they have becom e rigid, inflexible and incapable o f m ajor adap ta­
tion. T o  the extent that the m odern corporation has captured science, tech­
n ology  and planning — and, via the patent law s, evolved a capacity to regulate 
innovation  —  it has successfully internalized the processes o f technological 
ch ange .7 The corporation  sets out to produce new kinds o f work processes 
and new organizational structures, as well as new products and new product 
lines. T o  the extent that it dom inates certain branches o f production, it 
p rom otes these at the expense o f  all others, often to the detriment o f overall 
econom ic structure. And to the extent that corporations are forced, by virtue 
of their size and im portance, to negotiate with governments, they play politics 
overtly, covertly and unscrupulously in their own self-interest.

In all o f these respects the modern corporate form  o f  organizations appears 
to  be the antithesis o f competitiveness and, by im plication, incapable o f 
equalizin g prices and profits in accordance with prices o f production and the 
average rate o f profit.

B ut let us look  at the other side o f  this picture. Th e large financial conglom ­
erate has achieved the capacity to switch capital and manpow er from  one line 
to another and from  one p art o f  the w orld to another ‘in the twinkling o f an 
eye’ . It can and does evolve extremely sophisticated systems forgathering and 
using in form ation  on production  techniques, m arket and profit oppor­
tunities. T ran saction  costs are m inimized within the corporation, and pro­
duction  and distribution can be planned down to the last detail as if no 
internal barriers to  realization existed. It can likewise respond to  many o f the 
difficulties attendant upon increasing reliance upon fixed capital by planning 
fo r obsolescence. In all o f these respects, the modern corporation has 
increased the potentiality to achieve an equalization o f the rate o f profit 
w ithin its confines.8

It is, how ever, one thing to speak  of potentiality and quite another to point 
to  the necessity o f achievem ent. T o  discover the secrets o f profit equalization 
and the contem porary form s o f competition, we have to penetrate the maze of 
m odern  m anagerial structures in much the sam e way that M arx  insisted we

6 Chandler (1977) provides a lot of good history on this. The general problem of the 
‘m anagerial class’ has been taken up by a number o f writers such as Poulantzas (1975), 
Becker (1977) and Wright (1978).

7 N oble (1977) provides an excellent account o f  how this came about.
8 This is the principle conclusion to be drawn from  the work of Palloix (1971, 

1973); see also the readings edited by Radice (1975). In contrast with the disjunction 
that prevails between Barran and Sweezy on the one hand and Braverman on the other 
(above, n. 2), Palloix couples this vision of increasing penetration o f the law of value 
through international exchange with increasing penetration o f the law of value in 
production (see Palloix, 1976).
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sh ou ld  penetrate ‘into the hidden abode o f production, on whose threshold 
there stares us in the face “ N o  adm ittance except on business”  [in order to] 
force the secret of profit m aking’ (C apital, vol. 1, p. 176).

C handler is  one o f  the few historians who have been privileged to enter into 
this difficult territory. H is discoveries are of interest. M ost im portant from 
the stan dpoin t of our present argument is that w hat appears on the outside as 
a steady  and seem ingly irreversible m ovem ent towards centralization has 
been accom panied on the inside by a progressive, controlled decentralization 
in the structure o f  m anagem ent. Here, perhaps, we can find the secret o f the 
counteracting m ovem ent tow ards decentralization which prevents the col­
lap se  o f cap italist production  through excessive centralization. The idea o f an 
equilibrium  organization , achieved by a balance between the forces o f repul­
sion , m aking for decentralization, and the forces o f centralization is not at all 
rem ote. But it is now  expressed by an internalization o f com petition within a 
co rpo ration  that presents itself to the world as a centralized m onopolistic 
m onster.

T he h istorical evidence is not inconsistent w ith  such an argument. 
D ecentralized , m ultidivisional structures within the large corporation began 
to em erge in the 1920s in response to specific kinds o f  problem s which the 
centralized system s o f the immediately preceeding period had had great 
difficulty in handling. A s C handler put it, ‘by placing an increasingly intoler­
able strain  on existing adm inistrative structures, territorial expansion and to 
a m uch greater extent product diversification brought the multidivisional 
fo rm .’ The structural reorganization undertaken at General M otors in the 
m idst o f the crises o f  1921—2 created a decentralized organization that: ‘not 
only helped it to win the largest share o f the autom obile market in the United 
S tates, bu t a lso  to expan d  and adm inister successfully its overseas m anu­
facturin g and m arketing activities. Furtherm ore, because o f its adm inistrative 
structure, it was able to execute brilliantly a broad strategy o f diversification 
in the m aking and selling o f all types o f engines, and products using engines, 
in the years after the autom obile m arket fell o ff in the late 1 9 20s.’ C om peti­
tion, even o f  the limited variety that operates under market oligopoly, soon 
forced the other autom obile com panies to follow  suit. The decentralized, 
m ultid ivisional corporate structure had become general throughout the 
w orld  by the 1 9 6 0 s.9

T h e interesting point, o f  course, is that this decentralized structure is so 
organ ized th a t each division (whether it be a product line o r a territory) can  be 
held financially accountable. The m anagerial perform ance o f each division 
can  be m easured in term s o f a rate o f return on capital from each division. The 
function  o f central m anagem ent is to m onitor perform ance and to allocate 
resources -  labour pow er, m anagerial skills and finance -  in relation to the

9 Chandler (1962, pp. 4 4 —6); Hannah (1976) provides an anologous study o f the 
British experience. See also Scott (1979).
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present or estim ated future profitability o f  each division. With transaction 
costs held to  a m inim um , the m odern m anagerial structure generates a  form  
o f com petition  within itself which often has the effect o f equalizing the profit 
rate. The central conclusion to which this points is that the modern financial 
conglom erate is, in terms o f its internal organization at least, far more 
efficient and effective at equalizing the profit rate than its supposedly 
perfectly com petitive forebears were in the first half o f the nineteenth century.

T h is m ultidivisional corporate structure and the internalization o f com ­
petition  did not com e about by accident. The large trusts and cartels form ed 
at the beginning o f this century in a phase o f  massive centralization o f capital 
were, within a short period, in deep financial difficulty, in spite o f all o f their 
su p posed ly  immense m arket pow er. And they were in difficulty precisely 
because they did not know  exactly where, in the m idst o f  their com plex 
op eration s, profits were com ing from  or unnecessary costs were being incur­
red. Th e co llapse o f capitalist production indeed appeared imminent, had not 
‘ the forces o f repulsion ’ been unleashed to create the multidivisional 
structure.

T h e ‘forces o f  repulsion ’ w ere m obilized, however, by external constraints 
op eratin g  through the m arket -  constraints that forced even the largest of 
co rpo ration s into some kind o f conform ity to the law o f value. This brings us 
to the question  o f how  competition is m aintained between financial conglom ­
erates and the degree to which this com petition produces an equalization of 
p rices and profits across all econom ic units no m atter what their size or type.

The m ain  test o f o ligopoly  and m onopoly lies in the degree o f m arket 
p ow er and the ability to dictate prices free o f com petitive pressures in the 
m arket p lace. M arket prices are equalized at the dictates o f the m onopoly or 
accord in g  to  strategies o f ‘price leadership ’ within an oligopoly. Profit rates 
m ay still be equalized, but the equalization is distorted by m onopoly prices 
w hich supposed ly  deviate from  the prices o f production that w ould be 
realized under com petition.

It is easy to  m ake rather too much o f this argum ent. Large corporations, 
operatin g  within an oligopolistic m arket environment, are subject to a variety 
o f com petitive pressures. They com pete through product differentiation, 
m arketin g sophistication  and so  on. The separation  between ow nership and 
m an agem en t also has an im portant im pact upon the form  that competition 
now takes. T o  the extent that the corporation  operates on borrow ed funds 
and raises money through issuing stocks and bonds, it enters into a general 
com petition  for money capital. The perform ance o f an enterprise is m easured 
in term s o f  yield (surplus value distributed as profits to stock and bond 
holders) and prospects fo r long-term  grow th. An inefficient and low-paying 
enterprise cannot stay alive for long, no m atter w hat its m arket power with 
respect to prices.

C om petition , therefore, takes m any form s besides those that attach to price
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com petition  in the m arket. M anagerial practices and reorganizations have 
internalized com petitive processes within the firm (even created internal 
lab o u r m arkets), while com petition for money capital has shifted the focus to 
cap ital m arkets as the m eans for disciplining even the m ost powerful of 
econom ic units. These form s o f com petition may be just as effective at 
equalizin g prices and profits, given the superior efficiency achieved in other 
respects, as was the classic form  o f m arket co-ordination in which the 
‘ invisible h an d ’ supposedly  guided entrepreneurs unerringly to behave in 
accordan ce with the law of value.

T h is is not to say, however, that com petition functions perfectly under 
o ligopoly . Indeed, there are many problem s as epitomized by the interlocking 
relations between financial institutions and industrial corporations, the p ro­
liferation o f  holding com panies and large financial conglom erates (which 
often  pay  little attention to details o f day-to-day m anagem ent), etc. Com peti­
tive processes — of whatever sort — are alw ays liable to be em asculated by 
excessive centralization. And the very size, weight and power of the economic 
actors involved mean that it becomes less and less certain that capitalist forms 
o f organ ization  will approxim ate to that equilibrium  state which would 
ensure the equalization  o f prices and profits and sustained accumulation.

The problem  o f  m aintaining competitive processes through organizational 
arrangem ents becom es even m ore acute when we consider state involvement 
in the spheres o f production  and exchange. We are speaking here o f the 
varieties o f direct intervention on the part o f  the state rather than o f the state 
as protector o f private property rights, contracts, etc., or the state as ‘m an­
ager’ o f the processes o f  production and reproduction o f labour pow er 
(through investm ents in health, education, w elfare services, etc.). While the 
w hole question  of state interventionism is far too complex to be dealt with 
thoroughly  here, we can identify straight aw ay countervailing tendencies 
tow ard s centralization  and decentralization being expressed both within and 
through  the state apparatus.

O n  the one hand, we see the state seeking to prevent excessive centraliza­
tion either by regulating capitalist form s o f organization (through a battery of 
law s designed to prevent m onopolization) or by generating decentralized 
adm in istrative arrangem ents within itself. The political and administrative 
structure of federalism  and the organization o f the banking industry in the 
U nited States provide excellent exam ples o f highly decentralized arrange­
m ents m aintained through the agency o f  the state itself.

On the other hand, government frequently acts to stimulate the centraliza­
tion o f  capital. M ergers and takeovers may be encouraged and even 
subsid ized as p art of a governm ent-sponsored policy o f industrial reorganiza­
tion. Large-scale undertakings that are beyond the scope o f  private capital 
m ay be financed, built and even m anaged by govern m ent- no new large-scale 
iron and steel plants have been built in Europe in recent years without
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extensive governm ent participation , for exam ple. Public utilities, transport 
and com m unications are fields in which the government either participates 
directly or regulates, in part because o f  the scale o f investment required and in 
p art because we are here dealing with ‘natural m onopolies’ which arise 
because it is physically im possible to have a large number o f competitors 
op eratin g  in the sam e area (15 different railroads between tw o points just 
does not m ake sense). And governm ents m ay seek, under certain circum­
stan ces, to consolidate failing enterprise in som e key sector o f the economy 
and to subsidize it in order to low er the cost o f constant capital inputs to 
p rivate firm s. Th is leads, of course, to  a distortion of market prices in relation 
to prices o f production , and this can lead to a re-structuring o f profit rates 
accord in g to the lines dictated by government.

The fiscal and m onetary policies that governm ents pursue likewise have 
p ro fou n d  im pacts. Designed to m aintain ‘econom ic stability and grow th’, 
these policies, whether constructed along Keynesian lines or not, cannot 
avo id  having im plications for capitalist form s o f organization. T o  begin with, 
the channelling of the flow of capital through the government apparatus itself 
yields highly centralized fiscal and m onetary pow ers to the government. 
M ilitary  expenditures and large-scale public w orks can, under certain condi­
tions, ab so rb  large portions o f the total social product. In addition, laws 
govern ing taxation , depreciation arrangem ents, etc., which m ay themselves 
be constructed as p art o f the battery o f tools for guaranteeing economic 
stab ility  and grow th, often have profound consequences for corporate 
organ ization .

Th ese are all very com plex m atters, which deserve careful study. The 
p u rp o se  in broaching them here is to consider in general theoretical terms the 
degree to which these kinds o f organizational arrangem ents can possibly be 
consistent with the operation o f the law o f value as M arx  defined it. On the 
surface at least, the activities o f governm ent seem to have little or nothing to 
do with the m aintenance o f that com petitive exchange process through which 
M arx ian  theory sees the law  o f value operating. ‘State monopoly capitalism ’, 
a s  it is som etim es called, appears even m ore fundam entally antagonistic to 
the operation  of the law of value than does m onopoly or finance capitalism . 10

10 The theory o f the state has been the subject o f intensive discussion among 
M arxists in recent years. The debate has been many-sided and impossible to sum­
m arize in a short space. Fine and Harris (1979), Holloway and Picciotto (1978) and 
W right (1978) provide interesting perspectives and summaries. The way in which I 
introduce the state into the argument here suggests a certain sympathy with the 
approach  advocated by Holloway and Picciotto. They argue for a materialist theory of 
the state constructed out o f a careful examination o f the necessary relationship 
between state form s on the one hand and form s o f production and social relations as 
these are expressed through the contradictory processes of accumulation on the other. 
Stripped o f its potentially arid logical formalism, this approach has, I believe, a lot to 
offer in helping us understand many aspects o f the state under capitalism. Whether or
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W e can reduce the com plexity o f this question by focusing on the 
m echanism s whereby the state may be disciplined by capital. This does not, 
unfortunately , resolve all difficulties, but it indicates one path we can follow 
to extricate ourselves from  what appears to be a serious theoretical impasse.

W e could  conceive o f the state as being controlled politically in the interest 
o f the cap italist class. The idea that the state is ‘the executive committee o f the 
b ou rgeo isie ’ is not unfam iliar in M arx ist circles. While there is often an 
elem ent o f  truth in such a conception, we do not necessarily have to invoke it 
here since there are other forces at w ork which can equally well serve to 
discipline the state to the requirements of capital — assum ing, of course, that 
the basic  legal and institutional arrangem ents of capitalism  are preserved. 
T h ese forces are prim arily financial. In the first place, taxes — which form  the 
life-blood of state activity — are themselves a slice out of surplus value or out 
of variab le capital. The state cannot take out more than some ‘equilibrium 
sh are ’ of surp lus value or variable capital without fundamentally disrupting 
the distributional arrangem ents that underlie the circulation o f capital. We 
sh ou ld  note here, o f  course, that, since production and consum ption can 
never be equilibrated under the antagonistic relations o f distribution, it 
becom es a distinctive aim  o f Keynesian policies to undertake the im possible — 
hence, the m ore Keynesian policies succeed in equilibrating production and 
consum ption  in the long run, the more they threaten the social relations of 
d istribution  which are central to capitalism. When public policy is forced to 
revert to protect those social relations of distribution, the ability to equili­
brate p roduction  and consum ption is immediately diminished.

Secondly, to the degree that the state engages in direct production on a 
long-term  basis, it usually has to borrow from  capital markets. It cannot 
b orrow  w hat is not there, and it is forced to compete, albeit on a somewhat 
priv ileged basis, for its share o f  money capital. It m ust also provide a rate of 
return on the cap ital it borrow s — a return that must come either directly out 
o f the exp lo itation  o f  labour power in the sector under its control or indirectly 
by taxatio n  of surplus value produced elsewhere.

W hat all o f  this means is that at som e point or other the state has to be 
financially accountable in relation to the fundam ental processes o f  capital 
circulation  and surplus value production. The mechanisms whereby this 
accoun tability  is pressed hom e are often intricate and subtle. But there are 
enough exam ples o f the gross exercise o f disciplinary powers to m ake this 
argum ent m ore than merely plausible. A dom inant capitalist power, such as 
the United States, or an international agency, such as the International

not it can lead us all the way to the complete theory o f the state is another matter, 
which at this juncture 1 am not prepared to speculate upon. 1 will come back to this in 
the concluding comments to this work.
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M on etary  Fund, will likely put strong pressure on weaker governments to 
conform  to certain stan dards of behaviour. Government participation in 
certain  sectors that are judged to be the domain o f private enterprise m ay be 
curtailed an d  the excessive centralization o f  econom ic pow er within the 
governm ent checked. Stringent requirem ents may be put upon the operations 
o f  state enterprises (with respect to their efficiency and profitability, for 
exam ple) as governm ents seek financial support. Britain, Italy and Portugal 
num ber am on g the several countries that have been financially disciplined by 
the International M onetary  Fund in recent years. The government o f N ew  
York City w as sim ilarly disciplined by forces mobilized within the financial 
system  of the United States in the period 1973—8.

The conclusion  w e can reasonably draw  is that states that stray too far 
from  organ ization al form s and from  policies that are consistent with the 
circulation  of capital, the preservation of the distributional arrangem ents o f 
cap italism  and the sustained production  o f surplus value soon  find themselves 
in financial difficulty. Fiscal crisis, in short, turns out to be the means whereby 
the discipline o f capital can ultimately be imposed on any state apparatus that 
rem ains within the orbit o f capitalist relations o f production.

Th e whole history o f  organizational change under capitalism  can, it seems, 
be interpreted as a progression dictated by a striving tow ards perfection in the 
op eration  o f the law  o f value. C apitalism  has, by this account, become more 
rather than less responsive to the law o f value. The surface appearance o f a 
m ovem ent away from  com petitiveness to m onopoly and state-m onopoly 
form s — while descriptively accurate in certain respects — turns out on inspec­
tion to be historically and theoretically m isleading if taken too literally. 
C ap ita lism  has never been perfectly com petitive or even remotely in accord­
ance with that ideal. In striving to becom e more com petitive, capitalism  has 
evolved structures that diverge from  a predom inant imagery o f what a truly 
com petitive organization  should look  like. But in its practices it has evolved 
new  m odes o f com petition that perm it the law o f  value to operate in diverse 
but ever m ore effective ways. Daily life for the m ass o f people held captive 
w ithin the social relations o f capitalism  has grown ever more competitive. 
C om petition  on the international stage sharpens; the disciplining o f govern­
m ents by financial m echanism s becom es part o f our daily diet o f news. 
D iv ision al m anagers feel the sharp edge o f competition daily in their com ­
m unications with central m anagem ent. From all o f these standpoints we see 
the law s of m otion  of capitalism  still in the course o f perfection, the law o f 
va lu e  finally com ing into its own as the absolute dictator over o u r lives.

But to say that the law  o f  value is being perfected is not to suggest that we 
are m oving into an era o f capitalist harm ony. Far from  it. The law o f value 
em bodies contradictions and the organizational arrangem ents that are 
fash ion ed  in accordance with its w orkings cannot, under such circumstances, 
them selves be free o f contradictions. The result is a tendency tow ards chronic
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organ ization al instability within the capitalist m ode o f  production . 11
The drive to control all aspects o f production and exchange tends to create 

an over-centralization o f capitals -  in both the private sector and the state — 
th at is indeed a threat to the perpetuation of capitalist production itself. To 
the degree that the com pensating forces making for decentralization are 
difficult to set in m otion, so the system stagnates, becomes bogged down, held 
captive by the weight and com plexity o f its own organizational structure. 
C onversely , excessive decentralization and the chance and caprice o f the 
m arket can create such a climate o f uncertainty, so many gaps between 
produ ction  and realization, that it, too, has to be compensated for by moves 
tow ards centralization . The equilibrium  point between these two opposed 
tendencies is inherently unstable. It is, at best, achieved only by accident, and 
there are no m echanism s to prevent the antagonistic relations o f capitalism  
forcing organ ization al structures into disequilibrium . A t this point we can 
perceive that crises have a constructive role to play not only in forcing 
through new technologies in the n arrow  sense but also in forging new 
organ ization al structures which are more in accordance with the law o f value 
in that they provide the basis for renewed accum ulation through the produc­
tion o f  surplus value. This, however, is a m atter to which we will return in 
ch apter 7.

Beneath all o f this, there exists an even deeper irony. The law o f value is a 
so c ia l p roduct. And the social relation that lies at the bottom of it is none 
other than that between capital and labour. Yet the law  o f value itself entails a 
w hole series of organizational transform ations which cannot be accom p­
lished w ithout sim ultaneously transform ing class relations. The rise o f a 
‘m anagerial c la ss ’ , separate and distinct from  the owners o f capital, of 
governm ent structures o f intervention and regulation, o f increasingly 
hierarchical orderings in the division of labour; the emergence o f corporate 
and governm ental bureaucracies — all of these obscure the simple capital — 
lab o u r relation  that underlies the law o f value itself.12

T h at these extensive social changes are the product o f the law o f value 
sh ou ld  not be viewed with surprise. It simply confirms the basic M arxian  
p rop osition  with which we started out. W e seek to create a technological- 
organ ization al structure appropriate to a particular set of social relation-

11 Hilf erding (1970 edn) saw very clearly that the impact o f oligopoly, cartels, etc., 
distorted prices o f production even more than otherwise would be the case, and that 
m onopolization therefore tended to exacerbate rather than cure the underlying prob­
lems o f instability.

12 We noted in chapter 4, section I, that the transformation o f the labour process has 
tended tow ards an ever greater capacity to obscure the origin of profit in surplus value, 
and here we see the mirror image o f that idea as expressed in capitalist form s of 
organization. All o f which indicates that the theme of necessary fetishism that M arx 
enunciates in that extraordinary passage in the first volume o f Capital is more relevant 
than ever to our understanding o f the world.
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sh ips, only to  find that the latter m ust change to accom m odate the form er—in 
seeking to change the w orld, we change ourselves. Or, put in more classical 
M a rx ian  form , the resolution o f  one set o f  contradictions within the social 
and technological apparatus o f capitalism  inevitably engenders others. The 
con trad iction s are replicated in new and frequently m ore confusing form s. 
A nd it is, o f  course, the w orking out of such a process that is writ so large in 
the h istory  of cap italist form s of organization and the transform ations they 
have undergone.



C H A P T E R  6

The Dynamics of Accumulation

C ap ita lism  is highly dynam ic and inevitably expansionary. Powered by the 
engine o f  accum ulation  for accum ulation ’s sake and fuelled by the exploita­
tion o f  labour pow er, it constitutes a perm anently revolutionary force which 
perpetually  reshapes the w orld we live in. H ow  can we represent and analyse 
the com plex dynam ics — the inner laws o f m otion — o f the capitalist mode of 
p rodu ction ?

M arx  addresses this question by fashioning a variety o f ‘abstract represen­
ta tio n s’ o f  the processes o f production and circulation o f capital. He then 
treats these representations as ‘theoretical ob jects’, system atically investi­
gates their properties, and so  builds various ‘m odels’ o f  the dynamics o f 
accum u lation . Each ‘m odel’ form s a particu lar ‘w indow ’ or vantage point 
from  which to view an extraordinarily  com plex process.

There are three m ajor ‘m odels’ o f  the dynam ics o f accum ulation set out in 
C ap ita l. Each reflects the m anner in which the ‘theoretical object’ is con­
stitu ted  in each o f the three volum es o f  Capital. In the first volume M arx  seeks 
to  uncover the origin o f profit in a production process carried o u t under the 
aegis o f the social relationship between capital and labour. The theory of 
su rp lus value is constructed and elaborated upon, and great em phasis is 
p laced  upon the processes o f technological and organizational change. But 
qu estions or difficulties that m ight attach to the circulation o f capital are 
excluded from  the analysis entirely under the simple assum ption that 
cap ita lists experience no difficulty in disposing o f  the com m odities they 
produce — com m odities generally trade at their values. This leaves M arx  free 
to constitute his first model o f  accum ulation, which explores the social and 
technological conditions that fix the rate o f exploitation. The model, though 
firmly anchored within the theoretical dom ain o f production, therefore deals 
with the distribution  o f the values produced as between capitalists and 
labourers. The m odel is argued out in tough, rigorous and uncom prom ising 
term s.

The second volum e o f  C ap ital focuses upon the circulation of capital 
through all of its phases
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P roduction  and purchase o f  labour pow er are viewed as relatively un- 
p rob lem atic  ‘m om ents’ in this process. The focus is upon problem s that arise 
a s cap ital m oves from  one state to another and in the exchange relations that 
m u st prevail if capital is to be realized. Technological change is very little 
em phasized, and the grand lines of class struggle, so  evident in the first model, 
d isap p ear alm ost entirely from  the picture. This perm its M arx  to  construct a 
quite different ‘m odel’ of accum ulation through the expanded reproduction 
o f  the circulation  of capital. The model is grounded in the theoretical dom ain 
of circulation  o f  cap ital and exchange, and deals with the conditions of 
realization  of capital through consum ption (see above, chapter 3). But it is 
a rgu ed  im aginatively and tentatively rather than rigorously.

Th e intent in the third volum e o f  C ap ital is to synthesize the findings o f the 
first tw o volum es and to build a m odel that integrates production—distribu­
tion relationship  with production—realization requirements. A  synthetic 
m odel of cap italist dynamics — o f ‘capitalist production as a whole’ — is built 
around the theme of ‘the falling rate of profit and its countervailing 
tendencies.’ T h is m odel, deceptively simple in form , is used as a vehicle to 
ex p o se  the various forces m aking for disequilibrium  under capitalism  and 
thereby to  provide a basis for understanding crisis form ation and resolution. 
U nfortunately, the m odel m akes very little reference to the findings o f the 
second volum e, and therefore lacks firm grounding in a  theoretical dom ain 
w hich ou ght to encom pass production and circulation jointly. Th e model has 
to  be treated, then, as a prelim inary and quite incomplete stab at understand­
ing a difficult and com plex problem . Ju st how incomplete this third model is 
we shall shortly see.

The intent o f this chapter is to outline the characteristics o f  each o f these 
‘m o d els’ of accum ulation  and to  assess their shortcom ings as well as the 
insights they generate. Like M arx , 1 shall try to lay out the argum ent in such a 
way th at the fundam ental underlying contradictions between production and 
exchange, between the equilibrium  requirements for the production of sur­
p lu s value and the circulation o f capital, become readily apparent. These 
contrad iction s do indeed provide a valid basis for understanding the form a­
tion and resolution  o f crises under capitalism . T he actual mechanics o f that 
p rocess, so  vital to the inner logic o f  capitalism , will then be taken  up in 
ch apter 7.

I T H E  P R O D U C T I O N  OF S U R P L U S  V A L U E  A N D  T H E  
G E N E R A L  L A W  OF C A P I T A L I S T  A C C U M U L A T I O N

If, a s  M a rx  avers, ‘the historical m ission  o f the bourgeoisie’ is ‘accum ulation 
fo r accum u lation ’s sake, production for production ’s sake’ (C ap ital, vol. 1 ,
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p. 5 9 5 ), then a portion  o f  the surplus value m ust be converted into new capital 
to produce more surplus value. Tow ards the end o f  the first volume o f 
C ap ita l, M arx  spells out the ‘influence o f  the growth o f  capital on the lot o f 
the labourin g c la sses’ and in the process builds a model of the dynamics of 
accum ulation . Certain  assum ptions are tacitly incorporated in order to facili­
tate the argum ent. There are just two classes in society, capitalists and 
labourers. Th e form er are forced by com petition to reinvest at least a part of 
the surp lus value they appropriate in order to ensure their own reproduction 
as a class. The labourers, denied any access to means o f production, are 
entirely dependent upon employment by the capitalists for their livelihood 
(the w ork in g class can  produce nothing for itself). C apitalists encounter no 
barriers to the d isposal o f commodities a t their value. C osts o f circulation as 
well as all transaction  costs are ignored. The economy is considered as a single 
aggregate, so  that in put-ou tput relationships between different sectors can 
be ignored.

In such a highly sim plified econom y there are only tw o form s of revenue: 
w ages and aggregate profits, or, as conceptualized in value terms, variable 
cap ital and surp lus value. Since s/v represents the rate o f exploitation, we can 
exp lore  certain facets o f ‘the lot o f the labourer’ by exam ining changes in the 
rate o f  exp lo itation  under the social relations o f capitalist production and 
exchange. T o  do this requires that we exam ine the relative shares o f variable 
cap ital (the total wage bill) and surplus value (prior to distribution) in the 
to ta l social p roduct. A lthough M arx  conducts the analysis in value terms, 
there is tacit appeal to m arket prices because wages are considered free to 
vary from the underlying value o f labour pow er. The wage rate, the actual 
rate o f  exp lo itation , is fixed by the supply o f and dem and for labour power. 
W hat M arx  now  has to explain is how  the day-to-day realities o f  supply and 
dem and are them selves structured so as to ensure a rate o f exploitation 
consistent with the requirements o f  accum ulation.

M a rx  builds tw o versions o f his accum ulation model. The first excludes 
technological and organizational changes and presum es that the physical and 
value productivities o f  labour pow er remain constant. Accumulation under 
these conditions entails an increasing outlay on variable capital. It therefore 
‘reproduces the capital relation on a progressive scale, more capitalists or 
larger cap italists at this pole, more w age-w orkers at that.’ Put another way, 
‘accum ulation  o f  capital is, therefore, increase o f the proletariat’ (C ap ital, 
vo l. 1, p. 613).

W here does this increase in the supply o f labour power come from  ? We can 
envisage either an increase in the total population or increasing participation 
o f  an existing popu lation  in the w ork force. This quantitative increase is not 
necessarily  accom panied by any increase in the rate o f  exploitation -  the m ass 
o f  labour pow er exploited sim ply increases to keep pace with accum ulation. 
Indeed, the lot o f the labourer m ay improve. W ages m ay rise and may
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continue to d o  so, provided this does not interfere with the progress of 
accum u lation . If, however, w ages rise above the value o f labour power in 
such a fashion that accum ulation is diminished, then the rate o f  accumulation 
will ad ju st:

A sm aller part o f the revenue is capitalized, accum ulation lags, and the 
m ovem ent o f rise in w ages receives a check. The rise o f w ages therefore 
is confined within limits that not only leave intact the foundations o f the 
cap ita listic  system , but also  secure its reproduction on a progressive 
scale. (C ap ita l, vol. 1 , p. 620)

T h e  pace o f  accum ulation appears to  move inversely with the wage rate. 
B u t M a rx  insists that, in spite o f  appearances, accum ulation remains the 
independent and the w age rate the dependent variable. It is accumulation for 
accu m u lation ’s sake, after all, that forced the wage rate up in the first place by 
push in g  the dem and for labour pow er over and beyond its available supply.

T h e first version  o f this m odel perm its us to explain short-term oscillations 
in wage rates in relation to fluctuations in the pace o f  accum ulation. The rate 
o f actual exp loitation , represented by w ages, fluctuates around the under­
lying equilibrium  value o f  labour pow er. But there is nothing in the m odel’s 
specification  to guarantee that m ajor departures from  equilibrium do not 
occur in the long run. In the face o f strong barriers to any increase in the 
supply  o f labou r pow er, w age rates could rise so  far above the value o f labour 
p ow er that scarcely anything w as left over for accumulation. Under these 
conditions the reproduction o f  capitalism  would be threatened.

And so  M arx  builds his second version of the accum ulation model. He now 
drops the assum ption  that the physical and value productivities o f labour 
rem ain  constant. Technological and organizational changes can be used as 
m eans to su stain  accum ulation  in the face o f labour scarcity. By reducing the 
dem an d for variable capital in relation to the total capital advanced, these 
changes low er the w age rate and thereby perm it an increase in the actual rate 
o f  exp lo itation . Th is result is achieved, M arx  notes, by increasing the value 
co m position  o f  capital. An increase in the ‘productivity o f social labour’ , 
therefore, ‘becom es the m ost pow erful lever o f accum ulation’ (C apital, vol. 1,
p . 6 2 1 ).

M a rx  specifies the exact m echanism s that allow  a rising rate o f  exploitation 
to  be achieved no matter w hat the pace o f accumulation. Technological and 
o rgan ization al changes so  reduce the dem and for labour in relation to the 
availab le supply that a ‘relative surplus popu lation ’ or ‘industrial reserve 
arm y’ is produced. A portion  o f  the w orkforce is, in short, thrown out of 
w o rk  and replaced by machines.

But if a surp lus labouring population  is a necessary product o f accum u­
lation  . . . this surplus population  becomes, conversely, the lever o f 
capitalistic accum ulation , nay, a condition  o f  existence o f the capitalist
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m ode o f  production . It form s a disposable industrial reserve army, that 
belongs to cap ital quite as absolutely as if the latter had bred it at its own 
cost. Independently o f the actual increase o f population, it creates, for 
the changing needs o f  self-expansion o f  capital, a  m ass o f human 
m aterial always ready for exploitation. (C ap ital, vol. 1, p. 632)

T h is  technologically  induced unemploym ent n ot only provides a reserve 
p o o l of lab ou r pow er to  facilitate the conversion o f surplus value into new 
variab le cap ital, but it also  exerts a dow nw ard pressure on w age rates:

The industrial reserve army, during the periods o f stagnation and average 
prosperity , weighs down the active labour-arm y; during the periods o f 
over-production  and paroxysm , it holds its  pretensions in check. R ela­
tive surp lus popu lation  is therefore the p ivot upon which the law o f 
dem and and supply  o f labour w orks. It confines the field o f action o f 
this law  w ithin  the lim its absolutely convenient to the activity o f exploi­
tation and to the dom ination o f  capital. (Capital, vol. 1, p. 639)

W e finally d iscover here the secret o f those mechanisms that hold the share 
o f w ages in total product to that proportion  ‘absolutely convenient’ to the 
accum ulation  o f capital (see above, chapter 2). Technological change, 
b road ly  under the control o f  the capitalists, can be used to ensure that the rate 
o f exp lo itation  is held close to an equilibrium  condition defined by the 
requirem ents o f  accum ulation. There is nothing to ensure that this 
equilibrium  will be achieved exactly. Cyclical oscillations in the relative 
sh ares o f w ages and profits will reflect the ‘constant form ation, the greater or 
less absorption , and the re-form ation o f the industrial reserve army or surplus 
p opu lation  (C ap ita l, vol. 1, pp. 6 3 2 —3).

W age rates m ay also  be kept system atically depressed below the value of 
lab o u r pow er under certain conditions. Technological change, we saw  in 
ch apter 4, has its origins in com petition as well as in the need to deal with 
lab o u r scarcity  or heightened class struggle. Growth in the industrial reserve 
arm y blunts the stim ulus for technological change only when w age rates fall 
so low  that fixed capital costs m ore than the labour it is designed to supplant. 
C onversely , w age rates cease to fall only when the stimulus to technological 
change is blunted. There is nothing whatsoever to guarantee that the lower 
bou nd set to w age rates by considerations o f  this sort will correspond to the 
equilibrium  w age required for balanced accum ulation. The stage is thus set 
fo r the derivation  o f M a r x ’s celebrated theorem regarding the inevitable and 
p rogressive im poverishm ent o f the proletariat.

T h e theorem follow s quite naturally from  the assum ptions built into this 
m odel of accum ulation . M arx  shows that accum ulation and technological 
change under cap italism  m eans an increase in the absolute num ber o f unem­
p loyed  — a trend that could be reversed, under the assum ptions o f the model, 
only briefly in periods o f  extraordinary expansion. Unemployment and under­
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em ploym ent are produced by capital. The w orking class is  consequently 
faced  with an endemic crisis with respect to job security, wage rates, condi­
tions o f w ork , etc.

The forces m aking for an ‘increase in the proletariat’ are so  pow erful that 
they can, unless checked, reduce the labourers to ‘m ere anim al conditions of 
existence’ . The only check that exists within the assum ption o f  M a rx ’s model 
is that associated  with the dim inishing incentive to innovate as w age rates fall 
to ever low er levels. Since this check is relatively weak, the general law of 
accum ulation  does indeed im ply increasing proletarianization o f the popu la­
tion and increasing im poverishm ent. This is frequently regarded as one o f 
M a r x ’s erroneous ‘predictions’ as to the future o f  the w orking class under 
cap italism . Although M arx  w as in no way loath to exploit this proposition 
politically , it is not in fact a prediction at all but a proposition entirely 
contingent upon the assum ptions o f  the first model o f accumulation. That 
there are other countervailing influences at w ork will become apparent when 
we exam ine the second m odel o f  accum ulation through expanded 
reproduction.

T h ere are three fundam ental conclusions to be drawn from M a rx ’s first 
m odel o f accum ulation . First, the accum ulation o f capital is structurally tied 
to the p rodu ction  o f unem ploym ent and thereby generates an endemic crisis 
o f fluctuating intensity for m uch o f the w orking class. Secondly, the forces 
that regulate w age rates tend to keep them below that level required to sustain 
balan ced  grow th. This second conclusion is vital to the argum ent laid out in 
the second and third m odels o f accum ulation. Thirdly, capitalist control over 
the supply  o f labour pow er (through the production o f  an industrial reserve 
arm y) underm ines the pow er o f labour within the labour process and tips the 
balan ce o f class struggle in production  to  cap ital’s advantage (see chapter 4).

T h e w hole theoretical structure M arx builds in order to derive the general 
law o f cap italist accum ulation  rests upon certain strong and quite restrictive 
assum ption s. W hile some o f these will be dropped in the course o f subsequent 
analysis, others remain unquestioned. It is to these latter assum ptions that we 
now turn.

C onsider, for exam ple, the definition o f the value o f  labour pow er. Tech­
n ological change, which reduces the value o f necessities, can reduce the value 
o f lab ou r pow er and hence outlays on variable capital w ithout in any way 
dim in ish ing the num ber o f labourers employed or their physical standard of 
living. This is, as we have seen, a source o f relative surplus value to the 
cap italist. But it also  m eans that the share o f wages in total social product can 
be d im inishing while the real stan dard  of living o f labour, m easured in use 
value term s, rem ains constant or even rises (see above, chapter 2). M arx  does 
not include this possib ility  in his m odel and presum es, in effect, that the value 
o f  the com m odities required to reproduce the labourer at a certain standard 
o f  living (m easured in use value terms) rem ains constant over time. The
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im poverishm ent o f  the w orkers is judged relative to  this standard. Under 
these assum ptions, any fall in the share o f  variable capital in total social 
p rodu ct can autom atically  be represented as absolute impoverishment o f  the 
proletariat.

Th e presum ption  that the w o rk er’s family has no capacity to  produce for 
itse lf and that the value of labour pow er is entirely defined by exchange of 
com m odities in the m arket also creates problem s o f both theoretical and 
h istorical interest. T o  the extent that workers can support themselves, the 
value of labou r pow er is diminished and the rate of accum ulation increased. It 
is in the self-interest o f capitalists from  this standpoint to force the costs of 
reproduction  o f labou r pow er back into the fram ew ork o f fam ily life (and 
therefore generally on to the shoulders o f women) as much as possib le.' This 
then im plies that w orkers must have at least limited access to their own means 
o f production . But if w orkers can in part take care o f their own reproduction 
needs, then they have less need to participate as w age labourers and will 
certainly be m ore resilient when it comes to strikes and other form s o f labour 
struggle . From  this standpoin t, it is in the interest o f  the cap italist class to 
increase the w ork ers’ dependency upon com m odity exchange. But this means 
a llow ing a rising standard o f living o f labour and an increase in the value of 
lab o u r pow er.

Individual cap italists, left to their ow n devices, w ill doubtless do all they 
can  to  keep w ages dow n. The ‘constant tendency o f cap ital’, therefore, ‘is to 
force the cost of labou r back to . . .  zero.’ The more successful they are in this 
enterprise, the less control they will be able to exert over the labour force: ‘if 
lab ou rers could  live on air they could not be bought at any price (C apital, vol. 
1, p. 600). There is, therefore, a potential conflict between the need to 
econom ize on outlays on variable capital in order to increase the rate o f 
exp lo itation , and the need to control the labour force by strong econom ic ties 
o f dependency. Only when the w orkers are totally dependent upon the 
cap ita list fo r the m aintenance o f a reasonable standard o f living can the 
cap ita list fully claim  the pow er to dominate labour in the w ork place.

T h is contradiction  has played an im portant role in the history of 
cap italism , and has had much to do, presum ably, with changes in the physical 
stan d ard s o f living, changes in the labour process in the household, changes in 
the role o f women in the fam ily, the structure o f family life, states o f class 
consciousness, form s o f class struggle and so  on. M arx  excludes such consid­
eration s from  his model o f  accum ulation. W e can scarcely blam e him for that, 
since these are all difficult and complex questions. A  critical scrutiny o f the

1 It is in this context that we have to consider the whole question of the role of 
housework in setting the value of labour power. See the debate in New Left Review 
subsequent to the publication of Seccombe’s (1974) article; Conference of Socialist 
Economists (1976); Himmelweitand Mohun (1977) and Malos (1980).
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assum ption s in his m odel does allow  us, however, to generate some interest­
ing speculations into the contradictory forces governing capitalist history.

D o  the evident changes in the m aterial standard  o f living o f labour in the 
advan ced  capitalist countries reflect an extension o f cap ital’s control over 
lab o u r through the greater m aterial dependency a rising standard o f living 
brings? H as this drive for control also m eant a secular tendency to reduce the 
degree to  which w orkers and their fam ilies have to bear their own costs o f 
reproduction? These are the sorts o f  questions that can be asked .2

B ut m o st im portant o f all, this leads us to consider M a rx ’s rather surprising 
failure to undertake any system atic study o f the processes governing the 
p rod u ction  and reproduction o f  labour pow er itself. Labour pow er is, after 
all, the one com m odity that is fundam ental to the whole system of capitalist 
p rodu ction . It is also the one com m odity that is not produced directly under 
cap ita list relations o f production. It is produced by a social process in which 
the w ork in g-class family has had, and still has, a fundam ental role to play in 
the con text of social institutions and cultural traditions which may be 
influenced by the bourgeoisie and hedged around by all manner o f State 
interventions but which, in the final analysis, are alw ays within the dom ain of 
w ork in g-class life. Since the quantity and quality o f labour supply is an 
im po rtan t feature to the general law  o f  cap italist accum ulation, we might 
exp ect M a rx  to m ake some reference to it, if only to stave o ff more detailed 
consideration  o f it until later. But very little play is given to the problem , and 
it is m ost certainly not taken up later. This om ission is, perhaps, one o f the 
m o st serious o f  all the gaps in M a rx ’s own theory, and one that is proving 
extrem ely difficult to plug if only because the relations between accum ulation 
and the social processes o f reproduction o f labour pow er are hidden in such a 
m aze of com plexity  that they seem  to defy analysis .3

W e could  defend M arx  against such criticism  by pointing out that the 
p u rp o se  o f  the general law  o f accum ulation w as to establish that capital 
p rodu ced  an industrial reserve arm y no m atter w hat the supply o f labour

2 T o  the degree that a rising material standard o f living o f labour increases the 
dependency o f  labourers and their families on capital, so it may be associated with an 
increasing degree o f co-operation and negotiation of the sort that Burawoy (1979) 
reports. Capitalists are presumably aware o f  the benefit to them o f  increasing 
dependency and certainly, through the agency o f the state, have often gone out of their 
way to encourage increasing indebtedness, etc.

3 This is a topic that warrants extensive historical and theoretical analysis. 
Thom pson  (1963), Foster (1975), Scott and Tilly (1975), M eillassoux (1981) and 
many others have taken up the task, while the feminist literature has called many 
traditional M arxist ideas into question and reshaped both the content and direction of 
the discussion in im portant ways — see, for exam ple, Eisenstein (1979), Humphries 
(1977), Hartmann (1979) and Leacock’s ‘Introduction’ to Engels, The Origin o f  the 
Fam ily, Private Property and the State (1942; 1972 edn). See also Zaretsky (1976), 
D onzelot (1979) and M erignas (1978).
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pow er, an d  that we could explain poverty an d  unemploym ent without refer­
ence to  the processes of social reproduction that were frequently invoked 
though poorly  understood by the classical political economists. M arx ’s 
attacks upon M althusian  population  theory — a theory R icardo cheerfully 
an d  uncritically accepted—were explicit and violent. W h atM arx  complained 
ab o u t so bitterly w as the M althusian view which attributed poverty and the 
m isery o f the m ass o f  the population  to a supposedly ‘natural’ law  o f popula­
tion. M arx  argued that there is no such thing as a ‘universal law  o f popula­
tio n ’, but that ‘every special historic m ode o f production has its own special 
law s o f  p opu lation , historically valid within its lim its alone’ (C apital, vol. 1, 
p . 62). W hat the general law  o f  accum ulation does, very successfully, is to 
dem on strate that the production  of a relative surplus population by capital is 
‘at the bottom  of the pretended “ natural law  of population”  ’ that M althus 
form ulated  and R icardo  accepted.

Problem s arise, however, as soon as we seek to push the general law of 
accum ulation  into more realistic territory. M arx  hints that in order to do that 
a theory o f accum ulation  and population grow th would have to be con­
structed as an integrated whole. Accum ulation, he states, entails ‘as a funda­
m ental condition, m axim um  growth o f population  — o f living labour 
cap acities’ (G rundrisse, p. 608). Furtherm ore, ‘if accum ulation is to be a 
steady continuous process, then this absolute growth in population — 
although it may be decreasing in relation to the capital employed -  is a 
necessary condition. An increasing population  appears as the basis of 
accum ulation  as a continuous process’ (Theories o f  Surplus Value, pt 2, p. 47 ; 
cf. G rundrisse, pp. 764 , 771). Growth o f population , as Sweezy points out, 
ap p ears to be an im portant hidden assum ption in M a rx ’s general law o f 
cap italist accum ulation . G enerally speaking, it seem s that theprocesses M arx  
invokes could not operate effectively under conditions of absolute population 
decline, and that the m ore rapid the rate o f expansion in labour supply 
through popu lation  grow th, the less m arked w ould cyclical fluctuations 
becom e .4

B ut we are provided with few insights as to  the mechanisms that link 
p opu lation  growth with accum ulation. When it com es to features prom oting 
a high rate of popu lation  grow th (earlier age of m arriage, rising birth rates, 
etc.), M a rx  does not read very differently from  M althus. The only addition, 
and that one of great im portance, is that the labouring fam ily, denied access 
to the m eans o f production, w ould strive in times o f prosperity as much in 
tim es o f depression to accum ulate the only form  o f ‘property’ it possessed: 
labou r pow er itself (C apital, vol. 1, p. 643). But the laws o f population 
grow th under capitalism  — if such laws there be — remain to be specified. And 
M a rx  seem s to be trapped in the sam e general sw am p o f ignorance with

4 See Sweezy (1968, pp. 222—6) and M orishima and Catephores (1978).
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respect to the processes of reproduction o f labour power as were his 
contem poraries.

T h e w ork  force can also  be expanded by increasing the proportion o f the 
to ta l popu lation  participating as w age labourers. This ‘latent’ industrial 
reserve army, as M arx  calls it, can exist in a variety o f form s: wom en and 
children in the fam ily not yet em ployed as w age labourers, independent 
p easan t proprietors and craftsm en, artisans o f all kinds and a whole host of 
o thers who can make their living without selling their labour pow er as a 
com m odity . M arx  holds that the expansion  o f the capitalist mode o f produc­
tion tends to be destructive o f all o f these social form s -  m any o f which are 
relics o f  a pre-capitalist econom ic system -  and to increase the proportion  of 
the p opu lation  that has to sell its labour pow er in order to live. In M a rx ’s own 
tim e that proportion  w as relatively sm all even in advanced capitalist 
countries like Britain. The social relations o f  capitalism  have penetrated 
slow ly into all spheres o f life to m ake w age labour the general condition of 
existence only in fairly recent times. In this regard, also, we find ourselves 
m ovin g progressively tow ards a perfection o f  those conditions that perm it the 
law of value to operate unrestrainedly. The creation o f the modern proletariat 
w as, how ever, no easy m atter, and from  the first m om ents o f primitive 
accum u lation  up until the present, it has involved violent expropriation, legal 
m anoeuvres o f all kinds and not a little chicanery. The mobilization o f a 
latent industrial reserve army is not therefore to be regarded as a simple or 
easily  accom plished ta sk .5

T h e expansion  o f  the labour supply by these m eans reaches its limits when 
the w hole o f the able-bodied popu lation  participates in the labour force. 
W hile this limit is close to being reached in some o f the advanced industrial 
econom ies, there are m assive reserves o f labour power in other parts o f the 
w orld. The history o f capitalism  is replete with exam ples o f pre-capitalist 
econom ies that have been destroyed and their populations proletarianized 
either by m arket forces or physical violence. This happened to the Irish in the 
m id-nineteenth century (it was one o f M a rx ’s favourite exam ples), but we can 
see the sam e processes at work today as M exicans and Puerto Ricans are 
b rou gh t into the w ork force in the United States; as A lgerians become part of 
the French proletariat; as Y ugoslavs, Greeks and Turks become p art o f  the 
Sw edish  labou r force and so on. All o f which brings us to the edge o f another 
p rob lem  that touches the general law o f capitalist accum ulation — the relative 
m obilities o f capital and labour on the w orld stage (see chapter 1 2 ).

T h e  m obilization  o f an  industrial reserve army — particularly the ‘latent’ 
p ortion  — depends upon both social and geographical mobility o f both labour 
and capital. W ith respect to labour, for exam ple, ‘the more quickly labour

5 Lenin’s study on The Development o f  Capitalism in R ussia (1956 edn) is still 
worth reading.
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p ow er can  be transferred from  one sphere to  another and from  one produc­
tion  locality  to anoth er’, the m ore quickly can the rate o f profit be equalized 
an d  the p assion  for accum ulation satisfied (C apital, vol. 3 , p. 196; vol. 1, p. 
6 3 2 ). A highly m obile labour force becom es a necessity for capitalism . But 
here, too , we can sp o t a contradiction. The industrial reserve army can play 
its ro le in depressing wage rates only if it rem ains in place, as a permanent 
threat to those already em ployed. Labour cannot be so mobile that it escapes 
entirely from  the clutches o f capital. In this regard the superior mobility of 
cap ital on the w orld stage, pre-em pting possibilities for escape the world over 
an d  draw ing m ore and more o f the w orld ’s population  into commodity 
exchange relations if not into capitalist relations o f production, becomes vital 
to the sustenance of accum ulation for accum ulation ’s sake.

T h e socio log ica l, dem ographic and geographical aspects o f labour supply 
are im portant for any general theory o f accum ulation. But they can reason­
ably be p u t upon  one side considering M a rx ’s main purpose in building this 
first m odel of accum ulation . W hat M arx  dem onstrates, convincingly, rigor­
ously  and brilliantly, is that if misery, poverty and unemployment are found 
under cap italism , then they have to be interpreted as the product o f this mode 
o f p rodu ction  and not attributed to ‘nature’. A more general theory of 
accum u lation  requires, however, dropping some of the more restrictive 
assu m ption s, and this M arx  proceeds to do in his second and third models.

II A C C U M U L A T I O N  T H R O U G H  E X P A N D E D  R E P R O D U C T I O N

A t the end o f  the secon d volum e o f  C ap ital M arx  takes accum ulation ou t o f 
the realm  o f  production  and m odels its characteristics in the realm o f 
exchange. T h e m odels o f  ‘expanded reproduction ’ explore the conditions 
that w ould perm it accum ulation to proceed in balanced fashion through 
exchan ges o f com m odities between different sectors or ‘departm ents’ o f an 
econom y. The ‘reproduction  schem as’ that M arx constructs have continued 
to fascinate both M arx ist and non-M arxist writers ever since and have 
exercised a  pro fou n d , though often subterranean, influence upon all aspects 
o f econom ic thought. The schemas have, as a consequence, been dissected 
and analysed in detail, and investigators have played with variants o f them 
and used them to shed light on both M arxian  and bourgeois theory. Since 
there are many accounts o f  the schemas published elsewhere, I shall simply 
sum m arize their main features and o ffer an interpretation and evaluation of 
them .6

M a rx  app eals to use value criteria to disaggregate an economy into ‘depart-

6 Full accounts can be found in Desai (1979); H ow ard and King (1975); Morishima 
(1973); and Sweezy (1968).
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m erits’. D epartm ent 1 produces fixed and circulating constant capital — use 
values destined for productive consum ption. D epartm ent 2 produces use 
values for individual consum ption — necessities for w orkers and luxuries for 
the bourgeoisie . A two-sector m odel o f  accum ulation is built to show how 
definite proportionalities and relative grow th rates have to be m aintained in 
the p rodu ction  o f  m eans o f  production  (Departm ent 1) and consumption 
go o d s (D epartm ent 2) if balanced long-run accum ulation is to be achieved. At 
variou s poin ts in the text, however, M arx  suggests that further disaggrega­
tions sh ou ld  be made — distinguishing between fixed and circulating capital in 
D epartm ent 1 and between necessities and luxuries in Departm ent 2, for 
exam ple.

T he physical quantities o f inputs and outputs in the tw o departm ents have 
to be in exactly  the right proportions if accum ulation is to take place 
sm oothly . D epartm ent 1 m ust produce exactly that quantity o f means of 
p rodu ction  to  satisfy the needs o f  all producers fo r  machinery, raw  materials, 
etc. D epartm ent 2 has to produce exactly that quantity o f consumer goods to 
su stain  the labour force at its custom ary standard o f living and to satisfy the 
w an ts and needs o f the bourgeoisie. The m aterial shape and quantity of 
com m odities has an im portant potential role to play in these models of 
accum ulation  (C ap ital, vol. 2, p. 94).

Th e physical exchanges between departm ents are achieved through the 
m arket, and from  this it follow s that money exchanges between the depart­
ments must also be in balance. In order to study this process free o f too many 
com plications, M arx  assum es that all com m odities exchange at their values. 
T h is m eans that the effect o f capitalist com petition is ignored, as is the fact 
that com m odities exchange at prices o f production rather than o f values. 
M a rx  also  abstracts entirely from  fluctuations in m onetary m arket prices, 
actual m oney flow s, the credit system  and so on. The schemas purport to deal 
only with use values and values. But in practice the analysis is conducted 
a lm o st entirely in value terms, with very little reference to physical material 
m agnitudes.

M a r x ’s analysis o f  the value flows is part verbal and part numerical. The 
ideas can be expressed  much more simply in algebraic terms. The total output 
o f D epartm ent 1, W i, can be expressed as Ci +  Vi + Si, and for Department 
2 , C i +  Vi +  Si =  Wi. If there is to be accum ulation, then a part o f the surplus 
value in each departm ent has to  be ploughed back to purchase additional 
m eans of production  and labour pow er. We can then break down the value 
com ponents in the total output for each departm ent in the following fashion:

D epartm ent 1
(m eans o f production) Ci +  Vi +  Soi +  A C i +  A Vi =  Wi

D epartm ent 2
(consum ption  goods) C i +  V i +  S 02 -I- A C i +  A V i =  Wi
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H ere  So stan ds for the am ount o f  surplus value that remains for consumption 
after reinvestm ent in additional m eans o f production, A C , and additional 
variab le cap ital, A V.

In order fo r this system  to  be in equilibrium , the total output o f  means of 
p rodu ction  in D epartm ent 1 (Wi) has to be exactly equal to  the dem and for 
m eans of p rodu ction  in both D epartm ents 1 and 2 (Ci +  A C i +  Ci +  A C 2). 
Presum ing that w orkers and capitalists spend all o f their revenues on con­
sum er go o d s, then W2 =  Vi +  A Vi +  S01 +  V2 +  A Vi +  S01. It is then easy to 
sh ow  that the exchange ratio required between departm ents in order to 
su stain  balan ced  grow th is:

C i +  ACz =  Vi +  AV\ 4- S01.

P u t in  w ords, this sim ply m eans that the total dem and for m eans o f  produc­
tion  in D epartm ent 2 m ust be exactly equal to  the total demand for consumer 
g o o d s em anatin g from D epartm ent 1. If this proportionality is not 
m ain tained, then balanced accum ulation cannot be sustained and a crisis of 
d isproportion ality  (over- or underproduction of either means of production 
or consum er goods) ensues.

M a r x ’s num erical exam ple has som e interesting properties and so it is 
w orth  reconstructing. The outputs o f the tw o departm ents are:

D epartm ent 1 4 0 0 0 C  +  1000 V +  1000S =  6000  =  Wi
D epartm en t 2 1 5 0 0 C  +  750 V +  7505  =  3000  =  W2

N o tice  that the rate of exploitation , s/v, is the same in both departm ents but 
th at both the value com positions of capital, c/v, and the rates of profit, s/(c  +  
v), differ betw een the departm ents. There is no equalization in the rate of 
p ro fit — this follow s from  M a rx ’s sim plification that commodities trade at 
their values rather than according to their prices of production.

The reinvestm ent proportions which will keep this system in balance are:

D epartm ent 1 4 0 0 0 C  +  400ZIC +  1000 V +  100ZIV +  5005oi — 6000 =  Wi 

D epartm ent 2 1 5 0 0 C  +  100/dC +  '750V  +  50z1V + 6005o2 =  3000 =  Wi

T h e way M a rx  sets this up presum es that only capitalists save, and that they 
reinvest in their own departm ent only — a som ew hat strange assum ption, 
given the u sual characterization o f capital as highly mobile between sectors. 
N otice also that the reinvestment occurs in such a w ay that the value com ­
p ositio n s o f  cap ital remain undisturbed. N o  technological change is built into 
the m odel. Th is, too , is a strange assum ption, which runs entirely contrary to 
the em phasis given to technological change in the first model of accum ula­
tion. The reinvestment rate also differs between the tw o departm ents — 
cap ita lists in D epartm ent 1 convert one-half of their surplus value into 
add ition al m eans o f production  and variable capital, whereas capitalists in 
D epartm ent 2 convert only one-fifth o f the surplus value they produce.
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Som ething odd  happens to this reinvestment function when we take M a rx ’s 
num bers and continue accum ulation over a num ber o f  years. In order to keep 
the system  in balance, capitalists in D epartm ent 2 have to raise their rate of 
reinvestm ent in the second year and every year thereafter from  20 to 30 per 
cent.

W hile these peculiarities m ay be attributed in p art to M a r x ’s choice of 
num bers, they d o  serve to focus attention upon the relative rates o f reinvest­
m ent in the tw o departm ents as critical to preserving the stability o f the 
system . D esignating these rates as at and ai respectively, and the value 
com position s o f capital in the two departm ents likewise as &i and ki, it can be 
show n that a condition for equilibrium  exchange under expanded reproduc­
tion is:

£?2 1 + &2

at 1 +  kt

which says that the relative rates o f  reinvestment m ust reflect differences 
in value com position s in the tw o departm ents (H ow ard and King, 1975, 
p. 191). It fo llow s also  that the relative rates o f expansion in employment in 
the two departm ents vary according to reinvestment rates and value com po­
sitions.

Th e tw o-sector accum ulation m odel M arx  builds appears to  show that, 
under the right conditions, including correct reinvestment strategies on the 
p art o f cap italists, accum ulation can continue relatively trouble-free for ever. 
A m odel depicting the reproduction o f capitalism  in perpetuity has certain 
attractions for bourgeois econom ists, but it poses serious dilemmas for 
M arx ists . If capitalism  can continue to accumulate in perpetuity, then on 
w hat grounds do M arx ists predict the inevitable demise o f capitalism  or even 
the inevitability o f crisis form ation? Luxem burg, for exam ple, w as so exer­
cised by these questions that her whole treatise on The Accumulation o f  
C ap ita l is given over to a vigorous denunciation o f M arx ’s errors and om is­
sions in his form ulation  o f the reproduction schem as. T o  better understand 
this debate we must consider the assum ptions em bodied in the schemas and 
M a r x ’s intent in building them.

M a r x ’s purpose is not hard to  divine. H e wished to improve upon 
Q u esn ay ’s rem arkable Tableau econom ique, in which ‘the innumerable indi­
vidual acts o f circulation are at once brought together in their characteristic 
social m ass m ovem ent — the circulation between great functionally 
determ ined econom ic classes o f society’ (Capital, vol. 2, p. 359). He wishes, 
in sh ort, to study the ‘process o f circulation ’ o f the ‘aggregate social capital’ in 
term s o f the c la ss relations o f  capitalism .

But he also w ants to disentangle the contradictions em bodied in such a 
p rocess. So he fash ions a device that allow s him to identify the proportionate 
grow th rates in the different departm ents, in production quantities, in value
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exchan ges an d  in em ploym ent which, if they are n ot fulfilled, will result in 
crises. The reason  for taking so much trouble to define equilibrium is, as 
a lw ay s, to  be better able to understand why departures from that condition 
are inevitable under the social relations of capitalism .

The balan ced  harm onious growth the reproduction schem as depict have 
a lso  to be ju dged  against the restrictive assum ptions em bodied in them. We 
sh ou ld  notice, first of all, that the m anner of M a rx ’s exposition runs counter 
to  the concept of capital as a continuous process and therefore diverges from 
the general line of attack  taken throughout the second volume o f Capital. The 
reprodu ction  schem as m easure capital as the value o f a stock o f inputs 
availab le  at the beginning of a production period (the initial constant and 
variab le  capital) augm ented by the surplus value redistributed to purchase 
add ition al constant and variable capital by the end o f a production period. 
Th e necessary balances are defined by a ‘beginning- and end-of-the-year’ 
accoun tin g procedure which ignores everything that goes on in between. The 
accoun tin g a lso  presum es that all capital exists in the form  o f com m odities 
that are totally  used up during the production period — no capital exists as 
m oney, as inventories or as fixed capital carried over from one production 
period  to the next. By modelling accum ulation in highly simplified stock 
term s, M a rx  gains greatly in analytical tractability. But the price he pays is a 
departure from  the very basic but much more difficult flow conception which 
he sough t to ham m er out in preceeding chapters, particularly those dealing 
with the circulation  of variable capital and surplus value.

Secondly, the em phasis on the value exchanges to the exclusion o f all else is 
inconsistent with M a rx ’s stated purpose, and violates his rule o f never 
treating any one o f the trium virate o f  value, use value and exchange value in 
iso lation . Balanced grow th would in fact require that physical use value and 
m oney exchanges also  balance. While M arx  might be forgiven for dropping 
one o f these dim ensions o f analysis, he cannot be excused for dropping two, 
particu larly  since his stated intent w as to consider use value as well as value 
aspects in his m odel. H ad he follow ed through on this intent he would have 
com e up with som e helpful insights.

In order to know , for exam ple, whether a balanced exchange o f values 
coincides with balanced exchange o f use values, we w ould first need inform a­
tion  on the technological coefficients that relate physical inputs to outputs 
and fix the relative values o f the com m odities being exchanged. This leads us 
directly to the very im portant concept o f a viable technology — defined as that 
p rodu ction  technology which can equilibriate physical and value exchanges 
betw een departm ents sim ultaneously. The socially necessary labour time 
em bodied in m eans o f  production  has to be in exactly the right ratio to that 
em bodied in consum ption  goods if balance is to be achieved simultaneously 
on both use value and value dim ensions. This plainly puts severe restraints 
upon  the technology that can be adopted.
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M a rx  seem s to  be aw are o f  som e o f  the difficulties, because he holds 
technology constant in his m odels o f  expanded reproduction. This treatment 
contrasts m arkedly  with the em phasis placed upon technological change in 
the first volum e m odel of accum ulation. The contrast is so vivid that it 
im m ediately suggests a very im portant hypothesis: that there is a serious 
potential conflict between the ‘viable technology’ defined from  the standpoint 
o f balan ced  exchange and the technological change required to sustain 
accum ulation  through production. This clash o f requirements, properly 
identified and understood, provides us with a tool to dissect crises under 
cap italism . H ad M arx  firmly laid out such an argum ent, then the problem s 
besetting the synthetic m odel o f  accum ulation in the third volume o f C apital 
w ould  have been much more easily resolved. This ‘clash o f technological 
requ irem ents’ is, therefore, a  theme to which we will return in detail in the 
next section  and the subsequent chapter.

There are various other restrictive assum ptions built into M a rx ’s model o f 
exp an d ed  reproduction  that call fo r critical exam ination. There are presum ed 
to be only tw o classes in society — capitalists and labourers -  and other aspects 
o f distribu tion  are ignored. M oney functions purely as a m eans o f payment; 
there is no hoarding; the surplus value produced in one departm ent cannot be 
invested in another; there is no equalization in the rate o f profit; there is an 
infinite supply  o f labour pow er; etc. W ith modern m athem atical techniques it 
is p o ssib le  to  explore what happens when some o f  these assum ptions are 
d ropp ed , and in som e cases valuable insights have been achieved.

M o rish im a ’s w ork along these lines is particularly interesting because it 
helps to illum inate som e o f  the basic themes with which M arx  w as pre­
occupied . M orish im a considers w hat will happen when the surplus value 
created in one departm ent can be reinvested in another. He concludes that the 
balan ced grow th M a r x ’s num erical exam ples depict would then become 
unstable with ‘explosive oscillations . . . around the balanced growth path , if 
departm ent II, producing w age and luxury  goods, is higher in the value 
com position  o f  capital (or m ore capital-intensive) than departm ent I.’ We 
have ‘exp losion  w ithout fluctuations’, or ‘m onotonic divergence from  a 
balan ced  grow th  p ath ’, when the value com position o f capital is higher in 
D epartm en t 1 than in D epartm ent 2. It takes very little, therefore, to generate 
stro n g  cyclical fluctuations or chronic instability out o f the reproduction 
schem as — and this, presum ably, was what M arx  w as wishing to analyse. The 
case that M orish im a m odels is of particu lar interest, however, since it sug­
gests that equalization  o f the rate o f profit under competition will disrupt the 
balan ce required for equilibrium  growth. This in itself is a neat illustration of 
the fundam ental M arx ian  theme that balanced growth is im possible under 
the social relations of capitalism  (M orishim a, 1973, pp. 125—7).

M o rish im a ’s m odel also em bodies assum ptions that have been duly 
criticized. D esai thus points out that, by varying their rates o f reinvestment
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instead  o f  reinvesting at a constant rate as M orishim a assum es, capitalists 
m ay  be able to dam pen the tendency tow ards long-run instability and explo­
sive cyclical oscillations. But in so doing the capitalists m ay generate cyclical 
m ovem ents in the unem ploym ent rate, which points up another difficulty: 
there is no guarantee w hatsoever that the ‘viable technology’ and the 
‘app rop riate  rate o f reinvestm ent’ will increase the dem and for labour in a 
m anner consistent with its supply. Which brings us back to the contradiction 
betw een the conditions set out for sustained accum ultion in the first and 
secon d  m odels o f accum ulation  (Desai, 1979, chs 16 and 17).

W e have a lso , it  turns out, done less than justice to  the intricacy o f  M a rx ’s 
ow n thought. The long, tortuous, laboured but nevertheless deeply im agina­
tive chapter Engels reconstructed out o f M a rx ’s notes on simple reproduction 
contain s a m ass o f m aterials that are hard to integrate into the simplified 
m odel o f expanded reproduction. And we ought not to ignore, either, the 
interesting chapters on the circulation o f  variable capital and surplus value 
which precede it. M arx  was overly aware of the difficulties that lurked in the 
line of analysis he w as taking. While it may appear som ew hat invidious to 
p ick  and chose issues out of this m ass of m aterials as being o f particular 
im portance, there are three problem s that stand out.

First, we should note that the reproduction o f labour pow er becomes 
integrated into the circulation o f capital. The w orker becom es, in effect, an 
‘appen dage of cap ita l’, in the sphere o f  exchange as well as in the sphere of 
p rodu ction . While M arx  does not pay  great attention to specifics, he sees that 
‘ balan ced accum ulation ’ requires that the labourers use the variable capital 
they receive to  purchase com m odities from  the producers in D epartm ent 2. 
The effective dem and o f the w orking class — which depends on the wage rate — 
becom es a factor that can contribute or detract from  balanced growth. The 
processes described in the first volum e o f C apital explain why w ages cannot 
rise m uch above some equilibrium  proportion o f  national output, and 
furtherm ore suggest a prevailing tendency to depress w ages much below that 
equilibrium . In the second volume o f  C ap ital we see why w ages cannot fall 
m uch below  this equilibrium  level without precipitating a crisis in the circula­
tion o f cap ital within and between the departm ent: rapid shifts in the share of 
la b o u r in the total product will disrupt balanced accum ulation through 
exchange.

Th e social consequences o f  transform ing the w orking class into a mere 
appen dage of cap ital — as ‘variable cap ital’ -  in the realm o f exchange are 
legion . O nce the consum ption  of workers becom es integrated into the circu­
lation  o f  cap ital, their independence and autonom y in the sphere o f exchange 
relation s becom es a potential threat which capitalists must take steps to 
dim inish . The cap italists producing w age goods are obliged to produce the 
specific use values that w orkers w ant and need. As possessors o f  money, after 
all, the w orkers are ‘free’ to exercise choices as consum ers. Yet we can also see
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that ‘ rational consum ption ’ — rational, that is, from  the standpoint o f capital 
accum u lation  — is a necessity for the sm ooth translation o f  variable capital 
paid  out as w ages into com m odities produced in Departm ent 2. The 
m echan ism s whereby capital reaches out into the living place to ensure 
‘ration al consum ption ’ on the p art o f the w orkers and the reproduction of the 
requisite quantities and qualities o f  labour pow er are com plex. M arx  himself 
m ocks the m anner in which ‘ the capitalist and his press . . . philosophises, 
babb les o f culture and dabbles in philanthropical ta lk ’ when ‘ [the capitalist] 
is d issatisfied  with the w ay in which labour-pow er spends its m oney’ (C apital, 
vol. 2, p. 5 1 5 ). T o  this we should add the various instrum ents o f persuasion 
and dom ination , including those m obilized through the agency o f the state 
(usually , o f course, in the nam e o f  public w elfare), by m eans o f which 
w ork in g-class culture and consum ption habits are brought roughly into line 
with the requirem ents o f ‘rational consum ption for accum ulation’. The more 
we venture along this road , however, the more we are forced to enterinto that 
dom ain  o f the reproduction o f  labour pow er which M arx  generally ignores.7 
But the translation  o f the living labourer into mere variable capital allow s us 
to perceive, however dimly, the lines of a different form of class struggle over 
the quality  o f life for labour.

Secondly , M arx  m akes a brief sally into the question o f fixed capital 
form ation  and use. T h is posed far too m any difficulties to be integrated into 
the m odel o f expanded reproduction, but in the long chapter on simple 
reproduction  M a rx  has a fair am ount to say about the problem s o f finding an 
equilibrium  rate of investment for fixed capital items that last over several 
p rodu ction  periods. H e there points out that Departm ent 1, which produces 
fixed cap ital as well as circulating constant capital, has to face up to some 
p ecu liar p roblem s o f tim ing in reinvestment, money flows and the like. He 
su ggests that investm ent in fixed capital will likely engender strong cyclical 
m ovem ents, which have the potentiality to burgeon into crises, even under 
the m o st stringent sim plifying assum ptions. The circulation o f capital be­
tween the tw o departm ents is therefore at least bound to oscillate around 
equilibrium  as soon as fixed capital is introduced into the picture. This is a 
m a jo r item of unfinished business in M a rx ’s theory — so  m ajor that we will 
consider it separately  in chapter 8 .

Thirdly, while m oney is treated a s  a m eans o f  paym ent in the model o f 
expanded reproduction, there are innum erable statem ents in the text that 
indicate that the production  and circulation o f money are not as simple as 
they seem . M arx  eliminates the problem s posed by money capital and the 
credit system on the grounds that they obscure the actual processes o f

1 W e should in no way gloss over the difficulty o f transforming working-class life 
and culture into patterns amenable to exploitation through the accumulation of 
capital. It gives rise to forms o f conflict and struggle in the living place that are a very 
im portant aspect to capitalist life — see Castells (1977) and Harvey (1978).
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circulation  o f  values (C apital, vo l. 2, p. 421). B u t he also recognizes that the 
circulation  of m oney and the creation of credit have real effects, while the 
produ ction  of a m oney com m odity cannot simply be subsum ed as a branch 
within D epartm ent 1 because it has som e very peculiar characteristics (it is, 
fo r exam ple, the one branch o f production that throws more money into 
circulation  than it absorbs in the purchase of constant and variable capital). 
M a rx  tries to deal with all o f this by assum ing that ‘a certain supply o f money, 
to be used either fo r the advancem ent o f capital or for the expenditure of 
revenue . . . [exists] beside the productive capital in the hands o f the 
cap ita lists’ (C apital, vol. 2, p. 420). Where this money com es from , who is 
responsible for its supply and how that supply ‘prom otes’ exchanges and 
‘ facilitates the advancem ent of cap ital’ are bothersom e questions, to which 
w e will return in chapters 9 and 10. All o f this does not necessarily interfere 
with the m odel of expanded reproduction, since this model assum es that 
cap ital ex ists only as com m odities. But if we seek more realistic m odels, in 
which cap ital a lso  takes the form o f money and of productive apparatus 
carried over from  one production  period to the next, then the whole issue of 
m oney and credit becom es fundam ental to the analysis.

These three topics in no w ay exhaust the issues that M arx  raises, but does 
not resolve, in the analysis o f  accum ulation  through exchange. I have selected 
them for m ention in p art to illustrate the richness o f M arx ’s imaginative 
treatm ent o f the processes o f reproduction o f capital and in part to make 
poin ts o f great im port for the general argum ent I am seeking to establish. 
W ith respect to the circulation o f variable capital, fo r exam ple, we can now 
see countervailing forces to those m aking for increasing impoverishment o f 
the p roletariat. By putting the first and second m odels o f accum ulation in 
relation  to each other, we can identify the forces that make fo r an equilibrium 
w age rate, o r share o f  w ages in total output. Any radical departure from  that 
equilibrium  share o f w ages in total values will likely generate a crisis in the 
circulation  of cap ital — a crisis that can strike either in the sphere o f exchange 
or in the sphere o f production , depending upon whether wages more above or 
below  their equilibrium  value. The social processes o f w age determ ination — 
inter-capitalist com petition, class struggle, etc. — are such as to ensure that 
this equilibrium  is achieved only by accident. Production and consumption 
can not be kept in balance under antagonistic relations o f distribution (see 
section  III below ).

So where does this leave us in terms o f an overall evaluation of the schemas 
o f exp an d ed  reproduction? M arx  w as m ost certainly not trying to build a 
fram ew ork  with which to model the actualities o f the capitalist growth 
p ro cess or the realities o f input—output structures. Judged against those kinds 
o f pro jects, the reproduction schem as would be o f mere historical in terest-  
innovative and im aginative for their time, but lacking the pow er o f con­
tem porary  m odels. Jud ged  in relation to M a rx ’s own project, the schemas
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have a quite different interpretation. They are designed to yield us theoretical 
insigh ts into the inner logic o f  cap italist accum ulation, insights generated by 
intensive m odelling o f a ‘theoretical object’ defined with respect to the 
dom ain  of circulation of cap ital through exchange. Let us consider the nature 
o f these insights and the manner in which they m ay legitimately be used.

In the first volum e o f C ap ital (p. 578), M arx  writes:

C ap ita list  production , therefore, under its aspect o f a continuous con­
nected process, o f a process o f reproduction, produces not only com ­
m odities, not only surplus value, but it also  produces and reproduces 
the cap italist relation: on the one side the capitalist, on the other the 
w age labourer.

W e also  saw , in the first m odel o f  accum ulation, how ‘reproduction on a 
progressive scale, i.e., accum ulation, reproduces the capital-relation on a 
progressive scale, more capitalists or larger capitalists at this pole, more 
w age-w orkers at th at’ (C apital, vol. l , p .  613).

Th e reproduction  schem as allow  u s to exam ine the reproduction o f  the 
class relationship between capital and labour from  the standpoint o f 
exch an ge relations. C apital circulates, as it were, through the body  o f the 
labou rer as variable capital and thereby turns the labourer into a mere 
app en dage  of the circulation of capital itself. The capitalist is likewise im pris­
oned within the rules o f circulation o f capital, because it is only through the 
observan ce o f these rules that the reproduction and expansion o f constant 
cap ita l and the production  o f further surplus value is ensured. We are, in 
sh ort, look ing at the rules that govern the reproduction on a progressive scale 
o f  whole social classes.

V iew ed solely from  the standpoint o f exchange, this process o f social 
reproduction  does indeed appear to be relatively unproblem atic. There are, to 
be sure, innum erable peculiarities and com plications which ought to be taken 
into accoun t in any full accounting of balanced accum ulation. The difficulties 
p o sed  by the circulation o f fixed capital, the problem  o f  accounting for 
inventories, stocks o f money capital, the operations o f the credit system, etc., 
a ll lo o m  large. B u t m any o f  these problem s either d isappear on  analysis o r at 
best im part cyclical oscillations to an otherwise smoothly functioning secular 
reproduction  process.

An elaborate  exp loration  o f  these additional features m akes no m ore than 
a dent in m odels that depict the reproduction o f the class relations of 
cap ita lism  in perpetuity and in relatively trouble-free states. Taken directly 
fo r w h at they are, divorced entirely from M a rx ’s overall project, the models 
deserve the vigorous denunciations to which Luxem burg subjects them. And 
L u xem b u rg  is in fact quite correct in her principle objection: that M arx  
now here exp lain s in his reproduction schem as where the effective dem and is 
to  com e from  that will serve to realize the value o f com m odities in exchange. 
But in this M arx  is only being true to himself. It w as, after all, his principle
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p oin t in the first volum e o f  C ap ital that w e could never discover the secrets of 
where profit cam e from  by analysing the realm of exchange. And in the 
chapter on the circulation of surplus value in the second volume o f Capital, 
M a rx  m ak es exactly  the sam e point about effective demand. D ig as deep as 
w e can , we can never find how capital is realized in exchange without going 
back  into the realm  of production — that ‘hidden abode . . .  on whose 
threshold there stares us in the face “ N o  adm ittance except on business.”  ’ It 
is, then, in the realm  o f production  that ‘we shall see, not only how capital 
p rodu ces, but how capital is produced ’ (C apital, vol. 1, p. 176). It is also in 
th at realm  of p roduction  that capital is realized (see above, chapter 3). That 
is, after all, what is meant by ‘accum ulation for accum ulation ’s sake’ as the 
p rim u s agen s within the capitalist mode of production.

W hat all o f  this does, o f  course, is force us to consider the stark contrast 
betw een the rules regulating accum ulation in the realm  o f production and 
th ose th at regulate balanced accum ulation in the realm o f exchange. Read in 
the context o f M a r x ’s overall project, the reproduction schemas yield m ost of 
the theoretical insights we need. Balanced accum ulation through exchange is 
indeed possib le  in perpetuity, provided that technological change is confined 
within strict limits, provided that there is an infinite supply o f labour power 
which alw ays trades at its value, and provided that there is no competition 
betw een cap italists and no equalization in the rate o f profit. Once we relax 
these assum ption s, the crucial variables in the first model o f accum ulation, 
then chronic disruptions will arise in the exchange process. The ‘viable 
technology ’ that m ust prevail in exchange is perpetually disturbed by the 
revolutions in the productive forces.

Put simply, the conditions that perm it equilibrium  to be achieved in the 
realm  of produ ction  contradict the conditions that perm it equilibrium to be 
achieved in the realm  of exchange. C apitalism  cannot possibly be in such a 
state  that it can satisfy  these conflicting requirements sim ultaneously. The 
stage  is set for building a third model o f accum ulation -  one that exposes the 
internal contrad ictions of capitalism  and dem onstrates how these contradic­
tions are the fount o f all form s o f capitalist crisis.

I l l  T H E  F A L L I N G  R A T E  OF P R O F I T  A N D  ITS 
C O U N T E R V A I L I N G  I N F L U E N C E S

T h e reproduction  schem as in the secon d volum e o f  C apital dem onstrate that 
the cap ita list p rocess o f production as a whole represents a synthesis o f 
p rodu ction  and circulation. In the third volum e M arx  seeks to drive beyond 
‘ general reflection relative to this synthesis’, to ‘locate and describe the 
concrete form s which grow  out o f  the m ovem ents o f  capital as a  w hole’ and 
thereby ‘app roach  step by step the form  which they assum e on the surface o f 
so ciety ’ (C apital, vol. 3, p. 25).



F A L L IN G  R A T E  OF PRO FIT 1 7 7

If M a rx  is to com plete his project, he must build a third model o f accum ula­
tion which synthesizes the insights of the first two. The model must depict and 
m irror the internal contradictions o f capitalism  and describe their m anifesta­
tions in the w orld of appearance. For M arx  this meant explaining the origin, 
functions and social consequences o f crises.

U nfortunately, M a rx  does not com plete his project effectively. H e leaves us 
instead w ith a preliminary sketch o f w hat the third model o f accumulation 
m ight lo o k  like. H e hinges his ideas on ‘the m ost im portant law o f modern 
political econ om y’ — that o f  a tendency tow ards a falling rate o f profit. This is, 
he c laim s, ‘ a law  which, despite its simplicity, has never before been grasped 
and, even less, consciously articulated ’ (G rundrisse, p, 748). The idea that 
p rofit rates would tend to decline w as not new, however. Smith, R icardo and 
Jo h n  S tu art M ill all depicted capitalism  gradually running out o f steam until 
it lap sed  into a ‘stationary  state ’ with a zero rate o f accumulation. Ever eager 
to  turn C ap ita l into a critique o f political economy as well as into an 
exp osition  of the ‘true laws of m otion ’ o f capitalism , M arx attempts to build 
a m odel that will explain the supposed tendency tow ards a falling rate o f 
p rofit a t the sam e time as it identifies the orig ins o f crises under capitalism.

C lassica l political econom y (with the exception o f Smith) explained the 
tendency tow ards a falling rate o f profit by way o f factors external to the 
w ork in gs o f capitalism . The fault, R icardo suggested, lay in nature, because 
agricu ltural productivity w as subject to dim inishing returns. A ppeals to 
‘n atu re ’ o f  this so rt were anathem a to M arx ; when faced with the problem  of 
fa lling profits, he says scathingly o f  R icardo, ‘he flees from  econom ics to seek 
refuge in o rgan ic  chem istry’ (Grundrisse, p. 754). M arx  seeks the cause o f the 
phen om ena within the inner logic o f  capitalism . The argum ent he constructs 
is both  brilliant and simple.

Let us define the rate o f profit, he says, as:

f, _ 5 _ s !v  .
c +  v 1 +  c/v

From  the second o f  these expression s we can see that the rate o f profit varies 
inversely with the value com position and positively with a rising rate o f 
exp lo itation . If the rate o f exploitation  increases more slowly than the value 
com position , then we will have a falling rate o f profit.

M a r x  in general holds that the rate o f exp lo itation  can increase only at a 
d ecreasin g  rate (see above, pp. 5 5 ; 155—6). The increasing difficulty in 
squeezing higher rates o f exp loitation  out o f an already severely pauperized 
w o rk  force, the state o f class struggle and the need to m aintain a modicum  of 
w ork in g-class consum ption  exercise a restraining influence. Furthermore, it 
can be show n that the rate o f profit becom es less and less sensitive to changes 
in the rate o f exp loitation , the greater the value com position becomes (see 
Sw eezy, 1968).
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T h e burden o f  p ro o f for the falling rate o f profit ‘law ’ therefore lies in 
sh ow in g that the value com position of capital tends to rise without restraint. 
M a rx  sim ply invokes here the supposed ‘law  o f the rising organic com posi­
tion  o f cap ital’ as sufficient to this task. H e then concludes that it is the 
‘progressive  developm ent of the social productivity of labour’ which, under 
the social relations o f  capitalism , provokes a perpetual tendency tow ards a 
falling rate of profit (C apital, vol. 3, p. 212). By means of this simple 
strategem , M arx  m akes the law of falling profits com patible with the ‘laws of 
m otion  o f cap ita lism ’ .

B ut given the ‘enorm ous developm ent o f  the productive forces o f  social 
la b o u r ’ under cap italism , ‘the difficulty which has hitherto troubled the 
econ om ist, nam ely to explain  the falling rate of profit, gives place to its 
op po site , nam ely to explain  why this fall is not greater and more rap id ’ 
(C ap ita l, vol. 3 , p. 232 ). The ‘law ’ turns out to be a ‘tendency’ because it is 
m odified by an array o f counteracting influences.

M a rx  lists six  such counteracting influences in C apital, but tw o o f these 
(foreign trade and in increase in stock capital) fail to conform  to his usual 
a ssu m ption s (a closed economy and a concept o f surplus value that precludes 
the facts o f d istribution). T h is leaves us with (1) a rising rate o f  exploitation 
a lbeit at a decreasing rate; (2 ) falling costs o f  constant capital (which checks 
the rise in value com position); (3) depression o f w ages below the value of 
lab o u r p ow er; and (4) an increase in the industrial reserve army (which 
preserves certain sectors from  the ravages o f  technological progress by lessen­
ing the incentive to replace labour pow er by machines). In the Grundrisse (pp. 
7 5 0 —1), M a rx  lists a variety of other factors that can stabilize the rate of 
p ro fit ‘other than by crises’. H e writes o f ‘the constant devaluation o f a part of 
the existing cap ita l’ (by which 1 presum e he means planned obsolescence), the 
‘ tran sform ation  o f a  great part o f  capital into fixed capital which does not 
serve as agency o f direct production ’ (investment in public works, for exam ­
ple) and ‘unproductive w aste ’ (military expenditures are now often used as an 
exam ple in the contem porary literature). H e also  goes on to say that the fall in 
the rate o f profit can be ‘delayed by creation o f new branches o f production in 
w hich m ore direct labour in relation to  capital is needed, or where the 
productive pow er o f labour is not yet developed’ (labour-intensive sectors are 
opened up or preserved). And, finally, m onopolization is treated as an anti­
dote to the falling rate of profit.

T h is is, to pu t it mildly, a  som e w hat m otley array  o f  factors to be taken  into 
account. They all deserve far more scrutiny than M arx  gives them. And we 
are now here provided with a firm analysis of them. Some, such as wages 
m ovin g below  values, appear to be tem porary palliatives at best, while others, 
such as sav ings in constant capital and the opening up o f  labour-intensive 
lines o f production , app ear to have the potential to keep the profit rate stable 
in the long run. W e should also  note that som e factors, such as investment in
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public w orks and in unproductive expenditures, can probably best be con­
strued as responses to falling profits, while others, such as the preservation or 
opening up o f labour-intensive lines o f production and savings in constant 
cap ital, occur ‘n aturally ’ with the technological changes spaw ned under 
cap italist relations o f production.

H ow ever all this m ay be, M arx  leaves us with the definite im pression that 
none o f  this motley array o f  counteracting influences, when taken separately 
or all together, can successfully counter the long-run tendency tow ards a 
falling rate of profit. At best they delay the inevitable. He can then press home 
his argum ent to its final conclusion:

The grow ing incom patibility between the productive development of 
society and its hitherto existing relations o f production expresses itself 
in bitter contradictions, crises, spasm s. The violent destruction o f capi­
tal, not by relations external to it, but rather as a condition o f its 
self-preservation, is the most striking form  in which advice is given it to 
be gone and to give room  to a higher state of social production.
(G run drisse , pp. 74 9 —50)

M a rx  has, apparently, killed tw o birds with one stone. H e has se t the 
po litical econom ists straight as to why the rate o f profit m ust fall at the same 
time as he has sketched a model that reflects the contradictions o f capitalism 
and its concrete m anifestations in ‘the w orld o f appearance’. Unfortunately 
his argum ent is incom plete and by no means rigorously specified. And al­
though Engels im poses a very clear shape to the argum ent by his editing, the 
text is p lagu ed  by all manner o f am biguities.

M a r x ’s exp lanation  and use o f the law have therefore been the focus o f an 
im m ense and continuing controversy within the M arxist tradition at the same 
tim e as they have been subject to a  good deal o f disparagem ent in bourgeois 
qu arters (which, given w hat the law  depicts, is hardly surprising). The law has 
been investigated from  a variety o f standpoints (theoretical, historical, 
em pirical), exam ined carefully for its political im plications and interpreted in 
quite different w ays. I shall not attem pt to review the controversy or its 
m anner o f unfolding, since those who wish to can regale themselves at length 
with innum erable articles on the subject.8 But som e evaluation o f  this, M arx ’s 
third model o f  accum ulation, is plainly called for.

The evaluation  can proceed at tw o levels. On the first, we can consider the 
rigour, logical coherence and historical meaning o f the ‘law ’ o f  falling profits 
as a p rop osition  in its own right. At a second, more general, level we can 
consider how far the law  (or some version o f it) effectively synthesizes the 
findings o f the first two m odels o f accum ulation to provide thereby a firm 
interpretation  o f the law s o f  m otion  o f capitalism  as a whole.

8 The surveys by Fine and Harris (1979) and W right (1978) are useful. A good 
sam pling o f  opinion would by Cogoy (1973); Desai (1979); H odgson (1974); 
M orishim a (1973); Steedman (1977); Sweezy (1968); and Yaffe (1973).
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In w h at follow s I shall argue that M arx , in his anxiety to  straighten ou t the 
p olitical econom ists, is lured into an erroneous specification of what should 
have been a synthetic m odel of the contradictions o f  capitalism . M ore speci­
fically, by tak in g  over the problem  o f the inevitability o f a falling rate o f profit 
from  the political econom ists o f  the time and treating it as a question, M arx  
diverts from  the logic o f  his own argum ent to such a degree that what should 
have been a tangential proposition  appears fundam ental while the fundam en­
tal p roposition  gets interred in a mass o f tangential argument. As a result, 
M a r x  does not successfully synthesize the first two m odels o f accumulation. 
N or does he properly represent the ‘concrete form s’ which the internal 
contrad iction s of capitalism  assum e ‘on the surface’ o f society. Yet, in spite of 
all these defects, he does m anage to unm ask what might well be the funda­
m ental source of cap italist crises: the contradiction between the evolution of 
the forces of production  on the one hand and the social relations upon which 
cap ita list production  are based on the other. Let us flesh out this general 
argum ent.

T he exact status o f the so-called ‘law ’ ought first, however, to be clarified. It 
w ould  be one thing, for exam ple, to claim  theoretically that, i f  there is a 
tendency tow ards a  falling rate of profit, then it must be explained in a 
m anner consistent with the overall laws of motion o f capitalism , and quite 
another to m aintain, as M arx  most definitely does on several occasions, that 
the law  captures the inner logic o f capitalist dynamics at the sam e time as it 
exp la in s real and observable historical trends in the actual rate o f profit 
(G run drisse , p. 7 4 8 ; C apital, vol. 3 , ch. 13). There is, in fact, a good deal o f 
confusion  as to the exact epistem ological status o f the law — a confusion 
sign alled  by the w ay M arx  variously refers to  it as a ‘law ’, a ‘tendency’ or even 
as a hybrid ‘law  o f a tendency’ . For the sake o f convenience I shall continue to 
refer to the falling rate o f profit argum ent as a law w ithout presuming that 
such a label confers any particular epistem ological status upon it.

The theoretical im port o f  the law is fairly clear: the capacity to produce 
su rp lus value relative to the total value circulating as capital is diminished 
over tim e by the very technological revolutions that individual capitalists 
institute in their pursu it o f  surplus value. M arx  spells out the law, however, in 
values rather than in m arket prices, so that both long- and short-term 
m onetary  considerations (such as endemic inflation or financial panics) can­
not be included in the analysis. This means that the law cannot be used to 
describe the ‘surface appearan ce’ of capitalist dynamics. Furthermore, profit 
is construed as surplus value prior to its distribution as rent, interest, profit on 
industrial and m erchants’ capital, taxes and so on. This m eans that the rate of 
p ro fit on, say , industrial capital can rise or fall as a  result o f changes in 
distribution  rather than as a  reflection o f movements in the profit rate as 
M a rx  defines it (G rundrisse, p. 751).

W e have to  be particu larly  wary, therefore, o f  treating the law as a direct
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historical o r em pirical proposition . W e cannot, for exam ple, assem ble data 
on corporate  profits in the United States since 1945 and prove or disprove the 
law  by appeal to that particu lar historical record. Even braver and more 
soph isticated  attem pts — such as that by Gillman (1957) — to chart changes in 
the value com position  of capital and the rate of profit over a long time period 
are su spect because the necessary relationships between values and market 
prices are hard  to  establish while shifting distributional arrangem ents also 
m uddy the w aters considerably (accounting for taxes is particularly trouble­
som e). An historical record dom inated by price m ovem ents and distribu­
tional sh ares cannot easily be matched up against the law o f falling profits.9

The m ost that the law can bear a s  an  historical proposition  is the not- 
insubstan tial weight o f explanation  for long-run secular stagnation and 
violent periodic crises. M arx  tends to emphasize the crises, but there is much 
confusion  in the text as to whether or not capitalism  could overcome an 
inherent tendency tow ards long-run decline by way o f the perhaps increas­
ingly violent shake-outs and rationalizations achieved in the course o f crises. 
D ifferent schools o f thought exist on this point. 10

U nfortunately, M a rx ’s falling rate o f profit argum ent is not particularly 
w ell-honed or rigorously defined even as a purely theoretical proposition. 
C onsider, for exam ple, the definition o f profit which M arx  uses:

It is not exactly  clear, from  M a rx ’s text, what c, the constant capital, refers to. 
There are three possibilities; (1) the constant capital used up (preserved) in 
the course o f a year; (2 ) the constant capital em ployed throughout a year 
(which w ould  include fixed cap ital not used up); or (3) the capital advanced 
for the purchase o f  constant capital (in which case the turnover times o f the 
v ariou s elements of constant cap ital becom e crucial to the calculation). M arx 
h im self w avers betw een the first two definitions and occasionally invokes the 
third. Engels, cognizant that M arx  had done less than justice to the findings of 
the secon d volum e o f C apital, inserted a whole chapter on the ‘effect o f 
turnover on the rate o f profit’ an d  frequently adds sentences and paragraphs 
to draw  attention to w h at he saw  as a serious om ission in M a rx ’s form ulation 
o f the problem .

In general, M a r x ’s argum ent in the third volume o f C apital reflects his 
th inking in the first volum e but m akes scant reference to the powerful 
form ulation s o f the second (which is not surprising, since the text o f the third 
volum e that has come dow n to us w as apparently written before the extensive 
investigations o f the second were undertaken). The exclusion o f fixed capital 
and turnover time from  the analysis leaves us in practice with a definition o f c

9 See also the discussion by D esai (1979, pp. 1 93-8 ).
10 Kiihne (1979) and Sweezy (1968) summarize some of the debates.
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as the constant capital used  up in the course o fa y e a r a n d a  definition o f profit 
that in no way synthesizes the analytic structures of the first two m odels of 
accum ulation . In short, M a rx ’s m easure of the rate o f profit might be reason­
able if we are prepared to assum e that all capital is produced and used up in all 
sectors during a standard production period. Such a limited definition might 
be acceptable for som e purposes, but it is hardly adequate to capture the inner 
logic o f cap italism  as a whole, let alone ‘the concrete form s’ assum ed ‘on the 
surface of society ’ by the laws o f motion of capitalism .

Furtherm ore, all the theoretical objections we raised in chapter 4, concern­
ing the relationships betw een technical, organic and value com positions of 
cap ita l, now  com e fully into play as objections to M a r x ’s specification o f the 
law  of falling profits. Let us inject these objections into the argum ent one by 
one.

M a rx  is fully aw are, o f course, that technological changes that reduce the 
value of fixed and circulating constant capital can, under the right conditions, 
raise the rate o f profit or at least counteract its supposed tendency to fall. But 
he does not explain directly why such changes cannot stabilize the overall 
value com position  o f capital and, hence, the rate o f profit in the long run. His 
critics have therefore poin ted to a supposed bias in M arx ’s theory towards 
‘lab ou r-sav in g ’ as opposed  to what are called ‘capital-saving’ or ‘neutral’ 
innovations -  a b ias som e regard as justifiable in M a rx ’s own day but as no 
longer so  given the predom inant form s o f technological progress since the 
latter h alf of the nineteenth century . 11 This is a som ew hat unfortunate 
characterization  o f the problem  — one which, we should note, stems from 
bou rgeo is theory — since M arx  is concerned only with movements in the value 
ratio  o f constan t and variable capital. In this regard, he has at hand, in the 
reproduction  schem as of the second volume of Capital, a  ready tool to 
exp lore  the im pacts of differential rates of technological change in the two 
departm ents producing constant and variable capital goods respectively.

T h u s, M orish im a (1973 , pp. 160—3) and Heertje (1977) show that a 
special d istribution  of technological change -  one that focuses in particular 
on certain sectors within D epartm ent 1, which produces m eans o f production 
— can lead to a stab le or even declining value com position o f capital in the 
econ om y as a whole. The circumstance that allow s o f  such a result is exactly 
that which M arx  felt indicated the moment capital cam e truly into its own — 
w hen it evolved a capacity to produce m achines with the aid o f machines 
(C ap ita l, vol. 1, p. 384). An econom y dedicated to the production of 
m achines by ever m ore sophisticated m achines sounds som ew hat insane, of 
course, but the technical possibility that it could stabilize the value com posi­
tion o f  cap ital does indeed exist. We are then justified in asking whether or 
not the social p rocesses that regulate technological change under capitalism  
are such as to guarantee such a result.

11 See Blaug (1968) and Heertje (1977).
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Since individual capitalists institute technological changes in  response to 
com petitive pressures and the state o f class struggle, we can immediately 
conclude that the particu lar m ix o f technological changes required to keep 
the value com position  o f capital stable will at best be achieved by accident. 
Indeed, individual capitalists in com m and o f their own production process 
can best proceed by seeking to increase the productivity o f  the labour they 
em ploy relative to the social average. The thrust o f  technological innovation 
within the firm is alw ays tow ards savings in socially necessary labour time. 
A nd under conditions o f labour scarcity or heightened class struggle there is 
every incentive fo r individual capitalists to economize on the labour pow er 
they em ploy. The parallel incentive for individual capitalists to seek 
econom ies in em ploym ent o f constant capital is, by contrast, much weaker. 
The actual p rocesses regulating technological change under capitalism  are 
indeed system atically  biased tow ards variable-capital as opposed to 
constant-cap ital saving. The anarchic character o f inter-capitalist competi­
tion prevents any rational application  o f technological change -  ‘rational’, 
that is, from  the standpoin t o f sustaining accum ulation through a stabiliza­
tion  o f  the value com position  o f  capital. Crises therefore becom e the m eans to 
rationalize technological structures in relation to the requirements of 
accum ulation . Put in these terms, M a rx ’s falling rate o f profit argument 
ap p ears far  less vulnerable to the barbs o f his critics. This is not, then, where 
the real difficulties with M a rx ’s form ulation o f the problem  lie.

A different line o f  criticism  m ight be constructed on the basis o f ideas set 
ou t in chapter 4 , section IV. W e there show ed that the measure o f value 
co m position  decreases (everything else remaining constant) with increasing 
vertical integration. It then follow s that the m easure o f the rate o f profit 
cap tured  by individual firms should increase with increasing vertical integra­
tion — again , assum ing everything else remains constant. In one sense the 
effect is illusory, because M a rx ’s argument on the falling rate of profit is 
directed at the econom y viewed as a single aggregate. H e is concerned with 
the rate at which capitalists, view ed in aggregate, use the values they com ­
m an d to  create surplus value. A nd vertical integration, unless accom panied 
by technological change, different patterns o f exploitation, etc., presum ably 
has no im pact upon that aggregate rate in and o f itself. The manner in which 
cap ita lists share in the aggregate surplus value produced is affected. A  simple 
increase in vertical integration appears to be one w ay o f raising or protecting 
profit levels within the firm when actual surplus value produced is lower than 
average. There are evident opportunities for m isallocation o f labour power 
under these conditions.

Increasing vertical integration usually m eans increasing centralization o f 
cap ital an d  change o f technology aw ay from  the variable and tow ards con­
stant capital. W hat m ay be gained through vertical integration may be lost 
through  changing technology in the w ork process. On the other hand, smaller
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firm  size h as the advantage o f faster turnover an d  a technological m ix that 
usually  depends m ore upon variable capital (though this is not always the 
case). The d isaggregation  of production, accom panied by shifts in techno­
logical m ix, m ay indeed provide a means to raise the aggregate profit rate. 
The trouble is that the advantages o f vertical integration exert a pull in 
exactly  the opposite  direction. In this sense, the rate of profit may indeed be 
ju dged  as sensitive to the exact mix of organizational and technological 
characteristics. We find ourselves considering, once more, the idea o f an 
op tim al degree of centralization—decentralization in production in relation to 
su stained  accum ulation  (see above, pp. 139—50).

It is again st such a background that w e can evaluate som e o f the w ays in 
which M a rx  thought the profit rate might be stabilized. In som e cases these 
entail the m obilization  o f the ‘forces o f repulsion’ which typically counter 
excessive centralization. First o f all, new labour-intensive sectors could be 
opened up to supply  new social wants and needs so as to com pensate for 
increasing reliance upon constant capital in older, more centralized, sectors. 
W e could here introduce the idea o f ‘product-innovation cycles’, since it has 
frequently been observed that new products, initially produced on a small 
scale with labour-intensive technologies, are ultimately transform ed into 
m ass-produ ction , constant-capital-intensive industries. We can then easily 
sh ow  that for p roduct innovation to com pensate fully for the falling rate of 
profit w ould  require a perpetually accelerating rate o f product discovery. 
This is inconceivable in the long run.

Increasing division o f labour and specialization o f firms within existing 
lines o f  production , on the other hand, provides a m ore powerful mechanism 
for stabilizing the value com position o f capital. Historically, there has been a 
trend tow ards w hat is called increasing ‘roundaboutness’ in production — an 
increasing segm entation  of previously integrated production processes into 
separate , specialized phases, co-ordinated through the m arket or more 
directly through sub-contracting. The advantage lies in a superior efficiency 
derived from  specialization  o f function and the decreased turnover time of 
cap ita l (a phenom enon we will shortly exam ine in greater detail). Since 
sm aller firms, partly  by virtue of their size, tend to be more labour-intensive, 
and since specialization  o f  function perm its a dram atic change in the charac­
ter o f labou r pow er required as well as in labour relations, the result may be to 
stab ilize the aggregate rate o f profit in spite o f the supposed disadvantages o f 
d isag greg atio n .12

T h e  fall in the profit rate m ight also be checked by mechanisms that hold 
back  the pace o f  technological change. There is a whole host o f w ays — 
takeovers, patent laws and the like — whereby large powerful organizations 
b lunt com petition  and the impulsion to innovate. Large relative surplus

12 Burawoy (1979) provides some interesting observations on the difference in 
labour relations between large and small companies and w hat this might mean for 
labour productivity.
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p op u lation s can  spur m oves back tow ards labour intensive techniques, such 
as sw eatsh ops (K oeppel, 1978), particularly if m achines become more expen­
sive than  the labour pow er they replace. Some critics push this argument even 
further. There is nothing irreversible about technology, they say, and switch­
ing and re-switching from  labour- to constant-capital intensive techniques 
can easily  stabilize the profit rate (H ow ard and King, 1975, pp. 207—10). 
V an Parijs (1980), for his part, uses a p ro o f o f  O kish io ’s (1961) to show that 
capitalists, under competition, will choose techniques which necessarily reduce 
the unit values o f all com m odities (including labour power), and increase 
the transition al rate o f  profit to themselves as well as the social rate o f profit, 
no m atter w hat happens to the value com position, provided only that the 
physical standard o f  living o f labour remains constant. This powerful version 
o f the theory o f relative surplus value breaks dow n only under m onopoliza­
tion , increasing living standards o f labour, or because o f barriers posed by 
fixed capital circulation.

In n ovation  through com petition  does not necessarily produce the particu­
lar outcom e M arx  predicts. It can still function, however, as the fundam ental 
underlying force m aking for disequilibrium  and crises. If real w ages are held 
constan t, as O kishio assum es, the share o f  variable capital in total output 
declines sp ark in g  im balances between production, distribution and realiza­
tion , unless there is a com pensating acceleration in dem and fo r means of 
p rodu ction  and luxuries. An econom y which stuck to such a trajectory would 
so on  find itself in that ‘lunatic’ condition o f producing ever more machines by 
m achines or relying upon an ever-increasing disparity in w ealth o f the two 
great so cial classes. A lso, sw itching of techniques, although a real possibility, 
is the kind o f adjustm ent that will m ore likely be forced through in the course 
o f  crises than som ething achieved in the norm al course o f events.

Furtherm ore, sw itching and re-switching o f  technologies incurs costs. 
M a rx  definitely held that m assive technological reorganizations could only 
ever be ‘enforced through catastrophes and crises’ (Capital, vol. 2, p. 170). 
T h is  w a s particu larly  the case because o f the ‘peculiarities’ that attached to 
the circulation  and use o f fixed capital. This, however, brings us to the point 
w here we have to take up M a rx ’s elaborate studies on the working period, 
produ ction  and circulation tim es, fixed capital circulation, etc., and integrate 
them  into the m odel o f falling profits. T o  do this we have to go back to basics 
and re-define profit in a w ay that genuinely reflects a synthesis o f the thinking 
o f both volum e 1 and volume 2 o f Capital.

C ap ita l, w e may recall, is conceived o f  as a process o f circulation and 
exp an sion  o f value. From  the second volume o f C ap ital we see that capital 
tak es on very different material expressions in the course o f its circulation. 
This suggests a rather different form ula for profit than the one which M arx  
u se s .13

13 Dumenil (1975) provokes thought along these lines.
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surplus value
P ' =

money inventories of
cap ital +  raw  m aterials, 

fixed capital 
and labour 

pow er

inventories o f  inventories o f
+  partially fini- +  commodites on 

shed and fini- the market as
shed products yet unsold

The denom inator is here m eant to capture in value terms the total quantity of 
cap ita l in the different phases o f the circulation o f capital. A s it stands, this 
form ulation  takes no account of differential turnover times and presumes 
that all p rodu cts are produced and consum ed within one standard period of 
turnover. It a lso  treats o f surplus value as a flow in relation to the total stocks 
o f cap ital in the various states.

N o w  consider w h at a flow version o f this form ula m ight look like. We 
can n o t even begin to specify it without a knowledge o f the structures and time 
requirem ents of production  and circulation in different sectors o f the 
econom y. The m odels o f expanded reproduction are helpful in elucidating 
the structures. W e can see, for exam ple, that capital which takes on the form 
o f  variable cap ital has a dual existence: on the one hand its money form  lies 
som ew here in between the capitalists w ho have paid out w ages and the 
com m odity  producers who have yet to receive back that money in return for 
the w age go o d s they supply, while in its com m odity form its exists as labour 
pow er at w ork  under the com m and o f the capitalists. We can, in this fashion, 
exam ine the conditions o f  circulation o f  constant and variable capital and 
surp lus value (C apital, vol. 2, chs 15—17).

B u t the tim e requirem ents vary greatly and are extremely hard to  incorpo­
rate in any conception o f profit (the different com ponents o f constant capital 
are used up in production  at quite different rates, for exam ple). Some way has 
to be found to reduce the infinite diversity o f  circulation tim es to som e 
com m on  denom inator. Put another way, we have to identify both theoreti­
cally  and practically  some ‘norm al process o f circulation o f capital’ or, as I 
sh all prefer to  call it, ‘socially necessary turnover tim e’. I shall define the 
latter, by analogy  with the concept of socially necessary labour time, as the 
‘ average time taken to turn over a given quantity o f capital within a particular 
sector, under the norm al conditions o f production and circulation prevalent 
at the tim e’.

F irm s with shorter than necessary turnover times will receive excess profits 
or relative surplus value. There will likely be, therefore, a competitive struggle 
to  accelerate turnover tim es. We can also see that a faster turnover time yields 
a higher rate o f profit on an annual basis when all else is held constant. 
T u rn over times can be reduced by a variety o f means, one o f which involves 
sp litting a production  process into independent phases under the com m and
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o f independent firms. This, a s  we have seen, provides an incentive for creating 
increased ‘ roun dabou tness’ in production systems. The falling profits 
a ssoc ia ted  with increasing disaggregation  m ay therefore be overwhelmed by 
the rising profits associated  with faster turnover times. There is, presum ably, 
an equilibrium  poin t between these tw o opposed tendencies consistent with a 
stab le rate of profit.

A closer inspection o f  the concept o f socially  necessary turnover time 
how ever, suggests, that we are using it to cover a multitude o f complexities 
w hich ou ght not to be so cavalierly interred. Different elements o f variable 
and con stan t cap ital turn over at different rates even within firms, and there 
will likely be widely divergent average turnover rates in different sectors. It 
m ay take decades to turn over the capital locked into a hydroelectric project 
and a few days to retrieve the capital laid out on setting up a sw eatshop in the 
garm ent industry. H ow  can such widely divergent turnover tim es be reduced 
to som e com m on yardstick so  as to be able to com pare profit rates?

It is as crucial to find an answ er to this problem  as it was to explain how 
ab strac t lab ou r becom es a yardstick  against which diverse form s o f concrete 
lab o u r can be evaluated. W ithout a com m on measure o f turnover time, there 
can be no equalization  o f profit rates because there w ould be no standard 
aga in st which to determine whether the profit rate w as higher or lower than 
average, or even rising or falling.

The so lu tion  that M arx  is perpetually hinting at in the second volume o f 
C ap ita l, but which he fails to press hom e to its final conclusion, is that the 
credit system  provides the mechanism to reduce different turnover times to a 
com m on  basis, and that this ‘com m on b asis’ is the rate o f interest. In the sam e 
m anner that the m arket exchange o f com m odities serves to reduce diverse 
concrete labours to the common denom inator o f abstract labour, so do the 
m ark et processes surrounding money itself (in particular, that part o f the 
m oney m arket called the capital m arket) reduce diverse concrete production 
processes with their specific and often highly idiosyncratic time requirements 
to  a stan d ard  socially  necessary turnover time.

This conclusion  is, however, deeply disruptive o f M a rx ’s ow n argument. 
H e in sists that both the origin and the rate o f profit can be discussed indepen­
dently o f the facts o f distribution. W hile the origin o f profit in the exploitation 
o f labou r pow er can indeed be so  discussed, we now conclude that the rate o f 
profit can not be discussed independently to the distributive processes that 
form  the rate o f  interest, except under certain highly restrictive assum ptions 
(w hich w e will shortly specify).

M a r x ’s n otorious reluctance to allow the facts o f distribution into his 
an alysis stem m ed from  his fierce struggle w ith a bourgeois political economy 
w hich treated  distribution  as fundam ental while neatly side-stepping the need 
to consider the social relations o f production. But M arx  errs in the other 
direction. His refusal to take up the role o f the credit system and the rate o f
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interest in the second volum e o f C apital prevents the full flowering o f a 
poten tially  rich analysis of the process o f circulation o f capital. H is failure to 
in tegrate even the lim ited though deeply suggestive findings on turnover time 
into his fa lling rate of profit argum ent prevents the latter being used as a 
viab le synthetic m odel of the contradictions of capitalism .

So where does this leave us with respect to the law  o f falling profits? Is there 
no way in which w e can minimize the dam age and rescue at least a part of 
M a r x ’s argum ent?

At first blush, it seem s that the best we can do is to lay out very clearly the 
assum ption s that w ould  allow  M a rx ’s argum ent to hold. A ssum e:

(1 ) a tw o-class society com prised solely o f  capitalists and labourers;
(2 ) an  econom y with an extremely simple structure in which all com m odities 

are p rodu ced  and consum ed within the same standard time period: this 
m eans that all turnover times are considered equal, no inventories or 
h oards of com m odities or money exist and that no fixed capital is carried 
over from  one production  period to the next;

(3) m oney functions purely as a m eans o f  exchange which reflects and 
m easu res values precisely;

(4) cap italist relations o f  production  and exchange dom inate every facet of 
life.

Then, given M a r x ’s characterization o f  ‘cap italist relations o f production 
and exchan ge’ , we can deduce that the profit rate (again, assum ing M a rx ’s 
form ula  for profit is appropriate) m ust necessarily fall. The problem  o f falling 
profits, which h ad  dogged the political econom ists o f  the time, is effectively 
solved. I do not, however, regard this as the m ost im portant insight to be 
garnered from  a m ore rigorous specification o f M a rx ’s law.

The fundam ental proposition emerges from  a consideration o f the processes 
th at tend to generate the falling profits in the first place. What M arx in effect 
sh ow s us is that individual capitalists — coerced by com petition, trapped by 
the necessities of class struggle and responding to the hidden dictates o f the 
law  of value — m ake technological adjustm ents which drive the economy as a 
w hole away from  ‘ a “ soun d” , “ norm al”  developm ent o f the process of 
cap ita list p rodu ction ’ (C apital, vol. 3 , p. 255). Put another way, individual 
cap ita lists, acting in their own self-interest under the social relations o f 
cap ita list p rodu ction  and exchange, generate a technological m ix  that 
threatens further accum ulation, destroys the potentiality fo r balanced 
grow th  and p uts the reproduction o f the capitalist class as a whole in 
jeopardy . Individual capitalists, in short, necessarily act in such a way as to 
de-stabilize capitalism .

U nfortunately, M arx  obscures this fundam ental proposition by con­
centrating upon  its supposed expression  as a law o f falling profits, w ith all o f 
the h istorical, em pirical and theoretical connotations that such a law  implies.
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We can rescue M arx  from  both his apologists and detractors by going back to 
the fun dam en tal principle o f a contradiction between the forces o f produc­
tion and the social relations o f  production  under capitalism  and tracing the 
expression  o f  this contradiction  in terms o f  the technological and organiza­
tional characteristics that capitalism  m ust necessarily adhere to if it is to 
achieve balanced equilibrium  grow th.

In the first volum e o f C ap ita l we see individual cap italists in com m and of 
their ow n production  processes using technological change within the firm as 
a ‘lever’ fo r accum ulation  — a lever to be used again st other capitalists in the 
struggle for relative surplus value and against the labourer in the struggle to 
prevent the w orking class from  appropriating much or any o f the surplus 
value produced. The result: perpetual revolutions in the productive forces 
and an ever-increasing productivity o f social labour. This is the idea that 
M arx  sough t to capture in his concept o f  a rising organic com position of 
capital.

W hen we pushed the analysis o f  the reproduction schemas in the second 
volum e o f  C ap ita l som ew hat further than M arx  had time for, we came up 
with the concept o f a viable technology which would permit the successful 
reproduction  o f class relations at the sam e time as it perm itted ‘balanced 
accum u lation ’ am ong and within sectors in physical, m onetary and value 
term s. W hat M arx  is driving at in his third m odel is that, if accum ulation is to 
be su stain ed , then the aggregate value com position o f capital m ust remain 
reason ab ly  stab le. By stepping back into the fram ew ork o f the reproduction 
schem as we can specify more clearly w hat that m eans. The viable technology 
now en com passes a specific distribution o f technological change across sec­
tors so  as to keep the value com position  o f cap ital stable. W hat this tells us is 
that the dynam ics o f technological and organizational change are critical for 
the stab ility  o f  capitalism  and that the paths o f change compatible with 
balan ced grow th are, if they exist at all, highly restricted.

The basic  question M arx  poses is this: how on earth can the processes o f 
technological and organizational change, as regulated by individual 
cap ita lists acting under the class relations o f capitalism , ever achieve the 
viable technology to permit balanced accum ulation and the reproduction of 
c lass re lations in perpetuity? While M arx  does not prove the point beyond 
any p ossib le  shadow  o f doubt, he m akes a pretty good case that the necessary 
technological and organizational m ix could only ever be struck tem porarily 
by accident and that the behaviour o f individual capitalists tends perpetually 
to  de-stabilize the econom ic system. This is, I believe, the correct interpreta­
tion to  be put upon what M arx  depicts as the fundam ental contradiction 
betw een the productive forces and the social relations under capitalism . It is 
a lso, I w ould  subm it, the fundam ental p roposition  that lies buried within the 
fallin g  rate o f profit argum ent.
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Over accumulation, 
Devaluation and the 

‘First-cut3 Theory o f Crisis

T h e tendency of the profit rate to fall ‘breeds overproduction, speculation, 
crises and surp lus capital alongside surplus popu lation .’ Furtherm ore, it 
reveals ‘that cap italist production  meets in the development of the productive 
forces a barrier which has nothing to do with the production o f wealth as 
such ; and this pecu liar barrier testifies to the lim itations and merely historical 
transitory  character o f the capitalist m ode o f production . . . ’ (C apital, vol. 3, 
p. 2 4 2 ) .’

Periodic crises, long-run secular decline, stagnation and even, perhaps, 
som e ultim ate econom ic catastrophe seem to  be im plied in M a rx ’s comments. 
The exact interpretation to be put upon them is o f great political importance. 
The ‘b ig-ban g ’ theorists assum e a quite different political posture from  those 
who see cap italism  ending with a whimper. The political differences that split 
the international socialist m ovem ent in the period 1890—1926 — between 
L u xem b u rg  and Lenin, between those who kept to a ‘ revolutionary’ line and 
those w ho, like Bernstein, K autsky and Hilferding, were to seek a social 
dem ocratic  path to socialism  —were frequently expressed in terms o f different 
interpretations of the long-run dynam ics o f capitalism . Today, the political 
p ostu re  o f the French C om m unist Party is reflected in B occara’s theory o f the 
transition  to  state-m onopoly capitalism , and attacks upon that theory by 
w riters like M agalin e reflect the rather different political stance o f other 
forces on the left. Strategies o f class alliance, o f ‘historical com prom ise’, of 
‘ E urocom m un ism ’ are likewise debated against the background o f some 
theory o f the long-run evolutionary path o f  capitalism . The search for a 
‘co rrect’ interpretation  o f M a rx ’s theory is not, therefore, an empty academic 
exercise, but a politically  sensitive task  that has to be undertaken with all the 
r igou r we can com m and.

M a rx  him self is infuriatingly am bivalent. H is writings have consequently
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been su b ject to  widely divergent interpretations. 1 The ambivalence remains 
even when he appears to rule out certain possibilities. H e firmly states, for 
exam ple, that ‘over-production  does not call forth a constant fall in profit but 
period ic over-production  occurs constantly . . . followed by periods o f 
under-production ’, and th a t ‘w hen A dam  Smith explains the fall in the rate o f 
profit fro m  an over-abundance o f capital . . .  he is speaking o f a  permanent 
effect and this is wrong. . . . The transitory over-abundance o f capital, 
over-production  and crises are som ething different. Permanent crises do not 
exist (Theories o f  Surplus Value, pt. 2 , pp. 4 6 8 ; 497). Yet long-run secular 
decline is still possib le — perhaps even culm inating in the ultim ate catastrophe 
that som e M arxists predict — through the broadening scope and deepening 
intensity o f these periodic crises. And at certain points M arx  seems to indicate 
that cap italism  indeed faces such a fate (G rundrisse, p. 750).

All th at w e can say with absolute certainty is that M arx  m eant his exposi­
tion of the law  o f  falling profits as a ‘first-cut’ statem ent o f his theory o f crisis 
form ation  under capitalism . I say ‘first-cut’ because, as we saw  in the last 
chapter, his failure to integrate all o f the insights from  the first tw o volumes of 
C ap ita l prevents a  full statem ent o f the internal contradictions o f capitalism  
in the third. But we also  find that in writing on crisis form ation M arx  is forced 
to m ove ahead on his own analysis in disconcerting w ays — to invoke aspects 
of theory that lay quite undeveloped. And so  we are left with a lot of 
unfinished business. An inspection o f those brief sections where M a rx  does 
explicitly  consider the shape and form  o f  crises yields a check-list o f matters 
invoked that have yet to be considered:

(1 ) the peculiar m ode o f production , circulation and realization o f fixed 
cap ita l and the difficulties that arise from  differential turnover tim es;

(2 ) the process o f  organizational and structural change which affects the 
degree o f centralization— decentralization o f capital;

(3) the role o f the credit system , interest-bearing and money capital (all of 
which require that the m onetary aspects o f  circulation o f capital be 
analysed);

(4) the interventions of the state in the circulation o f capital;
(5) the physical aspects o f  circulation o f  com m odities (the movement of 

com m odities in space) together with foreign trade, the form ation o f the 
‘w orld m ark et’ and the whole geographical structure o f capitalism ;

(6 ) the com plex configurations o f  class relations both within and between 
social form ation s (for exam ple, factional distinctions within the 
cap ita list class and distinctions within the proletariat based on different 
n ation al values of labour pow er).

1 Shaikh (1978) and Wright (1978) provide surveys of different interpretations of 
M a rx ’s crisis theory.
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Th is list d o e s n o t exh aust the many features that ought to  be included in 
any final version of crisis theory. D islocations in the sphere o f social repro­
duction  — the reproduction  o f labour pow er, o f  bourgeois ideology, in the 
political and m ilitary apparatuses designed to ensure control, etc. — all require 
consideration . But M arx  clearly regards the contradictions inherent in com­
m odity  production  and exchange as basic to understanding crisis form ation 
under cap italism . In this sense, the ‘first-cut’ theory o f  crisis is more than just a 
first app roxim ation . It reveals, rather, the underlying rationale for the evident 
instability  o f cap italism  as a m ode o f econom ic and social organization.

Th e structure o f  class relations implied in this ‘first-cut’ theory o f crisis 
form ation  is not hard to schematize. From  the first volume o f C ap ital we see 
that accum ulation  ‘reproduces the capital relation on a progressive scale, 
m ore cap ita lists a t this pole, m ore w age workers at that’. We also see that 
unem ploym ent, an industrial reserve army, is necessary to accumulation, and 
this translates into an endemic crisis for a fluctuating proportion o f the 
w ork in g class. From the second volume o f C apital we see the conditions that 
a llow  individual acts of circulation to be brought together into a process of 
‘circulation  between great functionally determined economic classes o f soci­
ety’ so  as to  perm it the reproduction o f both the capitalist and working 
c lasses. The contradictions are brought out in the third volume o f Capital. 
Th ey  are expressed  as a disruptive collapse o f the processes of social repro­
duction  o f the tw o great social classes in society and take the form  o f ‘an 
excess of cap ital sim ultaneously with a growing surplus population ’ . And we 
can  see that ‘ a plethora of capital arises from the sam e causes as those that call 
forth  relative over-population ’, which entails the peculiarly irrational condi­
tion o f ‘unem ployed cap ital at one pole, and unemployed w orker population 
at the oth er’ (C ap ital, vol. 3, pp. 245, 251).

The crisis clearly strikes a t  both capital and labour alike as well as at the 
very basis of the reproduction of class relations. A technical understanding of 
the m odus operan di of M a rx ’s ‘first-cut’ theory o f crisis formation has to be 
spelled out, therefore, against this backdrop  o f crisis in the reproduction of 
c la ss relations.

I O V E R A C C U M U L A T I O N  A N D  D E V A L U A T I O N  O F  C A P IT A L

M  a rx ’s falling ra te  o f  p rofit argum ent does convincingly dem onstrate that the 
ca p ita lis ts ’ necessary passion  for surplus-value-producing technological 
change, when coupled with the social imperative ‘accum ulation for accum u­
la tio n ’s sa k e ’, p roduces a surplus o f capital relative to opportunities to 
em ploy that capital. Such a state of over-production o f capital is called the 
‘overaccum ulation  of cap ita l’.

If the am oun t o f  capital in circulation is to  remain in balance with the 
lim ited capacity  to  realize that capital through production and exchange — a
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condition  im plied by the stabilization  of the rate o f profit — then a portion of 
the to ta l cap ital m ust be elim inated. If equilibrium  is to be re-established, then 
the tendency tow ards overaccum ulation must be counterbalanced by proces­
ses that elim inate the surplus capital from  circulation. These processes can be 
exam in ed under the heading ‘the devaluation o f  cap ital’ .

A t first sight, the concept o f  ‘devaluation ’ appears som ew hat odd i f  not 
nonsensical. C apital, after all, w as initially defined as ‘value in m otion ’, so  we 
are here talking, in effect, o f the ‘devaluation o f value’, which sounds like a 
contrad iction  in term s.2 The thrust of M a rx ’s argument is to concede the 
contrad iction  but to insist that it lies in the capitalist mode o f production 
rather than in the term s per se. The latter are merely designed to reflect the 
contrad iction s inherent in capitalist production and exchange. All o f  which 
p rom p ts som e fundam ental reflections upon the nature o f the value concept 
itself.

In chapter 1 we noted that M arx  departed  from  R icardo ’s conception of 
value as em bodied labour tim e only to the extent o f inserting the qualifying 
ph rase , ‘socially  necessary’, into the definition. I then argued that it is the 
invocation  of ‘social necessity’ that provides M arx  with the leverage to 
fash ion  a critique of political econom y and an account o f the contradictory 
law s o f m otion  o f capitalism . The concept o f value as embodied labour time is 
not to  be construed, therefore, as a fixed and im m utable building block on 
which an analysis o f  the contradictions o f capitalism  can be founded, but as a 
concept th at undergoes perpetual m odification in its meaning the more we 
grasp  w hat the socially  necessary characteristics of capitalism  are. And if, as 
M a rx  sh ow s us in the third volum e of C apital, capitalism  is necessarily 
riddled w ith contradictions, then the concept o f  value m ust necessarily reflect 
th at fact. Put another way, ‘value’ is not a fixed metric for describing an 
u nstab le w orld, but an unstable, uncertain and ambivalent m easure that 
reflects the inherent contradictions o f capitalism .

M a rx  alerts us to this possibility  in the very opening section o f  Capital (vol. 
1, p. 4 1 ), when he notes that em bodied labour that does not fulfil a social

2 Those who interpret M arxian  value theory as a pure accounting system can make 
no sense o f the idea o f  ‘devaluation’, and it is noticeable that the concept never crops 
up in the presentations o f Morishima (1973), Dobb (1973) or even of Desai (1979). 
Bourgeois interpreters have a very hard time o f  it. Thus von Bortkiewicz (1952) 
attributes to M arx  ‘the perverse desire to  project logical contradictions onto the 
objects themselves, in the manner o f Hegel’. It should be noted that M arx was indeed 
deeply influenced by Hegel’s Logic, and that we should therefore not be surprised to 
find that the concept o f value contains its own negation in the form  ‘not-value’. What 
is interesting about M arx ’s presentation is the manner in which he overcomes the 
‘ idealist mode o f presentation’ characteristic o f Hegel and gives the whole idea a 
m aterialist base. Quite simply, we can say that if value is interpreted as human labour 
in its social aspect under capitalism, then ‘not-value’ can be interpreted as human 
labour that has lost its social meaning owing to processes that are also unique to 
capitalism .
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w an t or need, th at is not a use value, is w asted lab o u r and therefore not value. 
Th e prob lem  that that notion poses is held in abeyance thereafter under the 
assum ption  th at all com m odities trade at their values or at their prices of 
p rodu ction  (which are still m easured in values). But an analysis o f  the internal 
contrad iction s o f  capitalism  shows a perpetual tendency to produce ‘non­
v a lu es’, to w aste labour power either by not em ploying it or by using it to 
em body  labou r in com m odities that cannot fulfil social w ants and needs as 
these are structured under the social relations of capitalism . Value, recall, is 
n ot a universal attribute o f all human labour everywhere. It attaches speci­
fically to cap ita list production  and exchange, and now has to  be seen to 
include its opposite , the non-production o f  values and the production of 
non-values. T h is is what devaluation entails.

Interestingly enough, we have already put in place the conceptual 
ap p ara tu s to  allow  such m odification. In chapter 3 we showed how  and why 
M a rx  considered devaluation as a ‘necessary m om ent’ in the circulation of 
value. C ap ita l, in the course o f its circulation, undergoes a series of 
‘ m etam orp h oses’ from  m oney into m aterial com m odities into production 
processes into com m odities, etc. Since capital is value in motion, value can 
rem ain  value only by keeping in motion. This allow s M arx  to provide a 
purely  technical definition of devaluation as value that is ‘at rest’ in any 
particu lar state for more than a moment. An inventory o f com m odities not 
yet being used or not yet sold, a reserve o f money, etc., can all be lumped 
together under the heading o f ‘devalued cap ital’ because the value is not in 
m otion . This necessary devaluation, inherent in the circulation of capital 
itself, is autom atically  suspended once value resum es its motion by under­
go in g  the ‘m etam orp h osis’ o f m oving from  one state to another. N o  perm a­
nent ill effects derive from  devaluation provided that capital can complete its 
circulation  through all phases within a particu lar period o f time. From  this 
technical stan dpoin t we can  see that the concept o f ‘socially necessary 
turnover tim e’ is im plied in the very notion o f value itself, and that value can 
have no m eaning independent o f the ‘necessary devaluations’ entailed in the 
circulation  of cap ital through the different states.

The p u rp ose  o f  M a rx ’s argum ent, which in effect m akes devaluation part 
o f value itself, is to  get aw ay from  the identities assum ed under Say’s Law , to 
show  th at supply does not necessarily create its own dem and and that the 
poten tiality  for crises alw ays lurks in the need perpetually to overcome the 
separation  between the various ‘m om ents’ or ‘ph ases’ in the circulation of 
cap ita l in tim e and sp ace .3 For m ost of Capital, M arx is content to invoke the

3 If we conceive of ‘value’ as human labour in its social aspect expressed through the 
continuous circulation of capital through production and exchange, then M arx ’s 
critique o f Say ’s Law , which emphasizes the ‘separation within the unity’ of produc­
tion and consum ption, means that value itself must internalize that separation as 
‘not-value’. In this way the possibility o f crises and disruptions is internalized within 
the notion of value itself.
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p ossib ility  and only the possibility  of crises. But when M arx  presents his 
‘first-cut’ theory o f crisis the concept o f devaluation comes very much to the 
fore to  help understand the perm anent ill-effects o f the contradictory laws o f 
m otion  o f  capitalism . D evaluation  is the underside to overaccum ulation.

W e are now in a position  to draw  upon insights generated by w hat must 
have seem ed rather abstract and hair-splitting argum ents advanced in chap­
ter 3. T he overaccum ulation  o f capital in general can immediately be trans­
lated  into particu lar m anifestations o f excess capital ‘held up’ in all o f the 
states it assum es in the course o f  circulation. We can therefore have:

(1 ) an overproduction  o f com m odities — a glut o f  m aterial com m odities on 
the m arket expressed as an excess o f inventories over and beyond that 
norm ally  required to accom plish the sm ooth circulation o f capital;

(2 ) su rp lus inventories o f constant capital inputs and partially finished com ­
m odities over and beyond those required fo r the norm al circulation of 
cap ita l;

(3) idle capital within the production  process — particularly fixed capital 
which is n ot being used to its full capacity;

(4) surplus m oney capital and idle cash balances over and beyond the norm al 
m onetary  reserves required;

(5) surp luses o f labour pow er —underem ploym ent in production, an expan­
sion  o f  the industrial reserve arm y over and beyond that normally 
required for accum ulation, a  rising rate o f exploitation which creates at 
least a tem porary  devaluation o f  labour pow er;

(6 ) falling rates o f return on capital advanced expressed as falling real rates 
o f interest, rates o f profit on industrial and m erchants’ capital, declining 
rents, etc.

T h is list sum m arizes the ‘form s o f appearance’ o f overaccum ulation and 
ties them  all to the fundam ental underlying contradiction between the evolu­
tion o f the productive forces and the barrier posed by the social relations of 
cap italism . It perm its M arx  to expose the theoretical error in the Ricardian 
view that there could be an excess o f capital but no generally overproduction 
o f com m odities (C apital, vol. 3, p. 256). It was, M arx  held, quite absurd to 
adm it the ‘existence and necessity o f a particular phenom enon which is called 
A , but deny it as soon as it is called B ’ (Theories o f  Surplus Value, pt 2, 
pp . 4 9 6 - 9 ) .

T h e analysis a lso  helps u s to  deal with the perpetually rumbling and rather 
w rong-headed controversy in M arxist circles as to whether crises should be 
construed as arising out o f ‘underconsum ption’ (the inability o f the m asses to 
pay  for the im m ense quantities o f com m odities which capitalists produce) or 
o u t o f  a tendency tow ards a fa llin grate  o fp ro fit .4 In the w orld  o f appearance,

4 The confusions are discussed in detail by Bleaney (1976), Shaikh (1978) and 
W right (1978).
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fa lling rates o f profit an d  a glut o f com m odities are both surface representa­
tions o f the sam e underlying problem . Conceived o f theoretically, the 
tendency tow ards perpetual revolutions in the productive forces as expressed 
in a rising value com position  o f capital becom es the basis for understanding 
crisis form ation  only when it is put into opposition  to the ‘antagonistic’ 
re lation s o f distribution  and production upon which capitalism  is founded. It 
is the op position  between the productive forces and the social relations that is 
fun dam en tal, and we cannot therefore assign priority to one or the other side.

Furtherm ore, the analysis suggests that the tendency tow ards overaccum u­
lation  will surely be expressed in capitalist history by periods and phases in 
w hich we will witness gluts on the m arket, massive rises in inventories, idle 
p roductive capacity, idle money capital, unemploym ent and falling money 
rates o f p rofit (after distribution). We can gain a certain confidence in M arx ’s 
‘ first-cut’ theory o f crises to the degree that capitalist history is quite regularly 
an d  period ically  scarred with events such as these. The interpretation has to 
be cau tiou s, because M arx  leaves a great deal out and the analysis o f actual 
crisis form ation  has yet to be undertaken. The most that we can conclude at 
this p o in t is that the signs are very hopeful.

If overaccum ulation  takes on such surface form s o f  appearance, then we 
can  expect its nem esis — devaluation — to strike in the same tangible ways. 
C ap ita l held in m oney form  can be devalued by inflation; labour pow er can be 
devalued  through unem ploym ent and falling real w ages to the labourer; 
com m odities held in finished or partially finished form  may have to be so ld off 
a t a lo ss ; the value em bodied in fixed cap ita l m ay be lost as it lies idle. The 
m echanics are different in each case, and the im pacts will vary depending 
u pon  which kind o f devaluation we are talking about. And we are not yet in a 
p osition  to render all aspects of such a process explicit -  we have yet to put in 
p lace , for exam ple, fram ew orks for considering inflation and fixed capital 
form ation  and use. But we can provide some m ore detailed analyses o f the 
p rocesses o f devaluation  given the conceptual apparatus we have at hand. 
T h is will be the subject o f the rest o f this chapter.

II T H E  ‘ C O N S T A N T  D E V A L U A T I O N ’ O F  C A P IT A L  W H IC H
R E S U L T S  F R O M  T H E  R IS IN G  P R O D U C T I V I T Y  O F  L A B O U R

Th ere are , M a rx  claim s, features to  the inner logic o f  capitalism  which delay 
the falling rate o f profit ‘other than by crises; such as, e.g., the constant 
devaluation  of a p art o f the existing cap ital’ (Grundrisse, p. 750).

W hat M a rx  h as in  m ind here is in essence quite simple. Since the value o f  a 
com m odity  is set, in the first instance, by the socially necessary labour time 
taken  to  produce it, then that value falls with the rising productivity o f labour 
pow er. The sam e principle holds even when we appeal to prices o f production 
(the rate o f change differs between sectors and in som e cases can move up
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rather than dow n). The rising productivity o f labour under capitalism  is 
therefore accom panied  in general by falling unit values o f com m odities 
(C ap ita l, vol. 3 , p. 226 ), provided all else remains constant. The value o f the 
sam e com m odity  m ay alter from  one m om ent to the next. In the sphere of 
exchange this fac t is expressed  as a difference between original purchase price 
and su bsequ en t replacem ent cost in real terms.

T h is gap  gives rise to the potentiality  for appreciations and depreciations in 
the exchan ge value of com m odities (C apital, vol. 3, p. 311). Under certain 
circum stances, depreciation can be understood as a form o f devaluation. 
W hen the p roductivity o f labour is rising rapidly, for exam ple, the unit values 
o f  com m odities fall fast so  that the value em bodied in inventories o f constant 
cap ital, partia lly  finished or finished products and o f com m odities on the 
m arket is perpetually  being revalued in relation to the newly achieved social 
p roductivity  o f labour power. Under normal conditions, depreciation can 
have only a m arginal im pact upon com m odities that are produced and used 
up within a very short time period. But production processes that require a 
long w ork in g period , large reserve inventories o f constant capital or large 
qu antities of fixed capital are m uch more sensitive. C om m odities that neces­
sarily  rem ain  long upon the m arket, or can be consum ed only slowly, are 
likew ise affected — housing, public facilities, transport networks, etc.

T he incessant ‘revolutions in value’ prom oted by the perpetual hunt for 
relative su rp lus value alw ays threaten the value o f any past, dead labour that 
has not yet been realized through production  or final consumption. While this 
difficulty is felt to some degree everywhere, it is o f much greater social 
significance in som e spheres than in others. The individual capitalist probably 
n otices it m o st directly when the introduction o f  cheaper and more efficient 
fixed  cap ital effectively reduces the value o f  the machinery that he or she is 
em ploying. There is strong pressure to avoid such ill effects by using up the 
fixed cap ital as fast as possible, which m eans intensifying the work-process, 
go in g  to  a sh ift system , etc., (C apital, vol. 3, pp. 113—14). Society as a whole 
p ro b ab ly  notices the problem  m ost em phatically when there are revolutions 
in the value o f the basic money com m odity (gold), or when there is inflation in 
the im puted value of paper currencies — the latter being the social form 
assu m ed  by devaluation  in m odern times par excellence. These are both 
m atters that w e will take up in later chapters, since we have not yet developed 
the technical basis for discussing them.

W e can give some consideration here, however, to the relationship o f 
overaccum ulation —devaluation to the centralization o f capital. M a rx  is at 
p a in s to  em phasize that a fa lling rate  o f profit is accom panied by an increas­
ing m ass o f  profit, by which he m eans that crises tend to result not from 
ab so lu te  declines in the production  of surplus value but because the mass of 
the surp lus value produced cannot keep pace with the expansion o f the 
am ou n t of cap ital looking to capture it. If the reduction of the total quantity
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o f cap ital is a ll that is needed to  bring the system back into equilibrium, then 
the centralization  of cap ital -  which involves the ‘progressive expropriation 
of the m ore or less direct producers’ (C apital, vol. 3, p. 219) — can be seen as 
one o f the m eans available to  accom plish such a task. The takeover o f smaller 
cap ita lists by larger ones deprives the form er o f  their capital through a kind of 
exp ro priation  w hich in effect devalues their capital to the advantage o f the 
large-scale cap italists. The latter can absorb  the physical and financial assets 
o f the sm all-scale cap italists at a reduced value. The same mass o f profit is 
then sh ared am ong a smaller number o f capitalists who have m anaged to 
reduce the to ta l quantity of capital in circulation without in any w ay im pair­
ing their ow n activities. They have, in effect, visited the costs o f devaluation 
u pon  the sm aller cap italists who have been expropriated. T o  the degree that 
centralization  is alw ays going on under capitalism , it form s one o f the means 
to  achieve a constan t devaluation o f  a part o f the existing capital. We would 
a lso  expect, on this basis, periodic crises to be accom panied by strong phases 
o f  centralization .5

W hen M a rx  su ggests that an increase in ‘stock  capital’ can help stem the 
falling rate of profit, he is referring to a rather different form o f devaluation to 
th at accom plished through centralization. If a p art of the capital in society 
circulates in such a w ay that it claims only a portion o f the surplus value it 
helps to produce, then surplus value is released which can be distributed 
am on g  the rem aining capitalists so  as to stabilize the rate o f profit. M arx  
qu otes the exam ple o f  railways, which can be produced and operated at cost 
p lu s interest p a id  out in the form  o f dividends (Capital, vol. 3, p. 240). The 
exam ple is instructive. It suggests that a portion o f  the fixed capital socially 
required  can be loaned out at interest to the users, that capital can be lent out 
in physical as well as in money form . The spread o f  the joint stock company 
form  of organ ization  and the advent o f ‘finance capitalism ’ (which can evolve 
such  practices as bank-financed equipment leasing, etc.) can then be 
interpreted as an organizational and structural adjustm ent which com­
pen sates fo r overaccum ulation , since a  portion  o f the total social capital now 
circulates to  capture interest instead o f  claim ing the full share o f surplus value 
it produ ces. C ap ita l that so  circulates is relatively devalued because it receives 
less than the average rate o f profit. The tendency tow ards overaccum ulation 
can therefore be offset by the organizational adjustm ents that increase the 
quantity  of relatively devalued capital in circulation. The difficulty with this 
idea is, o f course, that M arx  is forced to invoke facts o f  distribution at a point 
in his argum ent where he has not yet laid the basis for considering the rate of 
interest or the im pacts o f finance form s o f cap italism  upon trends in the rate

5 H annah (1976, Appendix 1) has some interesting data on centralization o f capital 
through mergers in Britain during the twentieth century, and Aglietta (1979, p. 000) 
assem bles sim ilar m aterials fo r the USA.
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of profit. B ut this, as we have already noted, is a general area o f weakness in 
M arx ian  theory which requires rectification.

Th is argum ent can be taken one step further. Boccara (1974), fo r exam ple, 
poin ts out that there can be abso lu te  devaluation o f capital if capital con­
tinues to circulate at a zero rate o f profit. This can happen when the state 
intervenes to organize certain sectors (for exam ple, public utilities and trans­
portation ) so  as to contribute to the aggregate production o f  surplus value 
while claim ing back  no portion  w hatsoever o f the surplus value produced. 
Th e state can thereby subsidize the private sector and artificially increase the 
rate o f profit that individual capitalists receive. This, Boccara argues, is a 
m a jo r function of the state in the ‘state-m onopoly ’ stage of capitalism.

Indeed, B occara sees the twin principles o f overaccum ulation and devalua­
tion as the key to understanding the structural transform ations that 
cap italism  has experienced in the course o f its history. He suggests that the 
only viable long-run response to overaccum ulation is to accom plish 
‘stru ctu ral devaluations’ , which perm it the tendency tow ards a falling rate of 
profit to be countered by keeping m ore and more capital in circulation in both 
relatively and absolutely devalued states. The successive transitions from  
com petitive to m onopoly finance and then, finally, to state-m onopoly 
cap italism  are to be interpreted as social reorganizations o f capitalism  which 
perm it of such a perm anent structural solution to the internal contradictions 
o f cap italism .

B o cca ra ’s argum ent is a special rendition o f M a rx ’s theory. It is not 
im plausib le , not w ithout supporting evidence, and in certain respects it is very 
appealing. C ritics claim , however, it is a gross simplification and seriously 
m islead in g . 6 It focuses prim arily on the way in which capitalists share in 
surp lus value rather than upon the crisis-prone processes o f aggregate surplus 
value production . It takes a partial aspect o f  M arx ’s overaccum ulation— 
devaluation  thesis and erects it into a monolithic fram ew ork for interpreting 
cap ita list history. W orst o f all, it takes the processes o f constant devaluation 
o f cap ita l and treats them as a general resolution to the chronic tendency 
tow ard s overaccum ulation , thereby seriously distorting M arx ’s version of 
how cap ita list crises unfold. The criticism s are, in these respects, all broadly 
justified. But the constant devaluation o f capital is, nevertheless, a real 
enough process with tangible m aterial effects upon accum ulation. Boccara ’s 
an alysis is helpful in this regard. It is not a proper basis fo r  the interpretation 
o f cap ita list history or o f the form ation and resolution o f crises under 
cap italism .

Finally, we have to  consider the devaluation o f labour power. The theory of 
relative su rp lu s value sh ow s th at there ‘is immanent in capital an  inclination

6 Theret and Wievorka (1978) spell out the criticisms in detail. For the most part, I 
accept their arguments. See also Fairley (1980).
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an d  constan t tendency to heighten the productiveness o f labour, in order to 
cheapen com m odities, and by such cheapening to cheapen the labourer 
h im self’ (C apital, vol. 1, p. 319). Furtherm ore, M arx , in noting that ‘this 
developm ent o f  productive pow er is accom panied by a partial depreciation of 
function ing cap ita l’, a lso  points ou t that ‘so  far as this depreciation makes 
itse lf acutely felt in com petition, the burden falls on the labourer, in the 
increased exp lo itation  of w hom  the capitalist looks for his indemnification’
(C ap ita l, vol. 1, p. 6 0 5 ).7 And M arx  is not beyond playing upon the idea of 
‘devaluation ’ in a m oral sense in order to parallel the processes that lead to a 
declining value of labour pow er by processes that generate ‘an accumulation 
o f w ealth  at one pole . . .  a t the sam e time as [there is] accum ulation o f misery, 
agon y o f toil, slavery, ignorance, brutality, mental degradation at the oppo­
site p o le ’ (C ap ital, vol. 1, p. 6 4 5 ).8 W hile these thunderous polem ics are 
constructed arou nd the one-sided m odel of accum ulation presented in the 
first volum e o f  C apital, the structural necessity for an industrial reserve army, 
for technologically  induced unemploym ent, cannot be considered as any­
thing other than a requirem ent to keep ‘devalued ’ labour power on hand to 
fuel the fires of future accum ulation.

Ill D E V A L U A T I O N  T H R O U G H  C R IS E S

T he gentle im agery o f  ‘depreciation ’ gives w ay  to  the m ore dram atic and 
violent im agery o f  ‘destruction ’ when it com es to describing the devaluations 
th at occur in the course o f crises. At the m om ent o f crisis, all o f the contradic­
tions inherent in the capitalist m ode o f  production are expressed in the form 
o f  violent p aroxy sm s which im pose ‘m om entary and forcible solutions’ and 
‘ for a tim e restore the disturbed equilibrium ’ (Capital, vol. 3, p. 249). Over­
accum u lation  is countered by the ‘withdrawal and even partial destruction of 
cap ita l’ (C apital, vol. 1, p. 253). The destruction can affect use values or 
exchan ge values or both together:

In so  far  as the reproduction process is checked and the labour process is 
restricted or in som e instances com pletely stopped, real (productive) 
cap ital is destroyed. M achinery which is not used is not capital. Labour 
which is not exploited is equivalent to  lost production. R aw  m aterial 
which lies unused is no capital. Buildings (also newly built machinery) 
which are either unused or remain unfinished, com m odities which rot in 
w arehou ses — all this is destruction o f capital. . . .  The existing means of 
p rodu ction  are not really used as m eans o f production, are not put into 
operation . T h us their use value and their exchange value go to the devil.

7 Although M arx  uses the term ‘depreciation’ here, he clearly means ‘devaluation’ in 
the sense that we are using the latter term.

8 M agaline (19 7 5 ) provides by far the m ost perceptive discussion of the implications 
of the devaluation o f labour power for M arxian theory.
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Secondly , how ever, the destruction o f capital through crises means 
the depreciation  o f  v a lu e s .. . .  A large part o f the nom inal capital o f the 
society, i.e. o f the exchange value o f the existing capital, is once for all 
destroyed, although this very destruction, since it does not affect the 
use-value, m ay very much expedite the new reproduction. (Theories o f  
Surplus Value, p t 2, pp. 4 9 5 —6)

The destruction  o f exchange value sim ultaneously with the preservation o f 
use values is particularly im portant in sectors that rely heavily upon fixed 
capital. In conditions of crisis the use value o f fixed capital can often be 
acquired for a lm ost nothing, which m eans that the exchange value that 
cap italists have to advance to acquire the fixed constant capital from  their 
fallen com petitors falls dram atically, as does the value composition o f capi­
tal. M arx  also notes that such a circumstance is o f  particular importance as it 
affects the introduction  o f  innovations — ‘the trail-blazers generally go bank­
rupt, and only those w ho later buy the buildings, machinery, etc., at a cheaper 
price, m ake m oney out o f it’ (C apital, vol. 3, p. 104).

M a rx  is even m ore explicit about the destruction o f values in Capital, and if  
w e look  closely at h is com m ents w e can see m ost o f the form s o f over­
accum ulation —devaluation that we have already listed put in relation to each 
other:

The m ain  dam age, and that of the m ost acute nature, would occur in 
re sp e c t . . .  to the values o f capitals. T h at portion o f the value o f a capital 
which exists only . . .  in the form  of prom issory notes on production in 
various form s, is immediately depreciated by the reduction o f the 
receipts on which it is calculated. A part o f  the gold and silver lies 
unused, i.e., does not function as capital. Part o f the commodities on the 
m ark et can com plete their process o f  circulation and reproduction only 
through an immense contraction o f their prices, hence through a depre­
ciation  o f the capital which they represent. The elements o f fixed capital
are depreciated to a greater o r lesser degree in just the sam e w ay The
process o f reproduction . . .  is halted and thrown into confusion by a 
general drop  in prices. This confusion and stagnation paralyses the 
function  of m oney as a m edium  of paym ent. . . . The chain o f payment 
ob ligation s due at specific dates is broken in a hundred places. The 
confusion  is augm ented by the attendant collapse o f the credit system, 
which [leads to] sudden and forcible depreciations, to the actual stagna­
tions and disruptions o f the process o f reproduction, and thus a falling 
o ff  in reproduction. (C apital, vol. 3, pp. 2 5 4 —5)

T h e consequence is that the reproduction o f class relations is put in 
jeopardy . Lines o f social conflict emerge which, in their broad outlines at 
least, reflect the underlying contradictions under which capitalism operates. 
For exam ple, the latent antagonism  between individual capitalists, acting in 
their own self-interest, and the class interests o f capital (see above, p. 188) 
com e to  the fore:
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So long as things go  well, com petition effects an operating fraternity of 
the cap ita list class . . .  so that each shares in the common loot in 
p rop ortion  to the size o f his respective investment. But as soon as it no 
longer is a question  o f sharing profits, but o f sharing losses, everyone 
tries to reduce his ow n share to a minimum and to shove it o ff upon 
another. The class as such m ust inevitably lose. H ow  much the indi­
vidual cap ita list must bear o f the loss . . .  is decided by strength and 
cunning, and com petition then becom es a fight am ong hostile brothers. 
The antagon ism  between each individual capitalist’s interests and those 
o f the cap italist class as a whole, then com es to the su rface .. . .  (C apital, 
vol. 3 , p. 253)

The fight as to  w h o  is to  bear the brunt o f  the burden o f  the devaluation, 
depreciation  and destruction o f capital will likely be bitter and intense. The 
breakin g of the fraternal bonds within the capitalist class has its reverbera­
tions with respect to distributive shares as landlords, financiers, industrial 
and m erchant cap italists and state interests all vie to preserve their respective 
sh ares o f surp lus value. But w hat happens here is not simply a reflection of 
factio n al pow er. The existence o f surplus capital in money form — which, 
recall, is ‘the m ost adequate form  o f capital’ — means that, w ithout fail, ‘the 
m oneyed interest enriches itself at the cost o f the industrial interest in the 
course of the crisis’ (Theories o f  Surplus Value, pt 2, p. 496). The very 
structure and m anner in which crises come into being dictate certain distinc­
tive distributive effects.

And so it is in the relationship between capital and labour. By throwing 
w ork ers out o f work capitalists in effect discard variable capital and thereby 
tran sform  the endem ic problem  o f  crisis for the industrial reserve army into a 
condition  of chronic m aladjustm ent and social breakdown. The labourers 
lucky enough to preserve their jobs are alm ost certainly likely to suffer a 
dim inution  in the w ages they receive, which means at least a tem porary 
depreciation  in the value o f labour power which can, under the right 
circum stances, be translated into a perm anent reduction in that value. C om ­
petition  am on g the w orkers will be exacerbated, as will the general 
an tagon ism  between labour and capital.

H ow ever the losses are distributed, and whatever the pow er struggle that 
ensues, the general requirement for returning the system to some kind o f 
equilibrium  poin t is the destruction o f the value o f a certain portion o f  the 
cap ita l in circulation  so  as to  equilibrate the total circulating capital with the 
poten tial capacity  to produce and realize surplus value under capitalist 
relations o f  production . Once the necessary devaluation has been accom p­
lished, overaccum ulation  is eliminated and accum ulation can renew its 
course, often upon a new social and technological basis. And so the cycle will 
run its course anew (C apital, vol. 3, p. 255). But the fundam ental paradox 
rem ains:
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T h e highest developm ent o f productive pow er together with the 
greatest expansion  o f existing wealth will coincide with depreciation 
[devaluation] o f capital, degradation o f the labourer, and a m ost 
straitened exhaustion  o f  his vital pow ers. These contradictions lead to 
exp lo sion s, cataclysm s, crises, in which by m om entous suspension of 
lab ou r and annihilation o f  a great portion  o f  the capital the latter is 
violently reduced to the point where it can go o n . . . .  Yet these regularly 
recurring catastrophes lead to their repetition on a higher scale, and 
finally  to  its violent overthrow ’. (G rundrisse, p. 750)

T h is ‘ first-cut’ theory o f crisis form ation  under capitalism  is a m ixture o f 
acute insight, m uddled exposition  an d  intuitive judgem ent, all spiced with a 
dash  of that m illenial vision to which M arx  was prone. But the account, 
though incom plete, is o f compelling pow er, at least in terms o f the social 
consequences of the devaluation  of capital that it depicts. We can begin to see 
how , w hy and according to what rules capitalists fall out with each other at 
tim es o f  crises, how each faction seeks political power as a means to shove off 
the d am age  on to others. And we can begin to see the very human tragedy o f 
the w ork in g  class consequent upon the devaluation o f  variable capital.

The inner logic that governs the law s o f m otion o f capitalism  is cold, 
ruthless and inexorable, responsive only to the law o f value. Yet value is a 
social relation , a p rodu ct of a particu lar historical process. H um an beings 
were organizers, creators and participants in that history. We have, M arx  
asserts, bu ilt a vast social enterprise which dom inates us, delimits our free­
d o m s and ultim ately visits upon us the worst form s o f degradation. The 
irrationality  o f such a system becomes m ost evident at times o f  crisis:

The violent destruction o f capital not by relations external to it, but 
rath er as a condition o f its self-preservation, is the most striking form in 
which advice is given it to be gone and to [m ake way] for a higher state 
o f social production . (G rundrisse, p. 749)
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Fixed Capital

M a r x ’s analysis of the contradictory ‘ law s o f m otion ’ o f capitalism  rests 
heavily upon understanding the swift-flowing currents and deep perturba­
tions associated  with technological change. A lthough M a rx ’s conception of 
technology is very b road , he accords a certain priority to the instruments of 
lab o u r  -  m achinery in particu lar — as m ajor w eapons in the fight to preserve 
the accum ulation  o f capital. Such instrum ents o f  labour can be used in the 
com petitive struggle fo r relative surplus value, to increase the physical and 
value productivity  o f labou r pow er and to reduce the dem and for labour 
(thereby push in g wage rates down via the form ation o f an industrial reserve 
arm y). They can a lso  be used to bring the pow er o f p ast ‘dead ’ labour to bear 
over living labou r in the work process, with all m anner o f consequences for 
the labou rer (see above, chapter 4, section IV). These are awesome weapons 
that the cap italists can com m and once the latter have assum ed control over 
the means o f production .

B u t instrum ents o f labour, capable o f yielding up such useful effects, have 
first to be produced:

N ature builds no m achines, no locom otives, railways, electric tele­
grap h s, self-acting m ules, etc. These are the products o f human 
industry : natural m aterial transform ed into organs o f  the human will 
over nature. . . . They are organ s o f  the human brain, created by the 
hum an h an d ; the pow er o f  know ledge, objectified. (G rundrisse, p. 706)

T h ese  forces o f production , together with the skill and knowledge they 
em body , m u st be appropriated  by capitalists, shaped to the latter’s require­
m ents and m obilized as a ‘lever’ for accum ulation:

Th e developm ent o f  the [instruments] o f labour into machinery is n o t . . .  
accidental . . . but is rather the historical reshaping o f  traditional, 
inherited [instrum ents] o f  labour into a form  adequate to capital. The 
accum ulation  o f  know ledge and o f  sk i l l . . .  is thus absorbed into capital,
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a s o p p o sed  to labour, and hence appears as an attribute o f capital, and
m ore specifically o f  fixed  capital. (G rundrisse, p. 694)

Th e cap ita lists tak e  control o f  the instrum ents o f labour in the first instance 
through a specific h istorical p rocess — prim itive accum ulation. This implies, 
how ever, that at first ‘cap ital subordinates labour on the basis o f the technical 
conditions in which it historically finds it’ (Capital, vol. 1, p. 310). But as the 
drive fo r relative surplus value becom es ever more powerful, so capitalism  
m ust devise m eans for producing instrum ents o f  labour ‘adequate to its 
p u rp o se ’. A nd it can produce them in the only w ay it knows how: through 
com m odity  production . W hen the various instruments o f labour are p ro ­
duced as com m odities, exchanged as com m odities, productively consumed 
within a w ork process given over to surplus value production and, a t the end 
o f their useful life, replaced by new com m odities, they become, in M a rx ’s 
lexicon , fixed  capital.

The m odels o f accum ulation we considered in chapter 6  presum ed that all 
p rodu ction  and consum ption  occurred within some standard time period. 
Th ey  deal with the effects o f  technological change while presum ing that fixed 
cap ita l, which carries over from  one time period to the next, does not exist! 
W e m u st now  rectify this om ission and consider how fixed capital form ation, 
use and circulation  (implicit in the idea o f technological change) relate to 
accum ulation .

M a r x ’s definition o f  fixed capital is quite distinctive — very different indeed 
from  that o f classical or neo-classical econom ists. First, since capital is 
defined as ‘value in m otion ’, it follow s that fixed capital m ust also be so 
regarded . Fixed capital is not a thing but a process o f circulation of capital 
through the use o f  material objects, such as m achines. From  this it then also 
fo llow s that the circulation o f  fixed capital cannot be considered indepen­
dently o f the specific useful effects that machines and other instrum ents of 
lab o u r have within the production  process. Fixed capital cannot be defined 
independently o f the use to which m aterial objects are put. Only instruments 
of lab o u r actually  used to facilitate the production o f surplus value are 
classified as fixed capital.

A num ber o f  im plications fo llow  from  this definition. For exam ple, not all 
instrum ents o f  labour are fixed cap ital — the tools o f  the artisan  are not used to 
p rod u ce  su rp lus value and are therefore not defined as fixed capital. Items 
used in final, rather than productive, consum ption, such as knives and forks 
and houses, are not fixed capital but form  part o f what M arx  calls ‘the 
consum ption  fu n d ’ (C apital, vol. 2, p. 210). Fixed capital is, then, only that 
p art o f the total social wealth, the total stock o f m aterial assets, that is used to 
p rodu ce  surplus value. Since the sam e objects can be used in different ways, 
ob jects are defined as fixed capital ‘not because o f a specific m ode o f their 
being, but rather because o f  their u se ’ . The total quantity o f fixed capital can
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therefore be augm ented or diminished sim ply by changing the uses o f  existing 
things (G rundrisse , pp. 68 1 —7). This idea is sufficiently im portant to warrant 
an exam ple. O ut of the total stock o f cattle in a country, only those being used 
as beasts o f burden in capitalist agriculture w ould be considered fixed capital. 
Th e fixed cap ital could be augm ented sim ply by using more o f the cattle as 
beasts o f burden. The exam ple also suggests som ething else: to the extent that 
cattle  can be used as both beasts o f burden and milk- or m eat-producers 
sim ultaneously , they have tw o uses, only one o f which can be characterized as 
fixed capital. M arx  quotes a similar exam ple o f the street, which can be used 
sim ultan eously  ‘as a means o f  production proper as well as for taking w alks’
(■G run drisse , pp. 6 8 1 - 7 ) .

The flexibility o f  M a rx ’s definition o f  fixed capital in relation to use is o f 
great im portance. But it also poses an interpretative danger. We dare not 
assum e, M a rx  w arn s us, ‘that this use value — machinery as such — is capital, 
or that its existence as m achinery is identical with its existence as capital’
(G rundrisse, p. 69 9). T o  assum e such an identity w ould  be to equate use value 
with value and to fall prey to that fetishism that transform s ‘the social, 
econ om ic character im pressed on things in the process o f social production 
into a n atu ral character stem m ing from  the m aterial nature o f those things’
(C apital, vol. 2, p. 225). The end-point o f such an erroneous conception is the 
idea that m achines can becom e the active factor in the labour process, capable 
by them selves o f  producing value. When considering fixed capital we have, 
then, alw ays to bear in mind the relationship between the use value, exchange 
value and value o f an object in the context o f accum ulation through the 
produ ction  of surplus value.

F ixed cap ital can be distinguished from  circulating capital in the first place 
by the m anner in which its value is imparted to the final product. Unlike the 
con stan t cap ital, which functions as raw m aterials, the m aterial elements that 
m ake up the instrum ent o f labour are not physically reconstituted in the final 
p rodu ct. The use value o f the machine remains behind after the production 
p rocess is com pleted. In so far as the machine wears out, fixed capital is 
entirely consum ed within the production process and never returns to the 
sphere o f circulation. N evertheless, the value equivalent o f the fixed capital 
circulates ‘p iecem eal, in proportion  as it passes from  it to the final product’ 
(C apital, vol. 2, p. 158).

The second distinguishing characteristic o f fixed capital is its peculiar 
‘m ode o f  realization , m ode o f turnover, m ode o f reproduction ’ (Grundrisse, 
p. 732). It can be distinguished from  other ‘auxiliary ’ elements o f constant 
cap ital that are not reconstituted in the final product (energy inputs, for 
exam ple) by its use over several turnover periods. This ties the definition of 
fixed cap ital to the turnover process o f other elements o f constant capital, and 
we have already noted that turnover time is by no m eans hom ogeneous. The 
distinction between fixed and circulating capital is, therefore, in the first
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instance a m ere quantitative distinction which ‘hardens’ into a qualitative 
difference as more durable and longer-lasting instrum ents o f labour are used 
(G run drisse , p. 692). Fixed and circulating capital then become ‘ tw odifferent 
m odes of existence o f cap ital’ , exhibiting quite distinctive circulation 
characteristics. Since instruments o f  labour are transform ed into fixed capital 
through a specific h istorical process, it also follow s that ‘capital itself 
p rodu ces its double way o f circulating as fixed and circulating capital’ 
('G run drisse, pp. 702 , 727, 737). The relationship between fixed and circulat­
ing cap ital, as we shall see in section II below, then become a key considera­
tion in charting the law s o f motion o f capitalism .

T h e categories ‘fixed ’ and ‘circulating’ cap ital organize our thinking in 
w ays that are fundam entally different to those im plied by the categories 
‘co n stan t’ and ‘variab le ’ capital, which we have hitherto used. Both sets of 
categories have this in com m on: they are defined within production. Capital 
in com m odity  or m oney form  is ‘in a form  in which it can be neither fixed nor 
circu latin g ’ . Since all capital m ust take on the form  o f money or com m odity at 
som e p o in t in its existence, it follow s that the relationship between fixed and 
circulating capital as well as that between constant and variable capital is 
‘ m ediated ’ through com m odity and money exchanges and modified by the 
existence o f capital in these other form s (C apital, vol. 2, pp. 207—9). But 
within the production  sphere we can now identify tw o quite different w ays o f 
conceptualizing the organizational form  o f capital. Th e dual definitions, set 
o u t in ta b le 8 .1 , are at first sight confusing. So w hat, exactly, is their purpose?

The categories o f constant and variable capital reflect the class relation 
betw een cap ital and labour within ‘the hidden abode o f production ’ . They

T A B L E  8.1

M aterial form s

Categories within production

Production o f  M otion o f
surplus value capital

P lant and equipm ent 
physical infrastructures 
o f p roduction C onstant

capital

Fixed capital

R aw  m aterials 
au x iliary  m aterials 
m aterials on hand

Circulating
capital

L a b o u r pow er Variable capital
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thereby help us to understand the production o f surplus value, the origin of 
p rofit and the nature o f exploitation; they allow us to see ‘not only how 
cap ita l p rodu ces, but how capital is produced ’ (C ap ital, vol. 1, p. 176). But 
the m ovem ent or m otion o f capital through production also encounters certain 
barriers which can check and on occasion disrupt the overall circulation of 
cap ital. The fixed-circulating dichotom y is designed to help us understand 
these problem s. It in no way helps us understand the origin o f  profit, however, 
because if ‘all constituent parts o f cap ita l. . .  are distinguished merely by their 
m ode o f circu lation ’ , and if capital laid out for w ages is no longer distinguish­
ab le  from  other raw  m aterials, ‘then the basis for an understanding o f . . . 
cap ita list exp lo itation , is buried at one stroke’ (Capital, vol. 2, pp. 21 6 —19). 
Sm all w onder, then, that bourgeois econom ists m ade much o f  the distinction 
betw een fixed and circulating capital while ignoring the distinction between 
constan t and variable capital.

It is, as we have noted before, characteristic o f M arx  to construct different 
‘ w in dow s’ on the w orld in order to understand the complexity o f economic 
system s from  different viewpoints. We have hitherto exam ined capitalism  
from  the stan dpoin t o f constant and variable capital and thereby understood 
m uch abou t the basic  process o f  accumulation. But the investigation of 
circulation  requires different categories. The task  before us is to construct an 
understan din g o f the processes o f circulation o f capital through production 
by w ay o f the concepts o f fixed and circulating capital.

I T H E  C I R C U L A T I O N  OF F IX E D  C A P IT A L

‘T h e circu lation  o f  the p ortion  o f capital we are now studying’, writes M arx, 
‘is p ecu liar ’ (C ap ital, vol. 2, p. 158). T o  get behind the peculiarities we will 
take the sim plest case first. Consider, then, a machine produced as a com m od­
ity, used in a p roduction  process under the control o f capital and replaced at 
the end o f its useful life by another machine.

A s a com m odity , the m achine is potential fixed cap ital only. It becom es 
fixed capital as soon  as it is bought and incorporated into a production 
p rocess by a capitalist. Through the act o f  exchange, the producer realizes the 
exchan ge value of the m achine while the purchaser is now obligated to try 
an d  preserve that exchange value through productive consum ption. Let us 
assum e for the m om ent that the exchange value o f the machine at the time of 
purchase is equivalent to  its value.

Like other constan t capital inputs, the value o f the machine has to be 
p asse d  on , realized, through the com m odities produced. But, as a use value, 
the m achine never leaves the production process. It retains its bodily m aterial 
form  as a use value which is productively consum ed during several produc­
tion periods. Y et the value o f  the machine m ust continue to circulate som e­
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how  if  that value is to be realized. Th e peculiarity o f th is form  o f circulation 
lies in this: fixed capital continues to circulate as value while remaining 
m aterially  locked within the confines o f the production process as a use value 
(G run drisse , p. 6 8 1 ; C apital, vol. 2, pp. 157—8).

T h is poses an  im m ediate and obvious difficulty. We m ust establish what it 
is that regulates the relations between the productive consum ption o f the 
m aterial use value and the circulation o f value via the com m odities produced. 
A nd w e find that the transfer o f value, and even value itself, is regulated by a 
social p rocess o f great com plexity.

T o  begin with, the productive consum ption o f the machine depends to 
som e degree upon its purely physical characteristics — durability and physical 
efficiency being o f  prim e im portance. The more durable the machine, there­
fore, the m ore slowly it transfers value to the final product. But M arx  also 
in sists that idle or under-utilized m achines lose their value without transfer­
ring it: they suffer devaluation. Therefore, the rate o f transfer o f value to the 
final p rodu ct depends upon those conditions within the w ork process — the 
length of w orking day, the intensity o f labour and so on — that affect the rate 
at which m achines are on average utilized.

Finally , and here we encounter a m ajor difficulty, the use value o f the 
m achine to the capitalist depends upon the surplus value (or profit) that the 
m achine helps to generate. In a com petitive m arket situation in which all 
com m odities trade at their values (or prices o f production), the capitalist who 
ow n s m ore efficient or m ore durable machines relative to the social average 
will realize relative surplus value. The machine will be more or less useful 
depending upon the state o f  com petition, the value o f com m odities in the 
m arket and the average efficiency o f machines within a given industry. The 
cap ita list could , hypothetically at least, exchange the machine at any point in 
its useful life, or even rent its use value on an annual basis. Even making 
a llow ance for the value already transferred through productive consumption, 
this exchange value would likely vary from  m om ent to m oment according to 
so c ia l circum stances -  the pace of technological change within an industry 
clearly  being a factor o f great im portance. The implication is that the value of 
the m achine ad justs in the course o f its lifetime, and that it is an unstable 
rather than a stable m agnitude.

Th e final act in the dram a o f  fixed capital circulation comes when the 
m achine is w orn out and requires replacement. If the fixed cap ital is to be 
reproduced , then a  store o f  value m ust be built up sufficient to  replace the 
m achine at the end o f its useful life. We here encounter another peculiarity: 
the initial exchange value to be recovered is not necessarily the same as the 
replacem ent exchange value required to ensure the reproduction o f produc­
tion cap ital.

There seem  to  be, therefore, three w ays in which the ‘value’ o f fixed capital 
can be determ ined: by initial purchase price, by the surplus value it helps to
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p rodu ce through productive consum ption, or by replacement cost. So w hat is 
the ‘ tru e ’ value o f the m achine? A nd if we do not know  the true value, then 
how  on earth  are we even to discuss the circulation o f fixed capital as value? 
These are not easy questions to answer. 1 shall argue that the value o f the 
m achine at any one m om ent is a sim ultaneous determ ination of all three 
circum stances. T h is im plies that the value o f machinery is in a perpetual state 
of flux — a conclusion that is incom patible with a conception o f value as 
‘em bodied  labour tim e’ but which is surely consistent with M a rx ’s concep­
tion  o f  value as a  social relation.

M a rx  avoids these difficulties by focusing narrow ly on what happens 
w ithin the realm o f production  when the value o f fixed capital — as measured 
by its initial purchase price — is recouped through productive consumption. 
H e p ro p o se s the follow ing rule for the circulation o f fixed capital: ‘its 
circulation  as value corresponds to its consum ption in the production process 
as use value ’ (G rundrisse, p. 681). We m ust, therefore, pay careful attention 
to the physical use-value properties o f machinery as the basis — and only the 
b asis — for understanding the circulation process of fixed capital. M arx ’s 
lengthy investigations o f the m aterial properties o f machines have to be 
un d erstood  in such a context. Ultimately we have also  to consider the manner 
in which use values are themselves socially determined and integrated with 
the value theory. W e begin, however, with the purely material properties of 
m achines.

M achinery im proves the physical efficiency o f repeated labour processes. 
T h is efficiency can  rem ain constant, im prove, decline or exhibit a variety of 
ups and dow n s during the lifetime o f the m achine. W hile here, as elsewhere, it 
is the average that is im portant, M a rx ’s rule implies value should circulate in 
a w ay which reflects the changing average efficiency o f m achines over their 
lifetim es. M arx  also considered the durability o f the machine w as ‘a material 
b asis o f the m ode o f circulation that renders it fixed capital’ (Capital, vol. 2, p. 
2 2 1 ). The durability  o f  machines can vary, but here again, it is the average 
th at decides (p. 157). The rate at which fixed capital circulates depends, in 
p art, upon  the average rate at which m achines w ear out through use.

T h is ‘average ’ lifetime depends, in turn, upon ‘norm al w ear and tear’ and 
‘n orm al m aintenance and repair’ . These are hard concepts to pin down with 
any precision , although their general im port is plain enough. W ithout proper 
m aintenance, the lifetim e o f  the machine will be shortened. But maintenance 
requires further inputs o f labour pow er and m aterials over and above those 
involved in the m achine’s original production. The same is true for ‘norm al’ 
repairs. M a rx  treats these expenditures as p art o f the value o f the machine, 
w ith the difference that they are spread over the machine’s lifetime rather 
than incurred all a t once. For this reason M arx  treats these expenditures as 
p ar t  o f the circulating rather than fixed capital (Capital, vol. 2, pp. 173—4). 
The initial purchase of the machine obligates the capitalist to allocate a
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portion  o f  the circulating capital to the m aintenance and repair o f  the fixed 
cap ital: ‘the transfer o f  value through wear and tear o f fixed capital is 
calcu lated  on its average life, but this average life itself is based on the 
assum ption  that the additional capital required fo r m aintenance purposes is 
continually  advan ced ’ (C ap ital, vol. 2 , p. 175).

The distinction  between repairs and replacem ent is unfortunately rather 
hazy. M achines often ‘consist o f heterogeneous components, which w ear out 
in unequal periods o f time and m ust be so  replaced’ (C apital, vol. 2, p. 171). 
The m achine a s  a whole can be repaired by replacing defective parts, but 
when all o f  the constituent p arts o f  a machine have been replaced, has not the 
m achine as a whole been replaced? C ircum stances o f this sort m ake it very 
difficult to calculate the lifetime o f the machine. M arx  spends a considerable 
am oun t o f  energy toying with such issues, w ithout, however, resolving them 
to his ow n satisfaction  (C apital, vol. 2, pp. 1 6 9 -  8 2 ) .1 He ends up setting all of 
these physical com plications aside in order to define a highly sim plifed model 
o f  the ‘depreciation ’ o f machinery in which the circulation o f  fixed capital 
exh ib its the follow ing characteristics:

By the w ear and tear of the instrum ents o f labour, a part o f their value 
p asse s on to  the product, while the other rem ains fixed in the instrument 
of lab o u r and thus in the process o f production. The value fixed in this 
way decreases steadily, until the instrum ent o f labour is worn out, its 
value having been distributed during a shorter or longer period over a 
m ass o f products originating from  a series o f constantly repeated labour 
processes. . . . The longer an instrum ent lasts, the slow er it w ears out, 
the longer will its constant capital-value remain fixed in this use-form. 
But w hatever m ay be its durability, the proportion in which it yields 
value is alw ays inverse to the entire time it functions. If o f tw o machines 
o f equal value one w ears ou t in five years and the other in ten, then the 
first yields twice as much value in the sam e time as the second. (C apital, 
vol. 2, p. 158)

W hat M a rx  is  proposin g  here is  w hat is now known as ‘straight-line 
depreciation ’ o f  m achinery. T o  avoid confusion, I shall use the term ‘value 
tran sfer ’ to refer to the rate at which the value em bodied in machinery is 
realized through productive consum ption. M arx  w as well aware that a model 
o f ‘straight-line value transfer’ w as an over-simplification. It is also deeply 
inconsistent with the overall tenor o f  M arx ’s argum ent in C apital since it 
gives an autonom ous and seem ingly determ inant role to the physical and 
m aterial m ode o f  being o f fixed capital. M arx  seems to fall into the trap  o f  the 
very fetishism  he so  frequently railed against. The adm ission o f use value as 
an  econom ic category  is all very well, but M a rx  is not thereby relieved o f the

' The problem  of differentiating between repair and replacement is particularly 
acute in the case o f the built environment, as we shall later see (below, pp. 2 3 2 -5 ).
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obligation  o f  specifying how  that use value is ‘modified by the modern 
relations of p rodu ction ’. If we take the model o f straight-line value transfer as 
sacro san ct, we quickly run into a variety o f difficulties.

For exam ple, straight-line value transfer calculated with respect to an 
original purch ase  price (assum ed to be equivalent to value) will equal replace­
m ent investm ent only under special and quite unrealistic conditions — no 
technological innovation, no variations in the cost of machinery, etc. When 
such conditions do not hold, a discrepancy arises between the value recouped 
and the value needed for replacement. The continued circulation of fixed 
cap ital is threatened at its point of replacement.

Straight-line value transfer also  presum es that the lifetime o f the machine is 
know n. So how is this lifetime determined? M arx  provides two answers. 
In itially, he appeals to a purely physical concept — a machine is built with a 
certain  physical capacity  and durability and w ears out within a certain time 
period . But he also  recognizes that the econom ic lifetime may be different. 
T h e cap italist d iscards a machine not because it is worn out physically, but 
because a higher profit can be had by replacing it. The use value o f the 
m achine to the cap italist is that it allows the latter to produce greater surplus 
value, and this use value, as M arx  clearly recognizes, changes with social 
circum stances. The econom ic lifetime o f a machine cannot, therefore, be 
know n in advance, since it depends upon changes in the design and cost of 
m achinery, the general rate and form  o f technological change, the conditions 
affecting the rate o f exploitation o f labour pow er (the ebb and flow o f the 
industrial reserve army, for exam ple), profit rate differentials under different 
technologies within a given line o f production, and so on. The lifetime of 
m achines, being a social determ ination, is at best variable and at w orst quite 
unpredictable — blow n hither and thither by the winds o f competition, the 
restless search for profit and an accum ulation process that spaw ns such a 
d ram atic  pace o f technological change. W hat began by seem ing a solid 
m aterial foundation  for the analysis o f value transfer is transform ed by social 
p rocesses into a quagm ire o f uncertainty.

The rate at which fixed capital transfers its value to the final product, 
originally  conceived o f as an issue that pertained only to production, cannot, 
evidently, be analysed independently o f the effects o f the chill w inds o f 
m arket com petition. Interestingly enough, we have already encountered a 
p aralle l problem  in determ ining the meaning o f organic and value com posi­
tions o f cap ital. And it is quite proper that we com e up against this sam e issue 
here, since fixed capital has such an im portant role to play in determining 
o rgan ic  and value com positions. We now  encounter the rule that the use 
value o f  fixed capital within the confines,of production and the firm depends 
upon  the ability o f the firm to realize profits in a competitive m arket environ­
m ent. H ow , then, can we com e up with a m ethod for handling the transfer o f 
value o f  fixed cap ital under such circum stances? T o  do so obviously requires
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that w e build som e kind o f bridge between the separate but related processes 
o f  p rodu ction  and circulation.

T h e difficulties can m ost easily be resolved by treating fixed capital circula­
tion as a case o f jo in t production. At the beginning o f each production period, 
the cap italist advances a total quantity o f value to purchase labour power, 
raw  m aterials and instrum ents o f labour. At the end o f the period the 
cap ita list has a com m odity for sale on the m arket and a residual quantity o f 
fixed cap ita l value em bodied in a m achine which can be used again , replaced 
or even sold to  som ebody else. The residual value o f  the fixed capital is treated 
as one o f the outputs o f the production process. This way o f handling the 
problem  has been used to great effect by writers such as von Neum ann, 
S ra ffa , Steedm an and M orishim a. The last author show s how this artifice can 
be used to determ ine the econom ic lifetim e o f machines, to provide an 
‘econ om ic criterion for entrepreneurs’ decisions not to use [a machine] o f a 
p articu lar age any longer’ and a m ethod for bringing value transfer in line 
with replacem ent co st.2 Interestingly enough, M arx  him self pioneered the 
technique — as both Sraffa  and M orish im a are at pains to point out — with 
respect to the analysis of capital em ployed in the production o f goods taking 
different time periods. And there are hints that M arx  saw  an analysis o f joint 
p rod u cts as a way out of the dilem m as posed by his straight-line model of 
value transfer. (C apital, vol. 2, p. 153; Theories o f  Surplus Value, pt 3, 
p. 3 9 1 ). H e sim ply failed to press hom e the possibility (for whatever reasons) 
and thereby to break open w hat has turned out to be one o f the m ost complex 
o f all issues fo r econom ic theory to handle.

T h is theoretical artifice o f jo int products is m ore than a convenient fiction, 
how ever, because second-hand m arkets for machines do  exist, while renting 
an d  leasin g o f equipm ent on a  periodic basis is not an uncommon feature. In 
add ition , to the degree that titles to production capacity can be traded in the 
form  of stock s and shares, we can identify another sort o f  m arket which 
reflects, in p art, the current productivity o f  fixed capital stock in relation to 
su rp lus value production . There is, then, a material and social basis for 
revalu ing fixed capital stock from  one moment to the next.

T h ose  who have pursued the m atter in rigorous fashion in recent years have 
concluded, however, that the treatm ent o f  fixed capital circulation as a 
p articu lar case o f jo int production  poses serious dilem m as for M arxian value

2 M orishim a (1973, p. 178). In Sraffa ’s (1960) hands, this method produces the 
interesting insight that the choice of technology, and, hence, the use value of machines, 
depends upon the profit rate, and that switching and re-switching o f technologies can 
occur with variations in the profit rate. We have already seen that one of the basic 
criticisms o f M arx ’s falling rate o f profit argument is the failure to admit of the 
possibility of such switching (above, p. 185), and we will now endeavour to show more 
concretely why there is a conflict between the circulation process o f fixed capital and 
the capacity to switch technologies at will.
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theory. M orish im a, fo r  exam ple, states that ‘the recognition o f joint produc­
tion and alternative m anufacturing processes . . . encourages us to sacrifice 
M a r x ’s own form ulation  o f the labour theory o f value’ (M orishim a, 1973, 
p. 180), while Steedm an is even more em phatic:

In the presence o f fixed capital, the choice o f the optim al life o f a 
m achine is determ ined only in the course o f m axim izing the rate of 
profit, so that the value m agnitudes, which depend on the effective life 
o f the m achine, are determ ined only after the profit rate is determined.
The physical conditions o f production and the real wage rate are the 
p roxim ate  determ inants o f the profit rate. The task is to show what 
determ ines these physical production conditions and real wages, not to 
engage in pointless value calculations. (Steedman, 1977, p. 183)

Levine likewise argues that i f  M arx  had applied the rule o f  ‘socially 
necessary  labou r tim e’ to fixed capital value transfer, he w ould have dis­
covered ‘essential difficulties in the calculation o f the labour-value o f com ­
m odities’ p roduced with the aid o f  fixed capital:

The value contributed by the fixed capital to the product is determined 
neither by its original value nor by its current value, but by the change in 
value during the relevant period. It is this inherently dynamic com po­
nent o f the determ ination o f the value o f the com m odity product which 
is lost in its reduction to a quantity o f labour time. The quantity o f value 
‘tran sferred ’ to the product within a given period varies with the rate at 
which the value o f  the fixed capital employed changes over that period. 
Since the determ ination o f  com m odity value is governed by a rate o f 
change o f  value, it is inherently irreducible to any fixed quantity o f labor 
time. The determ ination o f exchange value in a sum  of past and current 
lab ou r time is excluded (Levine, 1978, p. 302)

Levine go e s on to add, by w ay  o f  a footnote, that ‘in order to  retain the labour 
theory o f  value as a theory of the determ ination o f exchange value . . .  it would 
be necessary, in effect, to  exclude fixed cap ital’ (Levine, 1978, p. 302).

A ll o f  these accounts accurately reflect the difficulty o f arriving a t  some 
app rop riate  w ay to calculate the rate at which the value o f fixed capital is 
transferred  to the p rodu ct.3 And they all indicate that the value o f fixed 
cap ital will necessarily alter over time according to social circumstances. 
Furtherm ore, they all prove conclusively that the circulation o f fixed capital 
can not be reconciled with a theory o f value that rests solely on past and 
present em bodied labour time. M arx  him self drew exactly that conclusion. 
Once fixed capital separates from  circulating, we encounter circumstances

3 The debate over ‘positive profits with negative surplus value’ under conditions of 
joint production is instructive in this regard. See Steedman (1977, ch. 11), Morishima 
and Catephores (1978, pp. 29—38) and the rejection of the argument as spurious by 
Fine and Harris (1979, pp. 39—48).
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that ‘w holly contradict R icardo ’s doctrine o f value, likewise his theory of 
p rofit, which is in fact a theory of surplus value’ (C apital, vol. 2, p. 223).

R ica rd o ’s doctrine o f  value a s  em bodied labour time m ust indeed be 
rejected. But M a r x ’s theory o f  value as socially  necessary labour time is very 
d ifferent.4 While M arx  frequently equates socially necessary labour with 
em bodied labou r for the sake o f convenience, the latter does not embrace all 
a sp ects o f value as a social relation. Value, recall, ‘ex ists only in articles of 
utility ’, so that if ‘an  article loses its utility, it also loses its value’ (Capital, vol. 
1, p. 202). T h is is a sim ple extension o f the M arxian  rule that commodities 
‘m u st show that they are use values before they can be realised as values’ and 
that ‘if the thing is useless, so is the labour contained in it; the labour does not 
count as labour, and therefore creates no value’ (Capital, vol. 1, pp. 41 , 85). 
Th e changing utility o f the m achine during its lifetime does not, therefore, 
leave its value unaffected. A nd chief am ong the factors affecting the value of 
m achinery are the frequent ‘revolutions in value’ associated with technologi­
cal change. ‘It is precisely capitalist production to which continuous change 
o f value relations is peculiar, if only because o f the ever changing productivity 
of lab o u r that characterizes this mode o f production ’ (Capital, vol. 2, p. 72). 
Tech nological change plays a s  much o f  a de-stabilizing role with respect to 
fixed  cap ital circulation as it does in the simple models o f overaccum ulation 
and devaluation  which we exam ined in the previous chapter.

V alue, we have already argued, is not a fixed metric to be used to describe a 
ch anging w orld, but is treated by M arx  as a social relation which em bodies 
contrad iction  and uncertainty at its very centre. There is, then, no contradic­
tion w hatsoever between M arx ’s conception o f value and the circulation of 
fixed cap ital. The contradiction is internalized within the very notion of value 
itself.

II T H E  R E L A T I O N S  B E T W E E N  F IX E D  A N D  C I R C U L A T I N G  C A P IT A L

M a rx  held that ‘fixed cap ital is as much a presupposition fo r the production 
of circulating capital as circulating capital is for the production o f fixed 
ca p ita l’ (G rundrisse, p. 734). Both the m achines that are used as fixed capital 
and the inputs o f circulating constant capital are produced in the first place 
through the use o f fixed and circulating capital (Capital, vol. 2, p. 209). 
Furtherm ore, because fixed capital loses its value when n o tin  use, a continu­

4 Fine and H arris (1979, p. 45) point out that ‘neither Steedman nor Morishima 
employ M arx ’s concept of value. The most fundamental divergence from M arx ’s 
concept in both cases is that each writer sees value simply as an accounting concept 
whereas M arx treats it as a real phenomena which has concrete effects.’ The same 
criticism can be made o f  Roemer’s (1979) abortive attempt to integrate fixed capital 
form ation and use into M arx ’s argument on the falling rate of profit.
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ous flow  o f  circulating capital -  both  labour pow er and raw  m aterials — is a 
necessary  condition for the realization of its value.

Since each is necessary to the other, a certain relationship must exist 
betw een the flows o f circulating and fixed capital. If balanced accumulation is 
to be achieved, for exam ple, the total capital in society must be divided into 
fixed and circulating proportions according to some ‘rational’ rule — rational, 
that is, from  the standpoint o f accumulation. The classical political 
econ om ists frequently attributed crises to a disproportionality between fixed 
an d  circulating capital, and M arx  does not disagree. But he treats the dis­
p rop ortion  as a sym ptom  rather than a cause, and seeks the mechanisms that 
p roduce it.

C onsider, then, the sim ple case o f a machine with a known lifetime which 
tran sfers value to the final product according to the ‘straight-line’ rule. Values 
in the form  o f com m odities are withdrawn from  circulation at the moment of 
purchase . N o  further com m odities are taken out of circulation (except for 
repairs and m aintenance) until the machine is replaced. Each year, however, 
com m odities are returned to circulation through productive consumption of 
the m achine until the com m odity equivalent of the value em bodied in the 
m achine is totally  returned to circulation in the last year o f its life. The 
circulation  o f m oney takes a very different course. It is thrown into circula­
tion ‘all at one time [but] withdraw n from  circulation only piecemeal accord­
ing to the sale o f the com m odities produced’ (Capital, vol. 2, pp. 161—7). In 
the absence of a credit system , the capitalist has to build up a hoard o f money 
until there is enough to buy a new machine (p. 182).

T h e peculiarity in this exchange lies in  its time features. M oney and 
com m odities circulate according to quite different tem poral patterns. 
Im m ediately after the purchase o f the machine there is an excess o f money in 
circulation  in relation to commodities. T ow ards the end o f the machine’s 
lifetime the opposite  condition arises. In the long run such imbalances will 
coun teract each other (under the assum ptions we have specified), so that 
there are no aggregative ill-effects while the credit system can function to 
sm ooth  out m oney paym ents over the lifetime o f the machine. But fixed 
cap ital circulation nevertheless exercises short-run disruptive influences even 
on the processes o f simple reproduction. The money and commodity 
exchanges betw een D epartm ents 1 and 2 (see above, chapter 6) would 
correspon d only under the unlikely condition that an  equal proportion o f the 
total fixed capital in society be ‘retired’ and replaced each year. This would 
require a fixed rate o f  value transfer and a particular age structure to the stock 
o f fixed capital. Im balances w ould arise also  in the absence o f a credit system 
because cap italists would have to hoard money to cover replacement costs 
while the circulating capital needed to build the machine would have to be 
advan ced  prior to replacem ent. A nd so, M a rx  concludes, ‘a disproportion of 
the production  o f fixed and circulating capital . . . can and must arise even
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w hen the fixed capital is merely preserved’ (C apital, vol. 2 , p. 469).
T h is technical insight — which M arx , in his custom ary manner, establishes 

by w ay o f tortuous arithm etic exam ples -  brings us to the brink o f the much 
b road er questions that arise when technological change requires that the 
p rop ortio n  o f fixed capital be expanded in relation to the circulating capital. 
T h is happens because the production  of machinery entails the ‘production of 
m eans o f  value creation ’ rather than the direct creation o f use values for 
indiv idual consum ption (G rundrisse, p. 710). Put another way:

T he p art of production  which is oriented to the production o f fixed 
cap ital does not produce direct objects of individual gratification. . . . 
H ence, only when a certain degree o f  productivity has already been 
reached . . . can an increasingly large p art be applied  to the production 
o f  m eans o f  production . This requires that society be able to wait; that a 
large p art of the w ealth already created can be withdrawn from 
im m ediate consum ption  and from  production for immediate consum p­
tion, in order to employ this p art for the labour which is not 
im m ediately  productive. (G rundrisse, p. 707)

M a rx  then goes on to specify the conditions that will allow fixed capital to be 
form ed:

T h is requires a certain level of productivity and o f relative overabund­
ance, and, m ore specifically, a level directly related to the transform a­
tion o f circulating capital into fixed capital. . . . Surplus population 
(from  this standpoint), as well as surplus production, is a condition for 
this. (G run drisse, p. 707)

Furtherm ore, th is ‘relative surplus population  an d  surplus production ’ must 
be all the greater if the fixed capital is o f  large scale, long life and only 
indirectly related to production — ‘thus more to build railways, canals, 
aqu ed ucts, telegraphs, etc. than to build the machinery’ (Grundrisse, p. 707). 
So how  are such surpluses of p roduct and labour power to be procured or 
p rodu ced  in the first place? There are tw o possible answers to that question.

First o f all, the surpluses can be procured through direct appropriation  and 
prim itive accum ulation . The form ation o f a landless proletariat out o f a 
p easan t popu lation , for exam ple, can create the necessary surplus labour 
pow er. Thus the Irish becam e the railroad navvies and construction workers 
o f  the w orld , particularly after the potato famine, itself a product o f the 
pen etration  o f cap italist social relations into Irish society, finally forced them 
o ff  the land. C ap italists can also, by appropriation  or conversion, acquire the 
use value of fixed capital w ithout that use value being first produced by other 
cap ita lists in com m odity form . This can happen because fixed capital can be 
created  sim ply by changing the uses o f existing things. M eans o f production 
and instrum ents o f labour can be appropriated from  artisans and labourers;
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consum ption  goods can  be acquired and p u t to  productive use. Under the 
‘putting o u t’ system , for exam ple, the cottages of the weavers, which had 
hitherto been p art of the consum ption fund, began to function as fixed capital 
(Theories o f  Surplus Value, p t 2 , p. 23). A  similar effect occurs when trans­
p o rt system s built prim arily for consumption begin to be used more and more 
fo r production-related activities.

Th e advantage here is that fixed capital can be form ed w ithout in any way 
interfering with circulating capital. H ow  much fixed capital can be formed in 
this w ay depends, however, on the pre-existing conditions — capital, after all, 
‘d id  not begin the world from  the beginning but rather encountered produc­
tion and produ cts already present, before it subjugated them beneath its 
p ro ce ss ’ (G run drisse, p. 675). Eighteenth-century Britain, for exam ple, 
p o ssessed  a  vast reservoir o f  m aterial assets (perhaps tw o or three times the 
a ssets that N igeria  currently possesses), and these use values could easily be 
converted into fixed cap ital at little or no cost. The early industrialists 
acqu ired  much o f their fixed capital by putting old structures (mills, barns, 
houses, transport system s, etc.) to new productive uses. Rates o f fixed capital 
form ation  never rose much above 5 or 6 per cent o f national output, com ­
p ared  with the 12 per cent or m ore usually considered essential to get the 
accum ulation  of cap ital going.5 The aberrant case of Britain, which is so vital 
because it w as to lead the w ay in sustained capital accum ulation, is explicable 
given the fluidity o f M a rx ’s definitions. A ppropriation, conversion and prim i­
tive accum ulation  provided the fixed capital w ithout diverting anything from 
circulating capital. These features continue to be o f som e importance 
th rough ou t the h istory o f  capitalism  -  African im m igrants, for exam ple, play 
a vital role in French construction activity, as do southern Europeans 
th rough ou t much o f  W estern Europe. But if technological change is to play its 
p ro p er role, then capitalism  has to develop the capacity to produce surpluses 
o f p rodu ct and labour pow er within its confines.

T h is brings us to the second m ajor m echanism  fo r generating the necessary 
precondition s for fixed cap ital form ation. O veraccum ulation, which we have 
seen necessarily arises under capitalism  on a periodic basis, involves the 
creation  of ‘unem ployed capital at one pole and an unemployed worker 
p op u lation  at the other’ (see above, chapter 7). The surpluses o f labour 
pow er, o f  com m odities, o f productive capacity and o f money capital are 
potentially  convertible into fixed capital. This is a fundam ental and very

5 According to R ostow ’s (1960) Stages o f  Economic Growth (with its interesting 
sub-title o f a ‘non-communist manifesto’), Britain achieved its ‘take-off into economic 
growth between 1783 and 1802 by doubling is rate o f investment from 5 to 10 per 
cent. Deane and Cole (1962, pp. 2 6 1 -4 )  find little evidence for such a surge in capital 
form ation, and the subsequent debate —much o f which is reprinted in Crouzet (1972) 
— gives strong support to that conclusion. M athias (1973) is alsow ell worth consulting 
on this point.
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im portan t theoretical insight. It  says, in effect, that the contradictions o f 
accum ulation  produce the necessary preconditions for fixed capital form a­
tion on a period ic basis. We will try to unravel some o f  the implications o f this 
strik ing theoretical insight in what follows.

W e begin with considering how  the ebb and flow o f the industrial reserve 
arm y relates to fixed capital form ation  in the absence o f any ‘primitive 
accu m u lation ’ or the m obilization o f ‘latent’ sectors within a population. 
Under such conditions, a relative surplus population  is prim arily the product 
o f  technological change which creates unemploym ent. But technological 
change usually  requires fixed capital form ation. And the latter requires the 
p rio r  form ation  o f an industrial reserve army. The rhythm o f supply and 
dem an d for labour pow er and the capacity to absorb excess labour power 
through fixed capital form ation appear to be regulated by contradictory 
circum stances. The very processes that produce an industrial reserve army 
a lso  ab so rb  it. The contradiction is typically expressed through phases of 
fixed cap ital form ation  and surplus labour power absorption followed by 
w idespread  unem ploym ent and stagnation  in fixed cap ital form ation. We 
can not, how ever, understand such a process fully w ithout considering how 
su rp lus products are also  generated and absorbed.

The surp luses o f com m odities, productive capacities and labour power 
a ssoc ia ted  with overaccum ulation cannot instantaneously be switched from , 
say , consum er goods industries (clothing, shoes, etc.) to the production of 
fixed cap ital item s (m achinery, railroads). It often takes a crisis to force such a 
sw itch from  circulating to fixed capital — indeed, M arx  argued that ‘a crisis 
a lw ay s form s the starting point for new investm ents’, which lay ‘a new 
m aterial basis for the next turnover cycle’ (C apital, vol. 2, p. 186). If such 
sw itches could occur instantaneously and costlessly, then the problem s of 
overaccum ulation  and devaluation o f circulating capital could be entirely 
resolved by fixed capital form ation. The limit to such sw itching would lie 
only in the capacity to realize the value o f the fixed capital investments. Since 
the em ploym ent o f fixed capital m eans an increase in the productivity of 
lab ou r, the sw itch from  circulating to fixed capital can only exacerbate the 
p rob lem  o f overaccum ulation  in the long run. A  p art o f the fixed capital will 
be condem ned to forced idleness through overaccum ulation, and the fixed 
cap ital itself will undergo a devaluation. A short-run solution to problems of 
overaccum ulation  exacerbates the difficulties in the long run and puts part of 
the general burden o f periodical devaluations upon fixed capital. The only 
difference would be that the tim ing and rhythm  o f crisis form ation and 
resolution  would now be deeply affected by the turnover process o f fixed 
cap ita l itself.

T h e devaluation  o f fixed capital m ight be staved o ff indefinitely by switch­
ing m ore and more capital into fixed capital form ation. This possibility was 
d iscussed  by T ugan-B aranovsky  in the context o f M arx ’s schemas of
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exp an d ed  reproduction .6 H e show ed th at accum ulation could continue in 
perpetuity  provided that investment in fixed capital grew in the right propor­
tions. Th is w ould  imply an econom y in which machines w ould be built to 
p rodu ce m achines that built machines — som ething that looks quite absurd 
from  the stan dpoin t o f  human needs but which capitalism  is theoretically 
cap ab le  o f developing, since capitalists are interested only in surplus value 
and care not a jo t for which use values they produce. The limits to such a 
lunatic econom y w ould be reached only when the flow of circulating capital 
becam e insufficient to support the continued use o f the fixed capital, or when 
the pace o f technological change implied by fixed capital form ation became 
so  fa st that devaluations through shortened economic lifetimes o f machines 
becam e a serious problem . While Tugan-B aranovsky’s solution cannot be 
su stained  in the long run, he helps to explain why capitalism  has frequent 
bou ts of excessive investm ent in high-technology production without regard 
to the surp luses o f labour power that already exist or the human needs of 
p op u lation s. In the short run, therefore, capital can respond to overaccum u­
lation  by switching to fixed capital form ation — and the longer the life and the 
larger the scale of the fixed capital, the better (for exam ple, large-scale public 
w ork s, dam s, railroads, etc.). But som etim e in the long run, problem s of 
overaccum ulation  are bound to re-emerge, perhaps to be registered on an 
even gran der scale in the devaluation o f fixed capital itself.

The contrad ictions inherent in the fixed capital form  of circulation can be 
app roach ed  from  another angle. M arx  argues that ‘the greater the scale on 
w hich fixed cap ital develops . . . the more does the continuity o f the produc­
tion process . . . become an externally com pelling condition fo r the m ode of 
p rodu ction  founded on capital’ (G rundrisse, p. 7 0 3 ). When capitalists pur­
chase fixed capital they are obliged to use it until its value (however 
calcu lated) is fully retrieved. Fixed capital ‘engages the production o f subse­
quent y ears’, ‘ anticipates further labour as a counter-value’ and therefore 
exercises a coercive power over future uses (Grundrisse, p. 7 3 1 ). M arx 
focuses on the tyranny that fixed capital, in the form  of the machine under the 
control o f the capitalist, exercises over the conditions o f w ork o f the labourer 
(hence the long and very pow erful chapter on machinery in the first volum e of 
C ap ital) .B u t  the point can  be generalized. The more capital circulates in fixed 
form , the m ore the system o f  production  and consumption is locked into 
specific activities geared to the realization of fixed capital.

The contradiction  involved in this should be readily apparent. On the one 
h an d , fixed capital provides a pow erful lever for accum ulation while further 
investm ent in fixed capital provides at least tem porary relief from  problem s 
o f overaccum ulation . On the other hand, production and consum ption are

6 Kalecki (1971, ch. 13) gives an interesting account of Tugan-Baranovsky’s 
schema.
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increasingly im prisoned within fixed ways o f doing things and increasingly 
com m itted to  specific lines o f  production . Capitalism  loses its flexibility, and 
the ability  to  innovate is checked (C apital, vol. 2, p. 185).

T h is throw s u s back immediately into that com plex world, which M arx  
w as cognizant o f but about which he did little to enlighten us, in which the 
econom ic lifetime o f fixed capital no longer corresponds to its physical 
lifetim e. Straight-line value transfer can no longer hold as an adequate 
description  o f  fixed capital circulation. The m ost serious problem  to arise 
here concerns the im pact o f  new, cheaper and more efficient machinery on the 
use value and, hence, on the im puted value o f  the old. Resorting to the 
langu age o f prices, M arx  notes how the ‘constant changes in the construction 
o f the m achines, and their ever-increasing cheapness, depreciate day by day 
the older m akes, and allow  o f  their being so ld in great numbers, at absurd 
prices, to large capitalists, w ho alone can thus employ them at a profit’ 
(C ap ita l, vol. 1, p. 4 7 4 ; vol. 3, pp. 114—15). Perpetual revolutions in tech­
nology  can mean the devaluation o f fixed capital on an extensive scale.

The exchanges between D epartm ents 1 and 2 can also  be subject to 
d isruption . But if the pace o f  technological change is steady, and if capitalists 
can feel reasonably  secure in their expectations with respect to future tech­
nologies, then it is possib le to plan the obsolescence o f their fixed capital and 
m an age the circulation o f fixed capital according to som e rational p lan .7 In 
this w ay the disruptive effects o f technological change can  be minimized and 
the im pact on the exchange relations between the two departm ents can be 
reduced to fairly m inor oscillations. But planned obsolescence is possible only 
if the rate o f technological change is contained. M onopolization, government 
spon sorsh ip  o f research and developm ent and legal constraints upon the 
app lication  o f innovations (patent and licensing laws in particular) play 
im po rtan t roles, then, in regulating the pace o f technological change and 
m ak in g  planned obsolescence an available m eans to counter the evident 
tension  between technological change and its inevitable corollary, fixed 
cap ita l devaluation. Indeed, a case can be m ade that the incoherent and 
destructive effects o f uncontrolled technological change call forth a  capitalist 
response in the form  o f various arrangem ents — such as m onopolies and 
paten t law s — to control the pace o f  that technological change.8

In the absence of successful controls, planned obsolescence becomes 
im possib le. W hat begin as m inor oscillations and im balances between 
departm en ts and in the proportions o f fixed to circulating capital quickly 
build  into explosive oscillations or m onotonic divergence from a balanced 
grow th  path  (see above, p. 171). The circulation o f fixed capital becomes

1 The parallel with Boccara’s views on relative devaluation — see chapter 7 above—is 
worth noting.

8 N ob le ’s (1977) account o f the controlled use o f the pa tent laws in the United States 
since the begining o f this century fits very well with this theoretical account.
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entangled in the mesh o f contradictory forces associated with technological 
change, d isequilibrium , crisis form ation, overaccum ulation and devaluation. 
It w as ju st such a result that M arx  had in mind in his studies o f the circulation 
o f  fixed capital.

H e argues explicitly, fo r  exam ple, that the competitive search for relative 
surp lus value forces the replacem ent o f ‘o ld  instrum ents o f labour before the 
exp iration  o f  their natural life’ , and that if this occurs on ‘a rather large social 
sca le ’ it is ‘m ainly enforced through catastrophes and crises’ (Capital, vol. 2, 
p. 170). H e also  notes that the ‘continual improvements which lower the use 
value, and therefore the value, o f existing machinery, factory buildings, etc.’ 
have a  ‘particu larly  dire effect during the first period of newly introduced 
m achinery . . . when it continually becom es antiquated before it has time to 
reproduce its ow n value .’ R ap id  reductions in replacement cost have similar 
effects. And so  we find that ‘large enterprises frequently do not flourish until 
they p ass in to  other hands, i.e., after their first proprietors have been bank­
rupted, and their successors, who buy them out cheaply, therefore begin from 
the ou tset with a sm aller outlay of cap ital’ (Capital, vol. 3 , pp. 113—14).

In the course o f partia l or general crises, the elements o f fixed capital are 
devalued to  a greater or lesser degree. This then form s ‘one o f the means 
im m anent in cap italist production  to check the fall o f the rate o f profit and 
hasten  accum ulation  o f capital value through form ation o f new capital’ 
(C apital, vol. 3 , pp. 2 4 9 , 254). The aggregate value composition o f capital is, 
in short, stabilized in the face o f strong technological change by the forced 
devaluation  o f a p ar t of the fixed constant capital. The concepts o f over­
accum u lation  and devaluation  have, then, a particular role to play in relation 
to  fixed cap ital circulation. M arx  concludes:

The cycle o f  interconnected turnovers em bracing a num ber o f years, in 
which cap ital is held fast by its fixed constituent part, furnishes a 
m aterial basis for the periodic crises. D uring this cycle business under­
goes successive periods o f depression, medium  activity, precipitancy, 
crisis. True, periods in which capital is invested differ greatly and far 
from  coincide in time. But a crisis alw ays form s the starting point for 
new investm ents. Therefore, from  the point o f view o f society as a 
w hole [it lays] a  new m aterial basis for the next turnover cycle. (Capital, 
vol. 2, p. 186)

C rises, then, take on a rather different aspect and a new dimension when 
we introduce fixed capital circulation into the picture. The fundam ental 
contrad iction  between the evolution o f  the productive forces and the social 
re lation s o f  capitalism  still rem ains at the very heart o f things. The pace o f 
technological change — itself prim arily associated  w ith the drive fo r relative 
su rp lus value (see chapter 4) -  continues to be both the main lever for 
accum ulation  and the m ajor force m aking for disequilibrium . But we now see
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that the very m anner in w hich m any o f the forces o f production are con­
stituted — through com m odity and surplus value production -  engenders a 
form  of circulation  of value that is in contradiction with further technological 
change. Technological change either slow s down (thereby depriving capital 
o f its main lever o f  accumulation) or presses on apace with the inevitable 
devaluation  o f fixed capital as its result. The whole m aterial m anifestation 
and tem poral rhythm o f crisis form ation is, however, fundam entally altered. 
In such a situation , M a rx ’s ‘first-cut’ theory o f crisis (see chapter 7) plainly 
will not do. H ow  that theory should be adjusted to take account o f fixed 
cap ital form ation  and use remains to be seen.

Ill  S O M E  S P E C I A L  F O R M S  O F  F IX E D  C A P IT A L  C I R C U L A T I O N

By clinging to the exam ple o f machinery, we have been able to simplify the 
conception  of fixed capital. But fixed capital also  includes such diverse items 
as sh ips and docks, railroads and locom otives, dams and bridges, water 
supply  and sew age systems, pow er stations, factory buildings, warehouses 
and the like. A  p ick axe and a railroad may both be classified as fixed capital, 
bu t their sim ilarity thereafter quickly ceases. So we ought to disaggregate the 
concept o f fixed capital and consider som e o f the special ‘peculiarities’ that 
then arise.

W e have also  hitherto excluded any detailed consideration o f how  the 
interventions o f the credit system affect matters even though the question has 
lurked in the background o f  the analysis. C red it certainly appears, at first 
b lush , as an  appropriate  m eans to overcome the contradictions between fixed 
and circulating capital. But, true to his colours, M arx  will insist that to the 
degree th at credit successfully perform s such a function it internalizes con­
trad iction s within its own sphere. The contradictions get displaced rather 
than  rem oved. M arx  hints at such a displacem ent when he characterizes ‘the 
d ifferent kind o f return on fixed and circulating capital’ as the difference 
betw een annuity, interest and the different form s o f rent, on the one hand, 
and selling and profit on the other (Grundrisse, p. 722). We will elaborate on 
this them e in the sections that follow .

Since the sphere o f  m oney, credit and interest is extraordinarily com plex, 
w e m u st delay consideration  o f it until the next chapter. The best we can hope 
to  do  here is to show  how  and why the credit system m ust necessarily exist as 
a m eans to deal with some o f  the chronic problem s that arise in the context of 
fixed cap ital form ation  and use. And this we can best do by considering 
situation s in which the problem s o f fixed capital circulation assum e an 
ex aggerated  and very special form .
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1 F ixed  cap ital o f  large scale an d  great durability

The turnover tim e of fixed capital is a function of its ‘relative durability’, and 
the ‘durability of its m aterial is therefore a condition of its function as an 
instrum ent of labour, and consequently the m aterial basis o f the mode of 
circulation  which renders it fixed cap ital’ (C apital, vol. 2, pp. 2 2 0 - 1 ) . In so 
far as durability  depends upon physical properties, the material qualities of 
use values have an im portant effect upon turnover time. But M arx  also insists 
th at ‘ the greater durability o f fixed capital m ust not be conceived o f as 
a purely physical quality ’ (C ap ital, vol. 2, p. 221). D urable m aterials are 
incorporated  into fixed capital items because advantages arise from so doing 
— for exam ple, ‘the m ore often [a machine] m ust be replaced, the costlier it is’
(G run drisse , p. 711). O n the other hand, the longer the fixed capital lasts, 
the m ore likely it is to be exposed to devaluation through technological 
change.

T h e durability  o f fixed capital therefore varies according to economic 
circum stances and m aterial and technological possibilities. We have already 
noted that ‘different constituents o f the fixed capital o f a business have 
different periods o f  turnover, depending upon their different durabilities’, 
and the sam e proposition  applies to the fixed capital in society as a whole. We 
need to consider, then, the special problem s that arise when, for whatever 
reason , fixed cap ital o f great durability is created under capitalist relations of 
production .

The am ou n t o f value th at has to be thrown into m onetary circulation and 
w ithdraw n from  com m odity circulation at the outset also  varies a great deal 
depending upon the nature o f the fixed capital form ed. D ocks and harbours 
require m uch m ore than sim ple agricultural implements. And it also happens 
that som e fixed capital item s can be produced incrementally — expanded bit 
by bit, like a ra ilroad  line —while others have to be totally finished before they 
can  enter into use — a dam, for exam ple. In all of these cases, the physical and 
m aterial m ode o f being o f  the fixed capital affects the degree of difficulty 
encountered in form ing it. There are, as it were, barriers to the entry o f capital 
into certain kinds o f  activities because o f the scale o f  initial effort involved. 
T h ese barriers are in p art a reflection o f the m aterial and physical properties 
of the use value required, but here, also, economic circumstances play their 
p art. The scale o f fixed capital investment depends in part upon the drive to 
achieve econom ies of scale in production, econom ies in employment of 
constan t capital, and is not independent o f the degree o f concentration and 
centralization  of capital.

Be all o f this as it m ay, the production  and circulation o f fixed capital o f 
large scale and great durability  poses som e very specificproblem s which have 
to dealt with. C onsider, then, the difficulties that arise in relation to the 
investm ent and use o f  such items as a modern integrated iron and steel



F I X E D  C A P I T A L  C I R C U L A T I O N 225

p rodu ction  facility, a petrochem ical com plex, a nuclear pow er station or a 
large dam .

T o  begin with, the w orking period  required to produce such items will itself 
be quite long, and puts a very considerable burden upon producers. M arx  
argued that in ‘the less developed stages o f capitalist production, undertak­
ings requiring a long w orking period, and hence a large investment o f capital 
for a  long time, such as the building of roads, canals, etc. . . [are] . . . not 
carried  out on a cap italist basis at all but rather at com m unal or state expense’ 
(C ap ita l, vol. 2, p. 2 3 3 ). In the advanced capitalist era, however, the concen­
tration  and centralization o f  capital and the organization o f a sophisticated 
credit system  allows such projects to be carried out on a capitalistic basis.

Sim ilar p roblem s arise because o f  the m assive outlay  o f m oney by the users 
o f  this fixed cap ital and because o f  the long time it takes — say, 30 years or 
m ore — to get that m oney back through production. Individual capitalists 
m ay therefore seek, o f  necessity, ‘to shift the burden’ o f such projects ‘on to 
the shoulders of the state ’ (G rundrisse, p. 531). Certainly, fixed capital o f this 
scale and durability  could not be either produced or used without resort to the 
credit system . The latter relieves individual capitalists o f the obligation to 
h o ard  m assive am ounts o f money capital preparatory to the purchase o f the 
fixed cap ital and converts the paym ent for that fixed capital into an annual 
p aym ent. W hat in effect happens -  presum ing no personal savings on the part 
o f other c lasses in society — is that capitalist producers investing in the present 
borrow  from  other capitalists who are saving with an eye to future investment 
or replacem ent. In this manner capital is kept fully em ployed in spite o f the 
lon g  turnover o f  large-scale fixed capital items.

Credit m akes it theoretically possib le to balance the money exchanges 
betw een the various departm ents producing wage goods, constant circulating 
or constan t fixed capital, although the com m odity exchanges are in no way 
directly m odified. But for harm ony to exist in the money exchanges aggregate 
sav in gs m ust be in equilibrium  with investment needs. We are immediately 
led to enquire how such an equilibrium  might be established under the social 
re lation s o f  capitalism . And this can be dealt with only in the full context o f an 
analysis o f the credit system. If this equilibrium  condition does not h o ld —and 
we will later see why it cannot ‘except by accident’ (see chapter 9) — then 
credit m ay end up exacerbating rather than resolving the problem.

The exchanges of m aterial com m odities between departm ents are still 
su b ject to disruption  on their ow n account and these disruptions become 
m agnified by the introduction o f large-scale and long-lived fixed capital. 
A fter all, ‘ the sm aller the direct fru its borne by fixed cap ital’, the greater m ust 
be the ‘relative surplus popu lation  and surplus production; thus more to 
build  railw ays, canals, aqueducts, telegraphs, etc. than to build machinery’ 
(G run drisse , p. 707). This means that either m assive appropriation (slave 
lab o u r , prim itive accum ulation , etc.) or very strong overaccum ulation is
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required if such projects are  to  be completed. A nd to the extent that they 
anticipate the ‘future fruits of labour’ for a very long period in the future, they 
a lso  im prison  cap ital in w ays that are not alw ays desirable.

If, in the course o f  capitalist developm ent, there were an even progression 
on all fronts from  sm all to large scale and from  short- to long-term investment 
in fixed cap ital, then it w ould be easier to incorporate the theory o f fixed 
cap ital form ation  and circulation into the general theory o f accumulation. 
W hile there are objective reasons why ‘ the m agnitude and the durability of 
the applied  fixed cap ital develop with the developm ent o f the capitalist mode 
of p rod u ction ’ (C apital, vol. 2, p. 185), it is also true that ‘the development of 
the productivity  in different lines of industry proceeds at substantially diffe­
rent rates and frequently even in opposite directions’, owing not only to 
n atural and social conditions but also to the ‘anarchy of competition and the 
peculiarity  of the bourgeois m ode of production ’ (Capital, vol. 2, p. 260). 
There are, for exam ple, a variety o f form s of fixed capital — physical 
in frastructures such as docks and harbours, transport system s and so on — 
w hich are relatively large-scale and which need to be produced early on in the 
h istory  of cap italist developm ent. And to the degree that tensions arise 
betw een the degree o f centralization-decentralization o f capital, between the 
spheres o f m arket exchange and production, so we should expect that these 
facto rs a lso  will interact with decisions on the use o f  fixed capital o f a certain 
scale and durability . D ifferences in the scale and durability o f fixed capital are 
destined, it seem s, to be an essential feature to the uneven development of 
cap italism .

2 F ixed  cap ital o f  an ‘independent’ kind

C ircum stances arise in which fixed cap ital ‘appears not as a mere instrument 
o f p rodu ction  within the production  process, but rather as an independent 
form  of cap ital, e.g. in the form o f railw ays, canals, roads, aqueducts, 
im provem ents of the land, etc.’ (G rundrisse, pp. 686—7). Fixed capital o f an 
‘independent’ kind can be distinguished from  fixed capital enclosed within 
the im m ediate production  process by the very specific functions it perform s in 
relation  to production  — it acts, as M arx puts it, as ‘the general preconditions 
o f p rodu ction ’ (p. 739).

F o r  the individual cap italist the difference can be expressed a s  that between 
the m achinery and the buildings that house the machinery. But in society as a 
w hole we can observe many situations in which capitalists make use o f the 
independent kinds o f  fixed capital in com m on and, as individuals, on a 
p artia l, interm ittent or tem porary basis (G rundrisse, p. 725). The peculiar 
re lation  that this kind o f fixed capital has to production is associated with a 
specific kind of circulation process — ‘the realization o f the value and surplus 
value contained in it appears in the form  o f an annuity, where interest
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represents su rp lu s value and the annuity the successive return o f the value 
ad v an ced ’ (G rundrisse, p. 723). The capitalist, in effect, purchases the use 
value of this kind o f fixed capital on an annual or fee-for-service basis — the 
building that houses production  is rented for the year, a fork-lift truck is 
rented for a week, a container is rented to take the com m odity to its final 
destination.

T h is im plies that the independent form  of fixed capital is owned by som e­
one other than the capitalist producer. And herein lies the rational basis for 
the form  of circulation that then arises. In effect, owners o f capital lend it out 
to  users in fixed rather than m oney form :

C om m odities loaned out as capital are loaned either as fixed or circulat­
ing cap ita l, depending on their properties. M oney m ay be loaned out in 
either form. It may be loaned as fixed capital, for instance, if it is paid 
b ack  in the form  o f  an annuity, whereby a  portion o f  cap ital flows back 
togeth er with interest. C ertain  com m odities, such as houses, ships, 
m achines, etc., can be loaned out only as fixed cap ital by the nature o f 
their use values. Y et all loaned cap ital, whatever its form , and no m atter 
how the nature o f the use value m ay m odify its return, is always only a 
specific form  of m oney capital. (C ap ita l, vol. 3 , p. 344)

It fo llow s, therefore, that we can not go very far in discussing this form  of 
circulation  o f fixed cap ital w ithout a thorough exam ination o f money capital 
and interest. A nd it w as for this reason that M arx  excluded further exam ina­
tion o f the problem  in the p assages dealing with fixed capital and dealt 
exclusively  with fixed capital enclosed within the production process. He 
does com e up with som e provocative com m ents which deserve some explica­
tion. H e notes, for exam ple, that large-scale undertakings relying heavily 
u pon  fixed capital — such as railw ays — ‘are still possible if they yield bare 
interest, and this is one o f the causes stem m ing the fall o f the general rate o f 
p rofit, since such undertakings, in which the ratio o f constant capital to the 
variab le  is so enorm ous, do not necessarily enter into the equalization o f the 
general rate o f p rofit’ (C apital, vol, 3, p. 437). It is possible to stave o ff crises, 
therefore, by transform ing ‘a great part o f  capital into fixed capital which 
does not serve as agency o f  direct production ’ (G rundrisse, p. 750).

It is rather odd that M arx ists have not taken up this idea and explored its 
im plications — both theoretical and historical.9 M arx  is making two claims. 
F irst, if fixed cap ital is lent ou t rather than sold, then it functions as a m aterial

9 B occara’s (1974) account o f  devaluation picks up on this point butthen emascu­
lates its true im port by attaching it to a theory o f structural devaluation under state 
m onopoly capitalism  — see above, chapter 7. Magaline (1975), in the course of 
correctly rejecting Boccara’s general theoretical position, omits to concede the partial 
truth o f the latter’s argument concerning the circulation o f fixed capital at a lower rate 
o f  rem uneration than the social average.
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equivalent o f  m oney capital. As such, it can  circulate provided the value 
em bodied in it is recovered over its lifetime and provided that it earns interest. 
Since interest is only a p art of surplus value, fixed capital o f an independent 
k ind circulates w ithout claim ing all of the surplus-value that it helps to 
produce. Th is releases surplus value which can be competitively divided 
am on g the rem aining cap italists as they struggle to equalize the rate o f profit. 
Plainly, a grow th  in the independent relative to the enclosed form s o f capital 
releases surp lus value and can so counteract, in the short run at least, the 
falling rate of profit as M arx  defined it. It was for this reason, presum ably, 
that M arx  considered it im portant to analyse ‘the proportion in which the 
total cap ital of a country is divided into these two form s’ (Grundrisse, p. 
6 8 6 ). And this, in turn, has im plications for our interpretation of both the 
ch anging scale and organization  of capitalism  over the p ast two hundred 
years (see chapter 5).

W  e can, secondly, exam ine this whole question from  the standpoint o f the 
ind iv idual cap italist. If we accept one of M a rx ’s definitions o f the rate of 
profit as the ratio  of surplus value produced to total capital em ployed, then an 
increase in the use of fixed cap ital within the production process increases the 
cap ital em ployed in relation to the actual capital consum ed in a  production 
p eriod . The use o f independent form s o f fixed capital does not have the sam e 
effect because the total capital em ployed now  includes only the paym ent that 
the cap italist m akes to use the fixed capital for that one time period. Substitut­
ing the independent for the enclosed form s o f fixed capital reduces the total 
cap ital em ployed by individual capitalists even though the total capital 
consum ed m ay be increasing. The rate o f profit for the individual capitalist 
can be raised  by such a strategem . A  shift tow ards fixed capital o f  an 
independent kind helps to stem the tendency tow ards a falling rate o f profit. 
In the context it is im portant to recognize that to som e degree the relationship 
betw een the independent and enclosed form s o f fixed capital is fluid — an 
industrialist can either rent buildings and machinery or purchase the items 
outrigh t. A nd when tim es get difficult we might anticipate a grow th in 
equipm ent leasing o f  the sort we have w itnessed in the p ast few  years in 
advan ced cap italist countries.

B ut all o f this assum es that form s o f organization  are created capable of 
supply in g fixed cap ital o f an independent kind, and that its circulation is not 
beset by any peculiar difficulties or inhibited by any serious barriers. An 
actively functioning credit system  is essential, and form s o f organization -  
such as jo int stock  com panies — have to be created. These are necessary 
conditions. In addition, the fixed capital that circulates independently incurs 
a certain  risk in so doing. In one sense the problem s o f  realization o f the value 
em bodied  (and the calculation  o f value-transfer, etc.) are m ore serious here 
than  in the case o f fixed capital enclosed within production -  the use o f the 
fixed  cap ital depends entirely upon general econom ic conditions and is much
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m ore vulnerable to sudden devaluations because o f declines in use. On the 
other hand, since we are here dealing with fixed capital which is often used in 
com m on  and which acts as the general preconditions for production, the 
com petitive search for surplus value within the firm will not prom pt devalua­
tions through technological change to anywhere near the same degree — 
unless, that is, the suppliers of independent fixed capital are in competition 
with each other. Plainly, we cannot press this matter much further without 
very specific consideration of how the supply and dem and for the indepen­
dent kinds of fixed capital is organized.

M a r x ’s view s on this particu lar form  o f capital are far from  being well 
developed. And the sum m ary o f his argum ent that we have provided raises as 
m any questions as it answers. But, like M arx , we must necessarily defer 
deeper evaluation  until we have at least some understanding o f the credit 
system  in place. Here we can only broach ideas that appear to be o f great 
im port, but which we are not yet equipped to explore in all their fullness.

IV T H E  C O N S U M P T I O N  F U N D

C ertain  com m odities perform  in the realm  o f consum ption a som ew hat 
an a lo go u s role to that played by fixed capital in the production process. The 
com m odities are not consum ed directly but serve as instruments o f  consum p­
tion. They include items as diverse as cutlery and kitchen utensils, 
re frigerators, television sets and w ashing machines, houses, and the various 
m eans o f collective consum ption such as parks and w alkw ays. All such items 
can conveniently be grouped together under the heading o f the consumption 
fund.

The distinction between fixed capital and the consum ption fund is based on 
the use of com m odities and not upon their m aterial mode of being. Items can 
be transferred  from one category to another through a change in use (see 
ab ove , p. 2 05). The fixed cap ital em bodied in w arehouses and w orkshops can 
be converted, for exam ple, into consum ption fund item s such as apartm ents 
and art galleries, and vice versa. Some items function simultaneously as 
m eans of both production  and consum ption (highways and autom obiles, for 
exam ple). Jo in t uses are alw ays possible.

In strum ents o f  consum ption do not have to be produced as commodities. 
W orkers can produce their ow n housing in their own time and through their 
own efforts, and barter the products, o f their own labour am ong each other. 
System s of this sort, common in the early years o f capitalist industrialization, 
p ersist in the so-called ‘in form al’ sector o f Third W orld economies and in the 
‘u ndergroun d ’ econom ies of the advanced capitalist countries.10 The value of

10 Portes (1980) surveys the literature on the informal sector and capital accumula­
tion (primarily with references to Latin America).



230 F IX E D  C A P IT A L

lab o u r pow er is sensitive to the form  that provision o f the consum ption fund 
takes, because it is fixed according to the com m odities purchased in the 
m arket. B ut since our prim ary concern at this point is with the circulation 
p rocess o f  cap ital, we will assume that the consum ption fund is produced 
so lely  through cap italist com m odity production.

A com m odity  is circulating capital fo r its producer no m atter how it is used. 
It d isap p ears from  circulation when it is sold  to the final consum er and the 
value equivalent of the com m odity is returned to the capitalist in money form. 
If the com m odities have a long life and remain in use, they then form a part of 
the total social wealth o f society. But they no longer function as capital in 
m otion . In this regard, there is a crucial difference between the continued use 
o f fixed cap ital (which keeps value circulating as capital) and the continued 
use o f consum ption  fund items.

If this w as all there were to the m atter, then we could cheerfully leave the 
question  of the consum ption fund to one side. But consider the matter from 
the poin t o f view of buyers. The latter have to pay the full value equivalent of 
the com m odity  at one point in time in order to gain a stream  of future 
benefits. They can hoard  m oney or borrow  either the item itself (in which case 
they pay rent) or the m oney to purchase it (in which case they pay interest). 
R ent and interest paym ents are a standard accom panim ent to the use o f many 
consum ption  fund items. It is im portant to understand why.

Som e consum ption  fund items, such as housing, require such a large initial 
ou tlay  that they are beyond the means o f direct purchase for all but the very 
w ealthy. If housing is to be produced as a commodity, then renting or 
borrow in g o f m oney becom es essential. W ithout the interventions o f the 
lan d lo rd , the credit system  and the state, capital would be denied access to an 
extensive and very basic  form  of production .11 H oarding o f money to pur­
ch ase expensive consum er goods also disrupts the circulation o f capital since 
it ties up m oney (which could otherwise be converted into capital) and acts as 
a barrier to the sm ooth transform ation  o f the circulation o f revenues into the 
realization  o f cap ital through exchange. When the credit system comes to the 
rescue, it perm its som e consum ers to save (in return for interest) and others to 
b orrow  and pay  back  both the interest and the principal over an extended 
p eriod  o f tim e. The interchanges between the various departm ents can 
thereby be protected  against excessive hoarding o f revenues.

The im m ediate effect, however, is to integrate the use o f much o f the 
consum ption  fund into the circulation o f  interest-bearing capital. M oney is 
lent ou t against the future revenues o f those who use the consum ption fund 
item . The item acts as security for the loan, which m eans that it must retain its 
com m odity  character as a potentially m arketable m aterial use value. If the

11 The housing sector has been the focus o f much research done from a M arxian 
perspective in recent years. See the survey by Bassett and Short (1980).
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borrow er defaults on the paym ents, then the lender must be able to re-possess 
the com m odity  and offer it for sale upon the market. The form ation o f a 
second hand m arket in many consum ption fund items (houses, autom obiles, 
etc.) is a necessary corollary to debt financing o f their purchase.

C ap ita l can and does circulate within and through the consumption fund. 
T o  the degree that money capital penetrates, so  the instruments o f consum p­
tion take on the form  o f stored com m odity capital. The rules o f circulation of 
cap ital within the consum ption fund become an im portant aspect to the 
circulation  o f capital in general. M arx  him self puts o ff any detailed consid­
eration  o f this on the grounds that it ‘is connected with further determ ina­
tion s (renting rather than buying, interest, etc.) ’ which have yet to be explored 
(G run drisse , p. 711). The point is well taken. But a number o f initial points 
concerning the consum ption fund can usefully be set down here.

(1) Th e physical and econom ic lifetimes o f item s within the consumption 
fund are fixed by forces different to those that prevail in the case o f fixed 
cap ital. The com petition for relative surplus value that perpetually 
revolution izes and periodically devalues fixed capital is noticeably absent 
within the consum ption  sphere. The com petition that does exist is tied to 
changing w him s, fashions and the desire to exhibit signs o f status. T o  the

’ degree th at ‘rational consum ption ’ for accum ulation depends upon sustain­
ing a certain turnover o f consum ption fund uses, the forces o f fashion and 
sta tu s have to  be m obilized by capital. H ow ever this m ay be, the economic 
obsolescence o f consum ption fund items does not occur in response to the 
sam e pressures that shape the use o f fixed capital. Revolutions in the produc­
tive forces create econom ic obsolescence only indirectly — cheaper and more 
efficient consum er goods m ake it uneconomical to m aintain the old; revolu­
tions in tran sport relations and industrial relocation make housing in certain 
regions redundant; and so on. The physical m aterial lifetime o f  objects has a 
m ore im portant role to play in the case o f the consum ption fund. Built-in 
physical obsolescence is therefore just as im portant to sustaining m arkets as 
econ om ic obsolescence.

(2) The exchange value of second-hand items within the consumption 
fund is broadly  dictated by the value o f new equivalent items. The m arket­
ability  o f such item s depends upon their alienability and their capacity (at 
w hatever stage of their physical lifetime) to yield a flow o f future revenues in 
return fo r their use. The price o f the asset is then fixed by the revenue it can 
generate capitalized at the going rate o f interest (see chapters 9 and 11).

(3) The purchase o f  consum ption fund items via m ortgages and other 
form s o f consum er credit is sensitive to the availability o f money. The cyclical 
im pulses that derive from  the tendency tow ards overaccum ulation are there­
fore as active in consum ption fund form ation as they are with respect to 
investm ent in fixed capital. H ow ever, the capacity to absorb idle money 
cap ital within the consum ption fund is limited by the circulation o f future
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revenues. O ver-indebtedness w ith respect to the consum ption fund can be 
ju st as serious a problem  as over-investment in fixed capital. The claim on 
future revenues derived from  future labour can far  exceed the value-creating 
capacities of that future labour. The m arketable assets within the consum p­
tion  fund consequently stand to be devalued in the course o f a crisis, while 
over-indebtedness can be a source o f  disequilibrium . On the other hand, the 
credit system  has the capacity to stim ulate production (through fixed capital 
form ation) and realization in exchange (through consum ption fund form a­
tion). W e will consider the deeper ramifications o f that in future chapters.

(4) The distinction between ‘necessities’ and ‘luxuries’ within the con­
sum ption  fund is w orth noting. The manner, often conspicuous, in which the 
bourgeoisie  consum es its revenues has far different ramifications from the 
creation  o f a consum ption  fund for the reproduction o f labour power. 
R eduction  in the cost o f necessities, recall, is a source o f  surplus value. Cheap 
h ousin g and low  rent or interest paym ents benefit capital because ‘economy 
in these conditions is a  m ethod o f raising the rate o f profit’ (Capital, vol. 3, 
p. 86). The form ation  o f housing for w orkers often sparks cross-currents o f 
conflict betw een landlords, builders, m oney capitalists, w age labourers and 
cap ita lists in gen eral.12 State intervention often results.

V T H E  B U I L T  E N V I R O N M E N T  F O R  P R O D U C T I O N ,
E X C H A N G E  A N D  C O N S U M P T I O N

A p art o f  the instrum ents o f  labour, which includes the general condi­
tions of labour, is either localized as soon as it enters the process of 
production  . . .  or is produced from  the outset in its immovable, 
localized form , such as improvements o f the soil, factory buildings, 
b last furnaces, canals, railw ays, etc. . . .  The fact that some instruments 
o f labou r are localized, attached to the soil by their roots, assigns to this 
portion  o f fixed capital a peculiar role in the economy o f nations. They 
can not be sent abroad , cannot circulate as com m odities in the world 
m arket. T itle to this fixed capital m ay change, it may be bought and 
sold , and to  this extent may circulate ideally. These titles o f ownership 
m ay even circulate in foreign m arkets, for instance in the form  o f stocks. 
But a change o f  the persons ow ning this class o f fixed capital does not 
alter the relation o f  the immovable, m aterially fixed part o f the national 
wealth to its m ovable part. (C apital, vol. 2, pp. 162—3)

M a rx  insists that w e should not confuse fixed with immovable capital 
(ships and locom otives are fixed capital even though they move, while some 
elem ents o f circulating capital, such as w ater power, have to be used in situ). 
But w e do  have to  consider the ‘peculiar role’ that immovable fixed capital

12 I examine this in greater detail in Harvey (1977).
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p erform s under capitalism  in general an d  in the economy o f nations in 
particu lar. A portion  of the consum ption fund (housing, parks, etc.) is also 
im m ovable in space.

T h is leads us to the conception o f a bu ilt environment which functions as a 
vast, hum anly created resource system , com prising use values embedded in 
the physical landscape, which can be utilized for production, exchange and 
consum ption . From  the standpoin t of production, these use values can be 
considered  as both general preconditions for and direct forces of production. 
W e have to  deal, then, with ‘im provem ents sunk in the soil, aqueducts, 
bu ild in gs; and m achinery itself in great part, since it m ust be physically fixed, 
to act; ra ilw ays; in short, every form  in which the product o f industry is 
w elded fa st to the surface o f  the earth’ (Grundrisse, pp. 7 3 9 -4 0 ). The built 
environm ent for consum ption  and exchange is no less heterogeneous.

The built environm ent com prises a whole host of diverse elements: 
factories, dam s, offices, shops, w arehouses, roads, railways, docks, pow er 
station s, w ater supply and sew age disposal systems, schools, hospitals, parks, 
cin em as, restauran ts -  the list is endless. M any elem ents -  churches, houses, 
dra in age  system s, etc. — are legacies from  activities carried on under non­
cap ita list relations o f production. A t any one moment the built environment 
ap p ears as a p alim psest o f landscapes fashioned according to the dictates of 
different m odes o f production  at different stages o f their historical develop­
m ent. U nder the social relations o f capitalism , however, all elements assume a 
com m odity  form .

C onsidered  purely as com m odities, the elements o f the built environment 
exh ib it certain peculiar characteristics. Immobility in space means that a 
com m odity  cannot be m oved without the value em bodied in it being 
destroyed. Elements o f the built environment have spatial position or loca­
tion  as a fundam ental rather than an incidental attribute. They therefore have 
to  be built or assem bled in situ on the land so  that land and the appropriation 
o f land  rent (see chapter 11) become significant. Furthermore, the usefulness 
o f p articu lar elements depends upon their location relative to others — shops, 
h ousin g, schools and factories m ust all be reasonably proxim ate to each 
other. T he whole question o f  the spatial ordering o f the built environment has 
then to be considered; the decision where to put one element cannot be 
d ivorced from  the ‘where’ o f  others.

T he built environm ent has to be regarded, then, as a geographically 
ordered , com plex, com posite com m odity. The production, ordering, m ainte­
nance, renewal and transform ation  o f such a com m odity poses serious dilem­
m as. The production  o f individual elements — houses, factories, shops, 
sch oo ls, ro ad s, etc. — has to be co-ordinated, both in time and space, in such a 
w ay as to allow  the com posite com m odity to assum e an appropriate configu­
ration . L an d  m arkets (see chapter 11) serve to allocate land to uses, but 
finance cap ital and the state (primarily through the agency o f land use
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regulation  and planning) a lso  act as co-ordinators. Problems a lso  arise be­
cau se the different elements have different physical lifetimes and wear out at 
different rates. Econom ic depreciation, particularly o f elements that function 
as productive forces fo r capital, also plays its part. But since the usefulness of 
ind iv idual elem ents depends, to large degree, upon the usefulness o f sur­
roun din g  elem ents, com plex patterns o f depreciation and appreciation (with 
ram ification s for value relations) are set in m otion by individual acts of 
renew al, replacem ent or transform ation . The ‘spillover’ effects o f individual 
investm ent decisions are localized in space. Similarly, disinvestment in one 
p ar t  o f the built environm ent is likely to depreciate surrounding property 
values.

T o  say  th at there is com m odity production for the built environment 
im plies that m arkets can form  for the production and sale o f individual 
elem ents which consequently have a use value, an exchange value and a value. 
H ere we encounter som e further problem s. Exclusivity o f use and private 
app rop ria tion  o f use values can be established for some elements (houses, 
factories, etc.), w hereas collective uses are possible for other elements (roads, 
sidew alks, etc.). T he built environment as a whole is part public good and 
p ar t  private, and m arkets for the individual elements reflect the complex 
in teractions betw een the different kinds of m arkets. A lso, because the various 
elem ents w ithin the built environment function as localized use values, the 
possib ility  ex ists o f attaching a price tag to them even after their value has 
been fully returned to capital. A rent can be extracted fo r their use and 
cap italized , a t the going rate o f interest, into a m arket price on land and its 
appurten an ces. Tw o kinds of exchange value then exist side by side: the 
cap italized  rental on old elements and the price o f production on the new. The 
tw o prices are derived quite differently but are reconciled into a single price 
structure by the m arket system . If I can buy an old house for less than it takes 
to  p roduce a new  one with nearly identical characteristics, then why should I 
bother to construct a new one?

The form ation  o f land and property m arkets has an extremely im portant 
im pact upon the circulation o f capital through the built environment in 
general. A rate o f return on money capital can be had by investing in old 
property  as well as in the production o f new. Idle m oney capital can just as 
easily  be lent out as property as it can in money form . Since a part o f the use 
value o f  a p roperty  depends upon its relative location, money capitalists can 
even invest in the land and in the future rent it can com m and. Since rent is 
regarded  as a portion  o f  surplus value appropriated by landowners, money 
cap ital is now  being invested in appropriation rather than in production. As a 
theoretical p roposition  this appears quite irrational. The m aterial relevance 
is, how ever, that all aspects o f  production and use o f the built environment 
are brough t within the orbit o f the circulation o f capital. If things were not so, 
then cap ital could not establish  itself (replete with all its contradictions) in the



physical lan d scape in a m anner generally supportive o f accum ulation — the 
built environm ent that capital requires for production, exchange and con­
sum ption  could not be influenced in the interests o f cap ital.13

M a rx  h im self w as all too aw are o f  the broader im plications o f  all this. The 
conception  o f cap ital circulating through the built environment implies, he 
w rote, that the mere ‘technological conditions for the occurrence o f the 
p rocess (the site where the production  process proceeds)’ can in itself be 
considered a ‘form  o f  fixed capital’. The appropriation o f ‘natural agencies . . .  
such as w ater, land (this notably) m ines, etc.’ is in principle no different from 
the app rop riation  of other m aterial uses values and their transform ation into 
fixed cap ital by putting them into use as such (G rundrisse, pp. 691, 715). The 
im provem ent o f land — be it for agriculture or industry — means that the land 
itself ‘m u st ultim ately function as fixed capital . . .  in som e local process of 
p ro d u ctio n ’ (C apital, vol. 2, p. 210).

H ow , then, can  w e possibly  discuss the circulation o f  capital in  the built 
environm ent w ithout giving due consideration to landed property? A nd once 
we perm it the entrance o f landed property, can the theory o f  rent be far 
behind? (G rundrisse, p. 715). We cannot gain  full com m and o f w hat is going 
on w ithout a full understanding o f the theories o f  rent and interest. We can 
n ow  see why M arx  argues that the different kind o f return on fixed and 
circu latin g capital is the difference between annuity, interest and various 
fo rm s o f rent on the one hand and the direct selling for profit on the other. The 
ta sk s before us in the next three chapters are hereby clearly defined. Rent and 
interest as form s o f  distribution have to be fully integrated into the theory o f 
the cap italist m ode o f  production.

VI F I X E D  C A P I T A L ,  T H E  C O N S U M P T I O N  F U N D  A N D  T H E  
A C C U M U L A T I O N  O F  C A P IT A L

C ap ita lists  cannot fo r  long look  to capture the benefits o f technological 
change without form ing fixed capital. They thereby create a distinctive and 
rather pecu liar m ode o f circulation o f  capital which in due course ‘h ardens’ 
into a ‘separate  m ode o f  existence o f  cap ital’ . A  consum ption fund is likewise 
necessary  to the reproduction o f  labour pow er and special form s o f circula­
tion o f  cap ital arise to em brace its production  in com m odity form .

The aggregate effects upon the accum ulation process are dram atic. Specific 
tem poral relationships are introduced into m odels o f accum ulation, which 
are initially specified (see chapter 6) without reference to any particular time 
scale. The creation o f  a built environment obligates us to consider place and 
sp atia l arrangem ents as specific attributes o f  the capitalist m ode o f produc­
tion. T he accum ulation process has now  to be seen as operating within a
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13 See Harvey (1978) for a more detailed analysis o f this theme.
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tim e—space fram ew ork  defined according to  the distinctive logic o f 
cap italism . Since we w ill take up the problem  o f place an d  space in chapters 
11 an d  12,1 shall confine attention here to a few reflections upon the tem poral 
asp ect o f affairs.

F o r convenience, I shall refer to the totality o f processes whereby capital 
circu lates through fixed capital and consum ption fund form ation and use as 
the secondary circuit o f  capital. Within this secondary circuit we must accord 
a certain  priority  of p lace to fixed capital form ation and use in relation to 
surp lus value production , since this defines the relative time scale within 
w hich different elements o f constant capital circulate. It is interesting, how­
ever, to observe how the rhythm o f consum ption fund form ation and use is 
grad ually  draw n into a pattern of broad conform ity to that experienced by 
fixed  capital. We will shortly show  why this is so.

Th e circulation  process o f fixed capital d o es n ot establish an absolute time 
scale again st w hich accum ulation can be m easured. M a rx ’s investigation of 
the m aterial properties o f m achinery comes close on occasion to pinning the 
circu lation  of fixed cap ital to the rates of decay o f m aterial substance given 
‘n orm al w ear and tear’ . But norm al wear and tear cannot be defined without 
som e p rio r notion  o f intensity o f  use, and the concept o f economic, as 
op p o sed  to  physical, lifetime quickly upsets any easy construction o f a 
tem poral m etric. The latter turns out to  be a reflection o f the general intensity 
o f  surp lus value production  within the labour process. N ecessary and surplus 
lab o u r tim e are, after all, a central feature in M a rx ’s initial conceptual 
a p p ara tu s. The striving for relative surplus value is thus perpetually reshap­
ing the tem porality  o f social labour and social life.

Beyond this, M a rx  dem onstrates that the separation  o f fixed from  circulat­
ing capital im parts a cyclical rhythm — potentially explosive — to the in­
terchanges between D epartm ents 1 and 2. Given the ebb and: flow in the 
volum e o f  the industrial reserve arm y and the leads and lags involved in fixed 
cap ita l form ation (particularly large-scale w orks, which take up a long 
w ork in g period ), strong cyclical fluctuations in the pace o f accum ulation 
a p p ear inevitable. These im part in turn cyclical im pulses to consumption 
fund form ation  which may, under certain circumstances, m agnify the de­
p artu res from  equilibrium  through a m ultiplier effect.

We a lso  notice that the overaccum ulation o f capital entails the production 
o f su rp luses o f labou r power, com m odities and money capital — conditions 
that are exactly right for stim ulating flows o f circulating capital into the 
secon dary  circuit o f capital as a whole. Provided the switch into the secon­
dary  circuit o f capital can be engineered — a process that m ay well involve a 
‘ sw itching crisis’ of som e sort — the secondary circuit appears as a godsend for 
the abso rp tion  of surplus, overaccum ulated capital. The capacity for 
ab so rp tion  of excess cap ital is lim ited in tw o distinctive ways. The realization 
of fixed cap ital depends upon enhanced productive consum ption which, in
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the long run, generates ever more capital to be absorbed. The realization of 
cap ital in the consum ption fund depends upon the expansion o f future 
revenues to  cover indebtedness on present purchases. In both cases, then, the 
p rosp ect of devaluation  loom s if the proper conditions are not fulfilled. But at 
this p o in t the interaction between fixed capital and consum ption fund form a­
tion an d  use becom es of param ount im portance. C ircum stances can arise in 
which the expanded fixed capital in production can be realized through the 
exp an sion  o f capital circulating within the consum ption fund. That this is a 
chim erical solution  to the problem  of overaccum ulation should be evident 
(see chapter 10). But to the degree that the two processes can bolster and feed 
o ff of each other, so they stave o ff the inevitable denouement.

The im plication  is that crisis form ation  takes on a particular tem poral 
rhythm defined, in the first instance, by the relative circulation times at 
variou s com ponents o f fixed capital in relation to surplus value production. 
The diversity o f potential circulating times is considerable, however. The 
system  app ears headed tow ards total incoherence — unless, that is, we can 
track down a single unifying force which puts its stam p upon the tem poral 
p rocesses as a whole. The central idea that em erges from  the study o f fixed 
cap ital form ation  is that the rate o f  interest perform s just such a function. It 
relates present to  future, defines a time horizon for capital in general. If we 
can discover what it is that regulates the rate o f  interest, we will uncover the 
secret of socially  necessary turnover time — and that is the task o f the next two 
chapters.

B u t there is in this a certain irony. T h e circulation o f capital through the 
m aterial form  of fixed capital and the consum ption fund is regulated by 
app eal to capital in its pure money form . Herein lie the seeds o f a fundam ental 
contrad iction . On the one hand, fixed capital appears as the crowing glory of 
p a s t  cap ita list developm ent, the ‘pow er o f knowledge, objectified’, an indi­
ca to r of the degree to which ‘social knowledge has become a direct force of 
p ro d u ctio n ’ (G rundrisse, p. 706). Fixed capital raises the productive powers 
o f  lab o u r to new heights a t the sam e time as it ensures the dom ination o f past 
‘d e a d ’ labou r (em bodied capital) over living labour in the w ork process. From  
the stan dp oin t o f the production  o f surplus value, fixed cap ital appears as ‘the 
m ost adequ ate  form  o f cap ital’ .

O n  the other hand, fixed capital is  ‘value im prisoned within a specific use 
v a lu e ’, associated  with specific form s o f  com m odity production under 
specific technological conditions. It m ust com m and future labour as a 
counter-value if its value is to be realized. For this reason fixed capital 
confines the trajectory o f  future capitalist development, inhibits further tech­
n ological change and coerces capital precisely because it is ‘condemned to an 
existence within the confines o f a specific use value’ . Capital in general is 
‘ indifferent to every specific form  o f  use value and seeks to ‘adopt or shed any 
o f them as equivalent incarnations’ . From  this standpoint circulating (money)
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cap ita l ap p ears ‘ the m o st adequate form  o f cap ital’ because it is more 
in stan tan eously  m alleable to cap ita l’s requirements (Grundrisse, p. 694).

F ixed  cap ital, w hich appears from  the standpoint o f production as the 
p innacle of cap ita l’s success, becom es, from  the standpoint o f the circulation 
o f cap ital, a mere barrier to further accum ulation. Thus does capital 
‘encounter barriers in its ow n nature’. And there are only two ways to resolve 
such contradictions. They are either dealt with forcibly in the course o f a 
crisis, or d isp laced on to some higher and more general plane where they 
p rovide the ingredients for crisis form ation o f a different and often more 
p ro fou n d  sort. Bearing this in mind, we now turn to the whole problem  of 
m oney, credit and finance in relation to the accum ulation o f capital.



C H A P T E R  9

Money, Credit and Finance

M arx  did not com plete his analysis of m onetary and financial phenomena. 
H e sets out a very general and highly abstract theory o f money in the first 
volum e of C ap ita l (there sum m arizing the lengthier but more tentative 
analyses in the G rundrisse and in the Contribution to a  Critique o f  Political 
E con om y). H is notes on the functioning o f the credit system were left in great 
confusion . Engels had great difficulty in putting them into any kind o f order 
for publication  in the third volum e o f  C apital. There was, Engels complained 
in his Preface to that w ork, ‘no finished draft, not even a scheme whose 
outlines m ight have been filled out — often just a disorderly m ass o f notes, 
com m ents and ex trac ts.’ Engels w as faithful to M arx  and ended up replicat­
ing m ost of the disorder. Here w as a m ajor piece o f ‘unfinished business’ in 
M a r x ’s theory.

Ju s t  how  im portant M a rx  thought this piece o f unfinished business to  be is 
difficult to tell. H e thought the analysis o f money o f sufficient importance to 
p lace it before his investigation of the circulation o f capital. But he also insists 
that the origin  o f profit (in surplus value) could be understood without 
app ealin g  to any o f the categories o f distribution. The analysis o f credit, 
finance and the circulation o f interest-bearing capital is therefore left until 
after the analysis o f general m ovem ents in even the rate o f  profit. It is doubtful 
if such a tardy  introduction o f the role of credit can be justified. Even en route 
to his derivation  of the tendency tow ards a falling rate o f  profit, M arx  
frequently indicates that this or that problem  could not be resolved w ithout 
consideration  o f the role of credit. W hen we pull together these rem arks, the 
credit system appears m ore and more as a com plex centrepiece within the 
M a rx ia n  jig saw  of internal relations. But it is a  centrepiece that depicts 
relations within the capitalist class — between individual capitalists and class 
requirem ents as well as between factions o f capital. The credit system  is a 
p rodu ct of cap ita l’s ow n endeavours to deal with the internal contradictions 
o f cap italism . W hat M arx  will show us is how cap ital’s solution ends up 
heightening rather than dim inishing the contradictions.
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U nfortunately, M arx ists  have paid  little attention to  this aspect o f theory. 
This neglect is all the more surprising given the significance that many, taking 
their cue prim arily  from  Lenin, have attached to the ‘finance form  of 
cap ita lism ’ as a specific stage in the history o f capitalist development. Hilferd- 
in g ’s w ork (which Lenin drew upon directly) was published in 1910 and 
rem ained, until very recently, the only m ajor attem pt to deal with the subject 
o f the credit system  head o n .1 R osdolsky and deB ru n h off put M a rx ’s analysis 
o f m oney back  into the center of things during the 1960s. But the pickings in 
the M a rx is t  literature on the credit system are still rem arkably slim .2

In w h at follow s I will try to plug the theoretical gaps. The aim is to integrate 
the analysis o f m oney and credit with the general theory o f accumulation. 
This puts us in a  better position to understand how and why the ‘law s of 
m o tion ’ o f cap italism  are necessarily expressed through, and to some extent 
gu ided  by, the circulation of interest-bearing money capital channelled 
through the credit system. A ‘second-cut’ theory o f crises which integrates 
m onetary  and financial phenom ena with the general theory of capitalist 
com m odity  production  should not then be too far from  our grasp.

It is difficult, how ever, to devise a m ethod o f exposition  that portrays 
essentials w ithout g lossing over com plexities. I have therefore split the m ate­
rials into tw o chapters. In this chapter I deal with various aspects o f money, 
credit and finance from  a rather technical viewpoint. We begin with a fuller 
rendition  o f the role o f m oney — a topic broached briefly in chapter 1. This 
reflects M a r x ’s view that money has to be understood independently o f the 
circu lation  of capital. The transform ation  of money into capital can then be 
seen as new configurations o f basic money uses. M oney thereby acquires the 
poten tial to  circulate as interest-bearing m oney capital. So we then consider 
the functions of this form  o f circulation in order to show that it is a socially 
n ecessary  aspect to the capitalist m ode o f production. The chapter closes with 
a brief description  o f the m ain instrum entalities and institutions that facilitate 
the circulation  o f interest-bearing capital in concrete ways.

Th e pieces are first pu t in place w ithout too much concern for overall 
dynam ics, the full flowering o f contradictions or the supposed ‘inner trans­

1 See Lenin (1970 edn): Hilferding (1970 edn).
2 Rosdolsky (1977) pays a lo t o f attention to  the problem of money, while de 

Brunhoff’s 1971 ; 1976; 1978; 1979) works are fundamental. Mandel (1968, chs 7 
and 8) provides one o f  the few texts where money and credit are built into the analysis, 
and he has also sought to keep financial questions in the forefront o f his later works. 
Other contributions o f note are by Harris (1978; 1979) and Barrere (1977), with the 
latter trying to integrate a theory o f money and credit with the general theory o f state 
m onopoly capitalism . Cutler, Hindess, Hirst and Hussain (1978, vol. 2, pt 1) have 
som e very interesting things to say about money and financial institutions in general 
but totally misrepresent M arx ’s own position on these matters. Amin’s (1974) con­
tribution is also noteworthy.
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form ation  o f cap italism ’ which the rise of the credit system prom otes. These 
broad er and m ore exciting questions are taken up in chapter 10.

If there is a general theme that unites the two chapters, it is that money 
ex ists as the incarnation  o f general social power, independent o f and external 
to p articu lar production  processes or specific com m odities.3 M oney capital 
can function as the common capital o f the capitalist class, but it can also be 
ap p rop ria ted  and am assed by private individuals. The contradiction between 
indiv idual action  and the requirem ents for the reproduction o f the capitalist 
class (see chapter 7) is thereby rendered m ore acute. But M arx  also insists that 
m oney expresses a contingent social power, ultimately dependent upon the 
creation  of real value through the em bodim ent o f social labour in material 
com m odities. It is the relationship between m oney as the general expression 
o f  value and com m odities as the real em bodim ent o f  value that form s the 
p ivot upon which much o f the analysis turns.

I M O N E Y  A N D  C O M M O D I T I E S

A com m odity , we m ay recall, is a m aterial thing which em bodies both a use 
value and an exchange value. This duality is the source from  which all o f the 
contrad iction s within the m oney form  flow. C onsider how  this duality o f use 
and exchan ge value is expressed in exchange. The relative form  o f value arises 
because the exchange value o f a com m odity cannot be m easured in term s of 
itself but m ust alw ays be expressed in terms o f another (the idea that 20  yds o f 
linen =  20 yds o f  linen tells us nothing, w hereas 20 yds o f linen =  1 coat tells 
us a lot). The exchange o f two com m odities also  presupposes a relation of 
equivalence betw een them and indicates the existence o f an equivalent form 
o f  value which M arx  pins to socially necessary labour time or value itself. 
This equivalent form  o f value has to find a m aterial ‘earthly’ representative if 
the exchan ge o f  use values is to becom e general. The proliferation o f ex­
change guarantees that one com m odity will becom e the universal equivalent, 
the socially  recognized incarnation o f hum an labour in the abstract. This

3 The idea o f money as social power, appropriated by capitalists and transformed 
into money capital, lies at the centre o f the M arxian conception and differentiates it 
from  bourgeois views, all o f which tend, in the final analysis, to boil down to some 
version o f the quantity theory of money (see Harris, 1979; de Brunhoff, 1979). 
Bourgeois texts in the neoclassical tradition (such as that by Niehans, 1978) modify 
the traditional neoclassical assumption as to the supposed neutrality o f money within 
an econom ic system in favour o f a more sophisticated analysis o f transaction costs, 
supply and demand for cash balances, etc. The quantity and forms of money are 
thereby allow ed to have real effects on accumulation, demand, growth, employment, 
output and so on. But the conception o f money as a source of social power and the 
differentiation between money and money capital are totally absent.
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com m odity  is called the money com m odity. T h e relative values o f all other 
com m odities can then be represented by prices, the ratios according to which 
they exchange again st this money com m odity. But we can immediately spot a 
contrad iction  — labour in the abstract is being represented by a particular 
com m odity  produced under specific conditions o f concrete human labour. 
Th is contradiction  will alw ays be with us in w hat follow s, although, as we 
sh all see, it usually  takes on m ore m ystified form s.

T h e m oney com m odity, like any other com m odity, has a value, a use value 
an d  an exchange value. Its value is fixed by the socially necessary labour time 
em bodied in it (albeit through concrete labour). A s the universal equivalent, 
m oney functions as a  m easure o f  values and provides a stan dard  o f  price 
aga in st w hich the value o f all other com m odities can be assessed. But the 
realization  o f those prices depends upon an exchange process and therefore 
involves exchange values. The intervention o f exchange converts a necessary 
relation  between value ratios into ‘a more or less accidental exchange-ratio 
betw een a single com m odity and another, the m oney-com m odity’. M arket 
p rices deviate from  values as a result. T h is  is no defect,’ M arx  insists, because 
‘the law less irregularities’ o f  com m odity production and exchange, the 
p erp etu al oscillations between dem and and supply, could not possibly be 
equilibrated  except by allow ing prices to fluctuate around values (C apital, 
vo l. l , p .  102).

T h e use value of the m oney com m odity is that it facilitates the circulation 
o f com m odities. It therefore functions as a medium  o f  circulation. The value 
o f the m oney com m odity is in this case fixed as a reflection o f the exchanges 
th at it helps to  bring abou t — ‘we have only to read a price list backw ards, to 
find the m agnitude o f  the value o f money expressed in all sorts o f com ­
m o d itie s ’ (C ap ita l, vol. 1, p. 95). From  this standpoint, money takes on the 
relative form  o f  value. The antagonism  between the relative and 
equivalent form s o f  value is preserved within the money form  itself because 
the m oney com m odity  now  em bodies tw o m easures o f value: the socially 
necessary  labou r tim e it em bodies, and the socially necessary labour tim e for 
w hich it can , on average, be exchanged. In a perfect world, of course, the two 
representations of value should coincide. But the ‘law less irregularities’ of 
com m odity  production  and exchange ever preclude the achievement of such 
perfection . The divergence between the tw o representations will frequently 
return to haunt us in the analysis that follow s.

C onsider, now , the function o f money as a m edium  o f circulation. Assum e, 
fo r the m om ent, that go ld  is the only money com m odity. The quantity o f  gold 
required to  circulate a certain quantity o f  commodities at their prices is fixed 
by the m ass o f gold in circulation m ultiplied by its velocity o f  circulation. The 
form ula  M  V =  P Q  is identical to that employed by the quantity theorists such 
as R icardo . M arx  uses it also, but rejects the idea that the quantity o f money 
determ ines the level o f prices — a basic tenet o f the quantity theorists (C ap ital,
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vol. 1, pp . 123—4 ).4 Prices are, in the end, fixed by values (or the ‘prices of 
p ro d u ctio n ’ — see above, chapter 2). But the velocity o f circulation o f both 
m oney and com m odities fluctuates daily, and the prices and quantities o f 
com m od ities a lso  alter according to circum stances. The need for gold there­
fore fluctuates, and prices can deviate strongly from  values unless some way 
can be fou n d  to augm ent and dim inish the quantity o f gold in circulation on 
relatively  sh ort notice. M arx  argues that a reserve stock o f gold — a hoard — is 
n ecessary  to accom m odate such fluctuations (Capital, vol. 1, p. 134). The 
total quantity o f  gold required is then equal to the gold needed to circulate 
com m od ities a t their values plus whatever is needed for a reserve.

T he gold m ust first be produced as a com m odity, o f course. A dditional gold 
m ay be required to replace that lost through w ear and tear or to facilitate 
exp an d ed  com m odity production . But the capacity to supply gold is governed 
by concrete conditions o f production , and since any money com m odity must 
be rare  and o f specific qualities, we find that the supply o f gold (or any other 
m oney com m odity) is not instantaneously adjustable. Also, when gold func­
tion s purely as a m edium  o f circulation its production costs have to be 
regard ed  as p art o f  the necessary costs, or fau x  frais, o f circulation. This is so 
because  the gold  that functions as m oney (as opposed to the gold  that has 
n on-m onetary  uses) m ust stay  perpetually  in circulation and never become a 
p ar t  o f  individual or productive consum ption. A s suppliers o f the ‘lubricant’ 
o f exchan ge, the gold producers take aw ay resources from productive uses.

The w eighing and calibration  o f gold is both risky and a nuisance. Gold, in 
com m on  with other metallic m oneys, is inflexible, costly and inconvenient 
when used as a pure money com m odity, even though, and in some respects 
precisely  because, it possesses the requisite qualities to function as money. 
The inconvenience o f weighing can be replaced by simple counting as soon as 
the m oney com m odity  becom es coin:

C oin s are  pieces o f  gold w hose shape and imprint signify that they 
contain  w eights of gold as indicated by the names o f the money of 
accoun t, such as poun ds sterling, shilling, etc. Both the establishing o f 
the m int-price and the technical w o rk  o f  minting devolve upon the 
State . C oined m oney assum es a local and political character, it uses 
different n ation al languages and w ears different national u n ifo rm s.. . .  
C oin ed  m oney circulates therefore in the internal sphere o f  circulation 
of com m odities, which is circum scribed by the boundaries o f a given 
com m unity  and separated  from  the universal circulation o f the world of 
com m odities. (Critique o f  Political Econom y, p. 107)

W ith coins, how ever, the possibility  arises o f  a separation between their 
real and nom inal values. D ebasem ent o f the coinage can become a problem

4 De Brunhoff (1971; 1979) and H arris (1979) review the quantity theory o f money 
from  a M arxist perspective.
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w hile the production  o f  co ins has to be carefully controlled. Legislation 
becom es im perative, and the state usually takes on the responsibility of 
m inting (although governm ent-regulated ‘free m inting’ — the production of 
co ins by private persons — is also possible). The state necessarily takes on a 
role as an econom ic agent.5 Coins can, in turn, be replaced by tokens or paper 
sym bols. Convertible p ap er m oneys link the face-value on the note with a 
given quantity  o f the basic  money com m odity. Such paper moneys have the 
ad v an tage  that their quantity can more readily be adjusted to any increase in 
the need for m oney ow ing, for exam ple, to the expanding volume o f com ­
m odity  exchange, while they are also  much less costly to produce and thereby 
help to  cut dow n on the costs o f circulation. Such economies are only 
p ossib le , how ever, if the total quantity o f  paper money is allowed to exceed 
the quantity of the money com m odity into which that paper money can be 
converted. U nder norm al conditions this difference poses no problem s, but in 
tim es of crisis convertibility frequently has to be suspended. This points up a 
p ecu liar d isadvantage o f all paper moneys. Once notes are put into circula­
tion they cannot be taken out again (at least, not in the sam e way that gold 
co ins can be melted dow n and used for other purposes), so  that it becomes 
im possib le  to ad ju st the supply o f paper money dow nw ards to accom m odate 
a shrinking volum e o f com m odity circulation. Inflation becom es a very real 
possib ility .

Pure p ap er m oney — ‘inconvertible paper money issued by the State and 
havin g com pulsory circulation ’ (C ritique o f  Political Econom y, p. 127) — 
com pletely  severs the connection between m oney and the process of produc­
tion  o f any money com m odity. The m oney supply is thereby liberated from 
any physical production  constraints and the advantages o f flexibility o f 
su pply  and econom y o f circulation can better be achieved. But the pow er o f 
the state then becom es much m ore relevant, because political and legal 
back in g  m ust replace the backing provided by the money com m odity if users 
o f pure p ap er m oneys are to have confidence in their stability and worth.

From  the standpoint o f  a pure m edium  o f circulation, m oney can equally 
well take any num ber o f form s. The capacity to lubricate exchange is all that 
m atters. The choice o f the form  money takes then depends upon the relative 
efficiency o f each in overcom ing transaction costs. Indeed, transaction costs 
can be entirely elim inated and replaced by accounting costs to the degree that 
tran saction s can be recorded in a ledger and balanced out between economic 
agents at the end o f  the day, m onth, year, o r whatever. From  this standpoint 
m oney can be elim inated except as ‘money o f accoun t’.

But m oney is m ore than a simple m edium  o f circulation. Leaving aside its 
function  as a m easure o f value -  a function that both capitalist society and

5 De Brunhoff (1978) picks up on the relation between money and the state in detail. 
Vilar (1976) provides an interesting history of the various forms of money.
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bourgeois econom ists periodically but unsuccessfully seek to discard as irrele­
van t6 — m oney still possesses some peculiar ‘transcendental’ properties. 
M on ey  represents, after all, exchange value p ar excellence, and thereby 
stan ds o p p o sed  to all other com m odities and their use values. M oney assum es 
an independent and external pow er in relation to exchange because, as the 
universal equivalent, it is the very incarnation o f social power. This social 
pow er, furtherm ore, can be appropriated and used by private persons. The 
significance o f this has now  to be worked out.

M oney perm its the separation  o f  sales and purchases in space and time. 
The constrain ts o f barter can be overcom e because an economic agent can sell 
a com m odity  for money at one place and time and use the money to purchase 
a com m odity  o f equivalent value at another place and a subsequent time. 
Exchan ge is thereby liberated from  the tyranny o f Say’s Law  (see above, 
p p . 7 9 —83). But for this to happen requires that the social power o f money 
rem ain  constant with respect to  both time and space. M oney has to be able to 
function  as a trusted store o f value; but the more money is used to store value 
rather than circulate values, the greater the m onetary costs o f  circulation 
becom e.

Th e use o f  m oney as ‘m oney o f  account’ com es to  the rescue. And so credit 
m oneys ‘take root spontaneously ’ within the processes o f commodity ex­
change (C apital, vol. 1, p. 127). Credit moneys have their origin in privately 
contracted  bills o f  exchange and notes o f credit which acquire the social form  
of m oney as soon as they begin to circulate as m eans o f payment. Such 
m oneys have the double advan tage that they can adjust instantaneously to 
alterations in the volum e o f  com m odity production  (producers simply 
increase or decrease the bills o f exchange they circulate am ong each other) 
while they also econom ize greatly on transaction and circulation costs. The 
quantity  o f  the money commodity required is reduced to that needed for 
active circulation p lus whatever is needed to balance accounts and a reserve 
fund to meet contingencies.

Credit m oneys are, in other respects, som ew hat peculiar. N o  matter how

6 N iehans (1978, p. 140) comments on the widespread tendency to denounce 
com m odity money as a ‘barbaric relic’ from ‘less enlightened stages of human society’ 
in the following vein; ‘Commodity money is the only type of money that, at the present 
time, can be said to have passed the test o f history in market economies. Except for 
short interludes o f w ar, revolution, and financial crisis, Western economies have been 
on com m odity money systems from the dawn of their history almost up to the present 
time. M ore precisely, it is only since 1973 that the absence o f any link to the 
com m odity world is claimed to be a normal feature o f the monetary system. It will take 
several m ore decades before we can tell whether the Western world has finally 
em barked, as so often proclaimed, on a new era o f non-commodity money or whether 
the present period will turn out to be just another interlude.’ The M arxian perspective 
w ould indicate that we are indeed in ‘just another interlude’, presumably characterized 
by financial crises, w ar and perhaps even revolution.
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far  afield  a privately contracted bill o f exchange m ay circulate, it m ust always 
return to its p lace of origin for redemption. The other form s o f money do not 
circulate in this w ay. A gold piece can p ass from  hand to hand and always 
rem ain  in circulation without ever returning to its point o f origin. Such forms 
o f m oney are social from  the very beginning though put to private use. Credit 
m oney, by way o f  contrast, is privately created money which can serve a 
so cial purpose when put into circulation. When the original debt is paid  off, 
how ever, the credit m oney disappears from  circulation. Credit money is 
perpetually  being created and destroyed through the activities o f private 
indiv iduals. This is a  vitally im portant conception. On the one hand, it 
accoun ts for the ability o f  private individuals and institutions (such as banks) 
to  ad ju st the quantity o f  m oney instantaneously to the volum e o f commodity 
tran saction s — credit money (unlike gold) can be expanded and contracted at 
will. On the other hand, those who issue the credit must be subject to some 
discipline, and the quality  o f the credit money m ust be guaranteed if credit 
m oneys are to circulate securely.

In the first instance, credit money is tied to a particu lar set o f commodity 
tran saction s engaged in by particular individuals. If the com m odity trans­
actions are not com pleted at the price envisaged, or if individuals fail, then the 
‘destruction ’ o f credit money takes a rather m ore om inous turn. The credit 
m oney is ‘devalued ’ or ‘depreciated’ directly because the debt cannot be paid. 
Th e credit m oney cannot be converted into other form s o f money (except, 
p erh ap s, a t a deep discount by someone willing to take the risk of buying up 
w h at m ight be a w orthless bill of exchange). The ‘norm al’ destruction o f 
credit m oneys is here expressed  as an abnorm ality, characteristic o f commer­
cial and m onetary crises. The ‘devaluation ’ o f credit money is, however, a 
private m atter which may have social consequences. The ‘devaluation ’ o f 
state-issued paper moneys (through changes in convertibility or simply run­
ning the printing presses overtime) is pre-eminently a social a ffair (with 
distinctive private and redistributive consequences). We take up the theme o f 
the ‘devaluation ’ and ‘destruction ’ o f m oney in chapter 10. For the moment 
w e sim ply note the form al possibility o f such processes through the use of 
credit money o f whatever sort.

M onetary  institutions are required to relate diverse credit m oneys to each 
other as well as to ‘real’ money such as gold or state-backed m oney o f legal 
tender. These institutions have their origin with money-dealers who, in return 
for a share of the dim inished transaction costs that they achieve, m anage the 
purely technical aspects of the circulation of money. When money is used as a 
m eans of paym ent, the m oney dealers may record the transactions and 
assem ble together to found the prototypes o f the clearing banks (Capital, vol. 
1, p. 137). They m ay then use their own money and provide a centralized 
d iscounting function for the innum erable bills o f exchange that originate and 
circulate am on g individual com m odity producers. And at som e point, the
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m oney dealers m ay find it m ore convenient, efficient and profitable to  substi­
tute their ow n bills o f exchange for those o f innumerable individual producers. 
The m oney dealers then become bankers. The issue o f bank notes merely 
form alizes the matter because these notes are nothing more than drafts drawn 
u pon  the bank . W ith the emergence o f  banks the first tier o f an hierarchical 
arran gem en t within the m onetary system  is put in place: bank money replaces 
the bills o f exchange issued by individual producers as the medium of 
circulation.

Th e bank  takes on tw o basic tasks. First, it provides a central clearing 
house for bills o f exchange and thereby econom izes greatly on transaction 
and circulation  costs. Secondly, when banks issue their own notes or allow 
checks to be draw n upon them, they substitute their own guarantee for that o f 
innum erable individual cap italists. W hen the system  o f exchange is relatively 
sim ple, the personal know ledge and trust o f individual capitalists may 
gu aran tee the quality o f debts incurred, but in a com plex market system  this 
can not form  an adequate foundation  for the credit system. The bank seeks to 
institutionalize w hat w as before a m atter o f personal trust and credibility 
am on g individual capitalists. The m ajority o f  the bills that originate with 
ind iv idual cap italists will be freely convertible into bank money. But if the 
ban k  is to m aintain  the quality o f  its own money it m ust retain the right to 
refuse bills it regards as risky or worthless. The bank m onitors the credibility 
o f indiv idual cap italists and acts as an intermediary for the latter.

But ban k s are also private institutions in com petition with each other. They 
m u st a lso , as facilitators o f com m odity exchange, enter into relationships 
with each other. M eans have to be found to balance accounts between them. 
E ach  ban k  could preserve a stock o f gold for this purpose. Under normal 
conditions, the gold reserve need be but a sm all proportion  o f the total value 
o f  com m odities in circulation -  sufficient simply to balance accounts between 
banks. When the value o f the com m odities on the market is in doubt, 
however, the need for an adequate reserve o f  the money commodity becomes 
m ore pressing — otherwise, the hank m ay fail. On the other hand, shipping 
gold arou n d  and storing it is cum bersom e, risky and inefficient. Som e other 
way has to be found to m ake diverse bank moneys freely convertible into each 
other.

A central bank  o f  som e sort can solve this problem . It provides the means 
fo r banks to balance accounts with each other without shipping gold around. 
T o  d o  this, the central bank m ust possess high quality money which can 
guarantee the safety o f  the transactions between banks. The money o f  indi­
vidual banks is freely convertible into central bank money only when the 
central bank  is satisfied as to the quality or soundness o f the individual bank 
m oney. The central bank form s the next tier in the hierarchy o f m onetary 
institutions. From  these com m anding heights the central bank seeks to 
guarantee the creditworthiness and quality o f private bank moneys.
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A variety o f  institutional arrangem ents can  meet the need for a central 
bank. A single very powerful bank or a consortium  o f banks can take on the 
role. Before the co llapse o f 1907, for exam ple, J. P. M organ, together with 
som e o f the other N ew  York banks, carried out such a function in the United 
States. But there is a double difficulty with such a solution. In so far as banks 
are in com petition  with each other, ‘bad money drives out good ’ and this 
underm ines the quality o f money the banks are supposed to protect. The 
ability  of a private group to play the role o f guarantor depends upon its power 
over the other banks in the system. G uaranteeing the quality o f national 
m oney is a luxury only the m ost pow erful can afford. It is no accident that the 
financial p an ic  of 1907  in the United States took  an uncontrollable turn, in 
p a r t  because the pow er of J. P. M organ  was by then being seriously chal­
lenged by the rise o f  mid- and far-western com petitors. The other difficulty is 
that the im m ense pow er o f any bank that can perform  such a function is 
alw ays liable to arb itrary  and capricious use by its private directors.7

M o st central banks are therefore set apart from  other banks by the granting 
o f  certain  m onopoly  privileges. A bsolved from  the necessity to compete, the 
central bank  can dedicate itself to its sole task : to defend the quality of 
n ation al m oney. In order to  perform  this function, the central bank becomes 
the gu ard ian  o f the country’s gold reserves. This gives it the power to drive 
ou t ‘b a d ’ bank  m oney by refusing convertibility into central bank money, 
w hich is the only kind of m oney which is freely convertible into gold.

A s gu ard ian  o f the national stock o f gold, the central bank can guarantee 
the quality  o f m oney only within the territory o f the nation state. The central 
b an k  then takes on the task o f balancing paym ents between nations. All the 
time that central bank money is convertible into gold, the latter functions as 
the universal equivalent in world exchange. But once countries abandon 
convertibility within their own borders, then it becom es progressively more 
difficult to  keep the gold  standard intact on an international scale (particu­
larly when cap ital becom es m ultinational). If the only way to balance the 
accounts between nations is by means o f the different national currencies, 
then these have to be freely convertible into each other at some determinate 
rate of exchange. The problem  then arises of guaranteeing the quality of 
n ation al m oneys on the w orld m arket. Certain extremely pow erful countries 
— such as Britain in the nineteenth century and the United States between 
1945  and 1971 — can play the role o f  ‘world banker’. When m ost o f the 
w o rld ’s go ld  reserves were locked up in Fort K nox and the United States had a 
dom inan t position  in terms of balance o f paym ents and world trade, the 
do llar stan dard  fixed under the Bretton W oods Agreement of 1944 could

7 K olko (1977) provides a very appealing interpretation of the collapse of private 
guarantees o f the quality o f money in the United States and the subsequent formation 
of the state-backed Federal Reserve System in the period 19 0 7 -1 3 .
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prevail and the do llar became, in effect, the universal equivalent. But the 
deteriorating balance o f paym ents and the increasingly fierce competition of 
W est G erm any and Jap an  did to the U nited States internationally w hat the 
com petition  o f the mid- and far-w estern banks did to J. P. M organ . The 
su bsequ en t devaluation  o f the do llar in 1971 signalled the collapse of the 
Bretton  W oods Agreem ent, and the search for a  new international monetary 
order began . A  series of stop-gap expedients have been devised and attem pts 
to  establish  some kind of supra-national superior quality paper m oney— such 
as the special draw ing rights o f the International M onetary  Fund (‘paper 
g o ld ’ ) — have been m ade. But as de Brunhoff points out (1976, pp. 48—53), 
these attem pts are founded on the fallacious proposition  that a form  o f  credit 
m oney can function as the ultim ate measure o f value. N o  w ay has yet been 
found to guarantee the quality o f national moneys except by tying them to the 
produ ction  o f some specific com m odity.

T h is h istory  also  alerts us to the dilem m as o f  m onetary policies as these are 
design ed and carried out through the operations o f the central banks. 
C oun tries (such as Britain and the United States) that permit their moneys to 
be used  as reserve currencies for settling international accounts are perpetu­
ally p lagu ed  by a policy dilem m a: whether to defend the interests o f national 
cap ital or to defend the interests o f capital on a global scale. When a 
p articu lar econom y dom inates w orld com m odity production and trade the 
d ilem m as are relatively muted, but they become more acute as the interna­
tional environm ent becom es more competitive. But w orld capitalism simply 
cou ld  not function without a stable reserve currency o f  som e so rt—and this is 
the difficulty that has faced the international monetary system since the early 
19 70s.

A lthough w e have grossly  over-simplified the structure and certainly 
ab strac ted  from  the complexities o f historical circumstance, the nested 
hierarchical character o f m onetary institutions can be quite clearly 
estab lish ed  as a necessary corollary to the existence o f credit moneys. The 
necessity for such an hierarchical ordering can be traced back to the under­
lying contradiction  between money as a m easure o f value and money as a 
m edium  of circulation. For while credit m oneys appear superbly adapted to 
function  as alm ost frictionless media o f circulation, their capacity to repre­
sent ‘ rea l’ com m odity values is perpetually suspect. The notion o f some 
ab so lu te  m easure o f value m ay appear redundant at any one particular level 
in the hierarchy, but the problem  o f ensuring the quality o f money remains — 
an d  w h at is this quality if not a guarantee that a nom inal amount o f credit 
m oney does indeed represent real com m odity values?

H igher-order institutions guarantee the quality of money at a lower order 
in the hierarchy — as the banks do for the individual capitalists, as the central 
bank  does fo r the private banks, as a de facto ‘w orld banker’ does for national 
central banks. But w hat is it that ensures the quality o f money at the apex of



250 M O N E Y ,  C R E D I T  A N D  F I N A N C E

th is hierarchy? G old? ‘Paper go ld ’ ? ‘B lack go ld ’ (petroleum )? D ollars? A t this 
level the notion  of m oney as a necessary measure of value refuses to die. ‘It is,’ 
M a rx  observes, ‘only in the m arkets o f the w orld  th at money acquires to the 
full extent the character of the com m odity whose bodily form is also the 
im m ediate social incarnation  of hum an labour in the abstract’ (Capital, vol. 
1, p. 142). Th e hierarchical ordering o f m onetary institutions overcom es the 
contrad iction s between the equivalent and relative forms o f value, between 
m oney as a m easure o f value and a medium of circulation, at the local and 
n ation al levels only to leave the antagonism  unresolved in the international 
arena.

O ne further poin t has to be m ade ab ou t this hierarchical structure o f 
m onetary  institutions. A t first sight it seems as if those w ho sit  at the apex o f 
this h ierarchy — the central bankers in particu lar — are in firm control o f the 
circulation  of m oney and therefore in a powerful position to influence com­
m odity  production  and exchange. M arx  explicitly rejects such a view. ‘The 
p ow er of the central b an k ,’ he argues, ‘begins only where the private dis­
counters stop , hence at a m om ent when its pow er is already extraordinarily 
lim ited ’ (G run drisse, p. 124). The m onopoly status o f  a central bank within a 
country  does n ot give it effective pow ers of control no matter how awesome 
the p ow ers o f the m onetary authority. In like manner, private bankers 
exercise control only after individual discounters can go no further using their 
p rivate bills o f exchange.

T h e m ost that any m onetary authority can do under such circum stances is 
to  engage in ‘ financial repression ’ by refusing to discount the credit money 
th at ex ists a t lower orders in the hierarchy.8 The International M onetary 
Fund can set about disciplining nation-states, central banks can discipline 
ban k s and banks can discipline com m odity producers. The pow ers exercised 
are those o f negation  rather than creation, however. M arx , therefore, readily 
concedes that an  inadequate supply o f  money, inappropriate financial 
structure or, in the present context, tight m onetary policies can operate as 
barriers to the expansion  of com m odity production and, under certain 
circum stances, exacerbate crises — as happened in 1847—B after the ‘m is­
taken ’ Ban k  A ct o f 1844  in Britain (Capital, vol. 3, p. 516). But there is, in his 
view, no m onetary pow er on earth that can by itself m agically generate an 
exp an sion  in com m odity production. The real impetus to the system lies in 
accum u lation  through com m odity production  and exchange. M arx  is vio­
lently op posed , therefore, to  that version o f  the m onetarist doctrine that 
su p p o ses that the supply o f money has creative effects.9

8 The term ‘financial repression’ is used by McKinnon (1973, ch. 7), and I use it here 
not because I agree with McKinnon’s technical definition but because it graphically 
describes the phenomena under investigation.

9 De Brunhoff (1971) and Harris (1979) provide good accounts of the Marxist 
critique of monetarism.
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T h is analysis of m oney under conditions o f simple com m odity production 
ind icates that the central contradiction between money as a m easure o f value 
and m oney as a medium of exchange is never resolved: it is merely transposed 
to higher and higher levels within a hierarchy o f m onetary institutions. The 
variou s derivative functions o f  money — as store o f value and m eans of 
paym ent, for exam ple — give rise to further confusions. But we can best 
interpret the different form s money takes — the money commodity, coins, 
convertible and inconvertible p ap er currencies, various credit moneys, etc. — 
as an outcom e of the drive to perfect money as a frictionless, costless and 
instantaneously  ad justab le ‘lubricant’ o f exchange while preserving the ‘q ual­
ity ’ o f the m oney as a  m easure o f  value. The uncertain and ‘law less’ character 
o f com m odity  production  and exchange leads different economic agents to 
dem an d different kinds of m oney for definite purposes at particular conjunc­
tures. In tim es o f crisis, for exam ple, econom ic agents typically look for 
secure form s o f m oney (such as gold), but when com m odity production is 
boom in g and exchange relations proliferating the dem and for credit moneys 
is bou nd to rise.

A rm ed w ith these general insights, we can  now go on to consider how  
m oney is specifically  put to use under the capitalist m ode o f production. In 
w h at fo llow s we will find that the basic contradiction between money as a 
m easure of value and money as a m edium  of circulation will become even 
m ore m arked under capitalism , but that the functions and form s o f money 
will be put to quite rem arkable and often extremely subtle uses.

II T H E  T R A N S F O R M A T I O N  OF M O N E Y  I N T O  C A P IT A L

M a rx  constructs his theory o f  m oney out o f an investigation o f commodity 
p rodu ction  and exchange without any reference whatsoever to the circula­
tion o f cap ital. H e takes this tack because a money economy is common to a 
variety of different m odes of production  and not unique to capitalism  (Capi­
tal, vol. 2, p. 116). We would be seriously in error, he argues, if we sought to 
derive an understanding of m oney out of a study of the circulation o f capital. 
But, by the sam e token, we would be equally rem iss if we sought to under­
stan d  the com plex w orlds o f m onetary circulation and financial operations 
under cap italism  simply on the basis o f som e general theory o f money 
(C ap ita l, vol. 2, p. 30). We must avoid the confusion o f  m oney with cap ital at 
all co sts and recognize that there is a ‘palpable difference between the 
circulation  o f m oney as capital and its circulation as mere money’ (C apital, 
vol. 1, p. 149). W e m ust now consider this ‘palpable difference’ more 
carefully.

U nder conditions o f sim ple com m odity production and exchange 
organ ized  on non-capitalist lines, we find that ‘money circulates com ­
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m o ditie s’ and th at ‘com m odities circulate m oney’ — ‘the circulation o f com­
m odities and the circulation o f money thus determine one another’ 
(G run drisse , p. 186). M oney basically circulates in reverse order to the 
circulation  of com m odities. Com plications arise when money is used as a 
m eans o f paym ent (the m oney flows and the com m odity exchanges diverge in 
sp ace  and time as well as in quantity) and when money moves, for whatever 
reason , into or out o f a hoard. N or is it easy to integrate the money producers 
in to  such a m onetary  system without disturbing its otherwise simple logic.

M atters app ear very differently, however, when we consider the capitalist 
fo rm  o f  circulation , o f which the sim plest expression is

' (> :))  -  •• • '  (r

Y et M a rx  insists that when money functions a s  capital it still ‘can perform 
only m oney fun ction s’ as medium o f circulation (it facilitates the exchanges

m ~ c ( m p )  a n d c ' - M')

an d  m easure of value (how else can the increase M —M ' be validated?). M oney 
functions, then, assum e ‘the significance of capital functions only by virtue of 
their interconnections with the other stages o f  [the circulation o f capital]’ 
(C ap ita l, vol. 2, pp. 77 , 81).

The ‘p alp ab le  difference’ between the circulation o f money as capital and 
the ‘mere circulation ’ o f money through com m odity exchange lies, in the first 
instance, in the new ways that capitals uses money. The ‘transform ation of 
m oney into cap ita l’ (C apital, vol. 1, pt 2) also  depends upon social and 
h istorical conditions. M oney can circulate as capital only when labour 
p ow er, with the capacity  to produce more value than it itself has, is available 
a s a com m odity :

The ow ner of m oney and the owner o f labour power enter only into the 
relation  of buyer and seller. . . .  [But] the buyer appears also  from  the 
outset in the capacity  o f an owner o f m eans of production . . . the class 
relation betw een cap italist and w age labourer therefore exists. . . .  It is 
not m oney which by its nature creates this relation; it is, rather, the 
existence o f this relation  which perm its o f the transform ation o f a mere 
m oney-function into a capital-function ’ . (C apital, vol. 2, pp. 29—30)

W age lab o u r  consequently form s a  bridge between w hat otherwise might 
be quite d isparate  spheres o f production and exchange. On the one hand, the 
buying and selling of labour power is nothing more than a simple com m odity
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transaction  rendered special by the fac t that it is a m arket reflection of a social 
relation  in production . On the other hand a sim ple relation between buyer 
and seller ‘becom es a relation inherent in production ’ (C apital, vol. 2, p. 117). 
The so cial relations o f production  have an expression both within and 
w ithout the actual process of production. It is across the bridge provided by 
w age lab o u r that cap ital can flow continuously (the disruptions o f crises 
apart, o f course) through the spheres o f production and exchange. M oney 
could not be converted into capital if w age labour did not exist.

Even then, the transform ation  o f money into capital is not a painless affair.
I cannot take the $ 10 or £10  in m y pocket and convert it instantaneously into 
cap ital. In each line of production  I must advance a  certain amount o f money 
cap ital in order to purchase the buildings, machinery, raw m aterials and 
lab ou r pow er needed to get production o f surplus value under way. I must 
h oard  up enough m oney in order to go into business (the am ount varies from 
one line of production  to another — contrast railroads with sw eatshops in the 
garm en t industry). But hoarding w ithdraw s money from  circulation, and 
this, if it occurs on any large scale, can disrupt the circulation o f money and 
com m odities. The credit system  becom es a necessity. I can then indeed 
convert the $10  in my pocket into capital by depositing it in a bank where it 
can im m ediately be lent out as capital in return for interest.

T h e circulation  o f capital im poses additional obligations and burdens 
upon the m onetary system, which can be met only through the organization 
o f the credit system as the basis for financial operations. We will consider the 
functions o f the credit system in detail in section IV below, but we can usefully 
sketch in here some of the dem ands that capital puts upon it. For exam ple, the 
p rservation  and expansion  o f value requires continuity and sm ooth co­
ord in ation  when the material basis o f production is characterized by discon­
tinuity and discordance. Interchanges between departm ents and industries 
with different w orking periods, circulation and turnover times have som e­
how  to  be sm oothed out and co-ordinations between the money, commodity 
and productive circuits o f capital have also to be achieved. The profit rate can 
be equalized only if money capital can move quickly from  one sphere of 
p rodu ction  to  another while accum ulation and reinvestment require periodic 
ou tlay s o f large sum s, which w ould otherwise have to be hoarded.

For these and other reasons, the credit system  em erges as the distinctive 
ch ild o f the cap italist mode o f  production and interest-bearing capital comes 
to p lay  a very special role in relation to the circulation o f capital. Yet this 
e lab orate  world o f credit and finance is necessarily erected upon the monetary 
b asis defined by conditions o f simple com m odity production and exchange. 
And this is so because m oney can only ever perform  money functions even 
w hen it is thrown into circulation as capital or proffered as loan capital. To 
the degree that this m onetary basis is riddled with contradictions, so the 
w orld  of finance is erected upon shaky foundations. T o  the degree that
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cap ita list finance breaks free from  the shackles o f the m onetary system, so it 
both  internalizes contradictions within itself and m oves into an antagonistic 
p o stu re  with respect to its own m onetary basis. M arx  m akes much o f this 
an tago n ism , and in chapter 10 we will seek to understand how  it im poses a 
pecu liar m onetary  and financial twist to crisis form ation under capitalism.

W e can  usefully sketch in the basic lines o f this antagonism  if only to 
indicate where the analysis is headed. The argum ent goes roughly along the 
fo llow ing lines.

By virtue o f  their control over the m eans o f production, capitalists can also 
app rop riate  the social power inherent in money and put it to w ork as money 
cap ital, and so produce surplus value through production. The logic o f the 
overall circulation  o f capital forces them to create new financial instruments 
and a  soph isticated  credit system which pushes money and interest-bearing 
cap ita l into a prom inent role in relation to accumulation. But the coercive 
p ow er o f com petition  forces capitalists, as individual economic agents, to 
ab u se  that system  and so undermine the social pow er of money itself: the 
currency m ay be debased, chronic inflation occurs, monetary crises are 
created , etc. It turns out that their use o f money as a medium of circulation 
through the agency o f the credit system undermines the utility o f money as a 
m easure and store of value. Steps must then be taken to  preserve the quality of 
m oney. T igh t and stringent m onetary controls become necessary. Such con­
trols either arise in the course o f a crisis as capitalists rush to hold the basic 
m oney com m odity  (gold, for exam ple) as the only legitimate representation 
of value, o r else they are im posed as part o f a conscious policy by a powerful 
m onetary  authority operating as an arm of the state. Under the latter 
circum stances, the politics of monetary policy as followed by the state 
becom es crucial to understanding the dynam ics o f capital accum ulation.10 
W hatever the circum stances, however, the tendency tow ards excess in  the 
realm s o f finance is ultim ately checked by a return to the eternal verities o f the 
m onetary  base.

In w h at fo llow s, we will seek to  unravel the relations between monetary 
and financial phenom ena step by step. We begin with interest and interest- 
bearin g cap ita l as fundam ental categories operating within the credit system. 
W e will then proceed to a simple description o f  the functions and instru­
m entalities o f the credit system  in relation to the circulation o f capital. We 
will proceed in both  cases as if the conflict with the m onetary basis has no 
sign ificant role to play. This will then put us in a position to attack the 
b road er and more com plex issues concerning the m onetary and financial 
a sp ects to crisis form ation  in the subsequent chapter.

10 See deBrunhoff (1976) fo ra  discussion on the relations between the state, finance 
and accumulation.
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III I N T E R E S T

Interest-bearing capital, or, as we m ay call it in its antiquated form, 
u su rer’s cap ital, belongs together with its twin brother, merchant’s 
cap ita l, to  the antediluvian form s o f capital which long precede the 
cap ita list m ode o f production  and are to be found in the m ost diverse 
econom ic form ations o f society. (C apital, vol. 3, p. 593)

W  e can  quickly establish the conditions that allow  money-lending and usury 
to flourish. Through the proliferation o f exchange relations, money 
‘estab lish es itself as a pow er external to and independent o f the producers’. It 
thereby acquires a social pow er which can be appropriated and used by 
private persons. Usury arises ou t o f the private use o f this social pow er in the 
form  of m oney-lending. It underm ined ‘ancient and feudal wealth and 
ancient and feudal property ’ and the form s o f political organization 
characteristics o f such societies. It helped break the pow er o f feudal land­
ow ners and separate sm all peasan ts, artisans and ‘sm all burgher’ producers 
from  ow nership o f their ow n m eans o f production. But although usury has a 
‘ revolutionary effect’, its im pacts are destructive and negative rather than 
p ositiv e  and creative. ‘ It does not alter the mode o f production, but attaches 
itse lf firm ly to [the mode o f production] like a parasite and m akes [the latter] 
w retch ed’ (C ap ita l, vol. 3 , ch. 36). Prohibitions and legal sanctions against 
usury arise for these reasons.

T o  the degree that usurers app rop riate  the entire surplus value produced, 
they hold back the circulation o f capital. T h at barrier has to be broken:

In the course o f  its evolution, industrial capital must therefore subjugate 
[usurer’s and m erchant’s capital] and transform  them into derived or 
special functions o f  itself. . . . W here capitalist production . . . has 
becom e the dom inant m ode o f production , interest-bearing capital is 
dom inated by industrial capital, and com m ercial capital becom es 
merely a form  of industrial capital, derived from  the circulation process. 
B u t both  o f  them m ust first be destroyed as independent form s and 
subord inated  to industrial capital. Violence [the state] is used against 
in terest-bearing capital by com pulsory reduction o f interest-rates, so 
that it is no longer able to dictate terms to industrial cap ita l.. . .  The real 
w ay in which industrial capital subjugates interest-bearing capital is the 
creation  o f  a procedure specific to itself — the credit system. . . . The 
credit system  is its own creation. (Theories o f  Surplus Value, pt 3, 
pp . 4 6 8 - 9 )

Interest, like the other m ajor distributional categories o f  rent and 
m erch an t’s cap ital, is viewed as an ancient form  o f appropriation, tam ed by 
cap ita lism  to its ow n specific requirem ents. ‘U sury’ and ‘interest on money 
cap ita l’ have, therefore, entirely different social m eanings in M a rx ’s lexicon.
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The difference can not be attributed to  the form  o f money itself because 
m oney can perform  only m oney functions:

W hat distinguishes interest-bearing capital — insofar as it is an essential 
element o f the capitalist m ode o f production — from  usurer’s capital is 
by no m eans the nature or character o f this capital itself. It is merely the 
altered conditions under which it operates. {Capital, vol. 3, p. 600)

The conditions th a t M a rx  has in mind are  exactly those that perm it the 
tran sform ation  of m oney into capital. M oney must, in short, be able to 
com m an d the labour of others — w age labour must already exist, brought into 
being through historically specific processes o f primitive accum ulation (in 
w hich usurious practices undoubtedly played their part). The social power of 
m oney can then be used by its owners to purchase both labour pow er and 
m eans o f  production  — the first step down the rocky road o f the production 
an d  realization  of surplus value. The antagonism  between capital and wage 
lab o u r now takes on a wholly new dimension. On the one hand the concen­
tration  o f the social pow er o f money in the hands o f the few  is a necessary 
p rerequisite to  the initiation o f the capitalist form  o f circulation. This presup­
p ose s that an appropriate ‘production-determ ining distribution ’ o f money 
w ealth  has already been achieved. On the other hand, the progressive con­
centration  and centralization o f money pow er in the hands o f the capitalists is 
the result o f  the production  o f surplus value. Concentration o f m oney pow er 
is a distributive condition  which is both necessary to and perpetually repro­
duced under cap italism  (C apital, vol. 3, p. 355).

All o f  this puts money in a very special position in relation to  the circulation 
of cap ital and the production  o f surplus value. The money exists as a form  of 
cap ita list property  outside o f  and independent o f  any actual production 
p rocess. A  distinction then arises between capitalists as owners o f  money and 
as em ployers o f  cap ital w ho use that money to set up the production of 
su rp lus value. The activity o f  lending and borrow ing establishes a class 
re lationship  betw een these tw o different kinds o f capitalists. M a rx  expounds 
u pon  this relationship in the follow ing manner. The owners o f money look to 
augm ent their capital by lending at interest which implies a form  o f circula­
tion of the sort M —(M +  i). Suppose the money is lent to a  capitalist engaging 
in p rodu ction  who has no money resources o f his or her own. We then have:

O w n er o f m oney M  /  t p \  +  i)
Productive cap italist M -  ) ■ ■ - P ■ ■ - C ' — {M +  A m)

B ut the ow ners of money and the em ployers o f capital typically confront each 
other as independent juridical individuals. Lenders plainly will not lend their
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m oney unless they can  ge t som e kind o f reward. Producers will n o t borrow  
m oney unless they, too, can gain something. And so, M arx  argues, the surplus 
value is split between ow ners o f  cap ital w ho receive interest and the 
em ployers o f  cap ital who receive profit o f  enterprise. Since M arx  is here, as 
elsew here, concerned with roles rather than the particular w ays in which 
those roles are personified, and since the em ployers o f capital always have the 
op tion  o f lending out w hatever money they have at interest rather than 
reinvesting, M arx  concludes that ‘the employer o f capital, even when w ork­
ing w ith his ow n capital, splits into two personalities — the owner o f capital 
and the em ployer o f capital’ (C ap ital, vol. 3, pp. 3 7 4 —8). The basic concep­
tion which then em erges is this: interest is the ‘mere fru it’ o f ow ning money 
cap ital as property  outside o f  any actual process o f production, whereas 
profit o f enterprise is the ‘exclusive fru it’ o f capital put to w ork within the 
p ro cess o f production . The circulation o f money as capital is to be interpreted 
as fo llow s:

M - c ( ^ p) . . . P . . . C ' - ( M + Am) .
\M 1  /  ~^p  (profit o f enterprise)

Interest-bearing capital can then be defined as any money or money equiva­
lent lent out by ow ners o f capital in return for the going rate o f interest.

A num ber o f  observations and caveats can usefully be introduced into the 
argum ent at this point. T o  begin with, the ow ners o f money can lend it to 
econ om ic agents other than producers o f surplus value — to merchants, 
lan d ow n ers, governments, various factions o f the bourgeoisie and even 
labou rers. A nd the money can be lent for a variety o f purposes that have 
noth ing directly to do  with production  o f surplus value. Since ow ners of 
m oney are concerned prim arily to augm ent their money by interest, they are 
presum ably  indifferent as to w hom  and for w hat purposes the money is lent 
p rov ided  the return is secure. This creates som e difficulties, which M arx  is 
aw are o f  but brushes aside for plausible enough reasons. If, in the final 
an alysis, all interest paym ents have to be furnished, directly or indirectly, out 
o f surp lus value, then the crucial relationship to be exam ined is that between 
interest-bearing capital and surplus value production. Unfortunately, 
circum scrib ing the analysis in this w ay creates as many problem s as it solves 
when w e seek to bare the forces that determ ine the rate o f interest. We shall 
return to this m atter later.

The virtue o f M a rx ’s approach  is that it focuses our attention upon the 
relation  betw een tw o form s o f  capital and an im m anent class relation bet­
ween ow ners o f  money — money capitalists — and em ployers o f  capital — 
industrial cap italists. ‘ Interest is a  relationship between two capitalists, not 
betw een capitalist and labourer’ (C apital, vol. 3, p. 382). M arx  rejects the 
bou rgeo is view that profit of enterprise is really a return to the m anagerial
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sk ills o f  the entrepreneur as worker. H e does not deny that co-ordination and 
m anagem ent are productive activities, but insists that wage determination 
here is u ltim ately brought into line with w ages in general by ‘the development 
of a num erous class o f  industrial and commercial m anagers’ and the ‘general 
developm ent which reduces the cost o f production o f specially trained 
lab ou r-p ow er’ (C apital, vol. 3, p. 89). While this is a rather simplistic view of 
w age determ ination  fo r  the so-called ‘m anagerial classes’, there is no reason 
to  deny that profit o f enterprise is a return over and above that paid  out as 
w ages o f  superintendence, however much bourgeois theory and practice may 
seek to  d isguise that profit as a form  o f w ages. We will later encounter 
c ircum stances — jo int stock company form s o f organization in particular — 
w here the disguise becom es even more effective (see below, pp. 276—8).

But if interest is a ‘ relationship between two cap italists’, then we have to 
u nderstan d  the nature and im plications o f that relationship. The existence of 
m oney as cap ital outside o f  production and the activity o f lending and 
b orrow in g  im plies that money acquires ‘an additional use-value, that of 
serving as cap ita l’. T h is use value resides in its ‘faculty o f begetting and 
increasin g value ’, the capacity to ‘produce the average profit under the 
average co nd itions’. M oney as capital becom es, in short, a commodity, albeit 
o f a very special sort with its ‘ow n peculiar m ode o f alienation’ (C ap ita/, vol. 
3, pp . 3 3 8 —52). Th e crux o f the relation between m oney cap italists and 
industrial cap ita lists lies in the ‘peculiarities’ that arise when capital itself 
takes on a com m odity  character.

C on sid er, then, the relation between a money capitalist who lends to an 
industrial cap italist. The money capitalist parts with the use value o f the 
m oney w ithout receiving any equivalent in return, which in itself m akes for a 
very pecu liar kind of com m odity transaction. W hat the money capitalist 
exp ects is the return o f  the original money capital plus interest a t  the end o f  a  
specified  time period . F irst of all, a specific time dim ension is thereby im posed 
u pon  the circulation o f  cap ital in general, which opens up all kinds o f paths to 
deal with differential turnover times, circulation times, production periods 
and so on. W e will return to these features shortly. Secondly, it m akes it 
a p p ea r  as if money ‘gro w s’ autom atically  over time and m akes even tim e itself 
a p p ea r  as m oney. M arx  concentrates heavily upon exposing the fetishism of 
that conception  by show ing very concretely that, if money capital increases 
by interest over a given time period, this is because productive capitalists have 
m an aged  to  produce sufficient surplus value within that period to cover the 
interest paym ent (C apital, vol. 3 p. 348). The money capitalists, in so far as 
they can dictate rates o f  interest and tim es o f repayment, directly control the 
intensity o f surp lus value production. We will return to the potential coercive 
p o w ers o f money cap italists over industrial capitalists later (see pp. 30 1 —5 
below ).

T h e u se  value o f  m oney a s  a com m odity is  unam biguous enough, but what
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of its value and exchange value? We here encounter another peculiarity. 
M o n ey  is the representative o f value and cannot possibly be more valuable 
than  the value it represents. Yet the use value o f the money is that it can be 
used to produce greater value in the form  o f  surplus value. We then arrive at 
w h at M arx  considers to be a totally irrational expression: the value o f value is 
th at it produ ces greater value! Since ‘price represents the expression o f value 
in m on ey ’, it likewise follow s that ‘interest, signifying the price o f capital, is 
from  the outset quite an irrational expression ’ (Capital, vol. 3, p. 354). 
M on ey  as a com m odity has a use value but no ‘value’ or ‘natural price’. This 
a lso  fo llow s because the transform ation  o f money into capital does not 
involve a m aterial production  process and does not involve the embodiment 
of labour.

T he argum ent is som ew hat o f  a tongue-tw ister, but it leads directly to 
M a r x ’s rejection of theories o f a ‘n atural’ rate of interest, a doctrine that w as 
w idespread  in the political econom y o f the time. He sim ilarly rejects, largely 
by im plication, any ‘m arginal productivity theory’ o f the ‘price’ o f money 
cap ita l on the grounds that such theories fetishize capital as an ‘independent 
factor o f production ’ endow ed with m ystical pow ers o f  self-expansion 
(Theories o f  Surplus Value, pt 3, pp. 4 5 3 —540).

So how is the rate of interest determ ined?11 In the absence o f any other 
exp lan atio n , M arx  turns to dem and and supply. In all other cases he rejects 
exp lan atio n s o f this sort on the grounds that, when supply and dem and are 
equilibrated  in the m arket, they serve to explain nothing. The interest rate is 
an  app aren t exception  to this rule. It is set by the m arket forces o f supply and 
dem an d for m oney as cap ital under conditions o f  com petition. Furthermore, 
if there is ‘no law o f division except that enforced by com petition’, then the 
interest rate ‘becom es something arbitrary and law less’ — ‘the determination 
is accidental, purely em pirical, and only pedantry or fantasy would seek to 
represent this accident as a necessity’ (C apital, vol. 3 , pp. 356 , 354).

W e can  read  these com m ents in tw o ways. Either M arx  is saying that the 
determ ination  of the rate of interest is totally arbitrary and lawless, and not 
su sceptib le to further scientific investigation  except as an em pirical regular­
ity; or we can interpret him as saying that the interest rate is not regulated 
directly by the law o f value. I lean to the second interpretation on two 
groun ds. First o f all, it would be very uncharacteristic o f  M arx , and wholly 
inconsistent with his wrestlings with the forces that determine the rate of 
interest, to take the first position. Secondly, we find M arx  on a number o f 
occasion s m aking statem ents that su ggest ‘separate law s’ determine interest 
and profit o f enterprise (C apital, vol. 3, p. 375). H e also indicates that, 
alth ough  the lower limit to the rate o f interest can in principle be ‘any low ’,

11 H arris (1976) has a useful introduction to the forces that fix the rate o f interest in 
M a rx ’s analysis o f the phenomenon.
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th ere will ‘alw ays be counteracting influences to  raise it  again ’ (p. 358), 
W henever M a rx  invokes counteracting influences we usually find som e no­
tion o f  equilibrium  not far  behind. T h at equilibrium  is determ ined ‘by the 
supply  and dem and of m oney capital a s distiguished from  the other forms o f 
cap ita l’ . M a rx  then firmly indicates the direction in which he was headed: ‘It 
cou ld  further be asked: H ow are dem and and supply o f money capital 
determ in ed?’ (p. 419 ).

There is, w e can conclude, n o  ‘n atural rate o f  interest’ regulated, a s  the 
bourgeois econom ists o f the time frequently supposed , by the value o f money 
as a  com m odity. The value and price o f  money are entirely ‘irrational’ 
expression s. The interest rate is regulated through a m arket process in which 
su p ply  and dem and have a key role to play. W hat we now  have to. establish is 
how  supply  and dem and for money as capital are structured under the 
cap ita list m ode of production . Unfortunately, M arx  does not provide us with 
any coherent analysis o f this process. We shall have to fill in some gaps. But, 
clearly , we cannot understand the demand for money as capital without first 
understan din g the various uses to which money capital can be put and the 
functions it is called on to perform  under capitalism . By the same token, we 
can n ot understand the supply  o f money as capital without having a general 
understan din g o f  the institutional fram ew orks and mediations o f financial 
op eration s in assem bling and consolidating money as lendable capital. We 
need, in short, to dissect the functions and instrum entalities o f the credit 
system  as the distinctive product o f  the capitalist m ode o f production, as the 
system  that perm its capital to tam e usury and convert it into form s o f 
in terest-bearing capital appropriate to its own inherently contradictory 
pu rp oses.

In the next tw o sections we will take up an analysis o f the credit system in 
detail. W e shall do so , in the first instance, as if that system is contradiction- 
free and functioning perfectly in relation to the circulation o f capital. This 
will p repare the ground for considering the contradictions in the subsequent 
chapter.

IV T H E  C I R C U L A T I O N  O F  I N T E R E S T - B E A R I N G  C A P IT A L  A N D  
T H E  F U N C T I O N S  O F  T H E  C R E D I T  S Y S T E M

T h e circulation  o f  m oney as interest-bearing cap ital presages the form ation o f 
a class o f  m oney cap ita lists w ho control the social pow er o f m oney and who 
are su stained out o f interest paym ents. The actual existence o f  such a class 
can n ot be attributed sim ply to the desire o f  individuals to  have done with the 
b other o f engaging in production , although capitalists, given the opportunity, 
often tend to  do ju st that. The extent and pow er o f any class o f money 
cap ita lists and the circulation o f money as interest-bearing capital is in fact
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contain ed  within fairly strict limits. ‘ If an  untow ardly large section o f 
cap ita lists w ere to  convert their capital into m oney-capital, the result would 
be a frightful depreciation o f money-capital and a frightful fall in the rate o f 
interest; m any w ould . . . hence be com pelled to reconvert into industrial 
c ap ita lis ts ’ (C ap ita l, vol. 3, pp. 3 7 7 —8).

Indeed, since m oney capitalists absorb rather than generate surplus value, 
we m ay well w onder why capitalism  tolerates such seem ing parasites. There 
are tw o reasons. First, the circulation o f capital confers a very special role 
u pon  m oney as the general equivalent o f value, and this role inevitably 
p rov ides a potential source o f sustenance for a class o f  pure money capitalists. 
Secondly , the circulation o f  interest-bearing capital perform s certain vital 
fun ction s and the accum ulation o f  capital therefore requires that money 
cap ita lists achieve and actively assert themselves as a pow er external to and 
independent of actual production processes. We will, in what follows, ex­
p lain  how and why this is so.

The general picture that will ultimately em erge is that balanced accum ula­
tion depends upon the achievement o f a specific balance o f pow er and 
allocation  o f functions between money capitalists operating without and 
industrial cap italists operating within the actual process o f production. The 
ta sk  before us is to determine where this balance point lies and to  explain how 
the internal contradictions o f capitalism  inevitably violate it only to restore it 
through  crises.

As a first step tow ards this goal, we take up the functions o f  interest- 
bearin g cap ital in relation to accum ulation. This will help us fix the need for 
interest-bearing cap ital and the money capitalist as an independent pow er in 
relation  to industrial capital. But in taking up such m atters we must always 
rem em ber that money can only ever perform  money functions. The circula­
tion of interest-bearing capital is ever bound by such a rule. This implies that 
the credit system is built up as an elaboration o f money functions and form s 
that ex ist under simple com m odity production and exchange. These func­
tions and form s are ‘extended, generalized and worked out’ under capitalism  
in w ay s that were neither possib le nor desirable under pre-capitalist m odes of 
p rodu ction  (C ap ital, vol. 3, p .400 ). T h is ‘w orking out’ takes place in such a 
w ay, how ever, as to ‘w rap  the real m ovem ent in mystery’ to the point where 
basics d isap pear alm ost entirely from  view (C apital, vol. 2, p. 148). Our task 
is then a double one: to depict the relation between the credit system and 
accum u lation  while strictly observing the relation between the credit system 
and its m onetary basis.

Th e functions o f  the credit system  and the circulation o f interest-bearing 
cap ita l are considered under six  m ain headings without regard to the way in 
which these functions fuse together or express contradictions.
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1 The m obilization  o f  money a s  capital

M on ey  that does not circulate as capital can be regarded as latent or potential 
m oney capital. Under conditions o f simple commodity production and ex­
ch ange, m uch of the money in society is actively em ployed as a medium of 
circu lation  or is used as a store o f value by econom ic agents who need to 
m aintain  a reserve fund for whatever purpose:

Th e num erous points a t  which money is withdrawn from circulation 
and accum ulates in numerous individual hoards or potential money- 
cap ita ls app ear as so many obstacles to circulation, because they 
im m obilise the money and deprive it o f its capacity to circulate for a 
certain  length o f t im e .. . .  One can understand the pleasure experienced 
when all these potential capitals . . . become disposable, ‘loanable 
cap ita l’ , m oney-capital which indeed is no longer passive and music of 
the future, but active capital grow ing rank. (C ap ita l, vol. 2, p. 493)

M oney can be m obilized a s  capital via the credit system in two distinct 
w ays. First o f all, banks can convert a flow o f  m onetary transactions into loan 
cap ita l. They do so  by substituting their own credit money (bank drafts or 
checks) for cash, internalizing the function o f money as medium o f circula­
tion within their operations and relying upon com pensating deposits and 
w ithdraw als to furnish a permanent money balance which can be converted 
into loan  capital. The shift from  cash to cheque paym ents (of w ages and 
sa laries, for exam ple) can therefore be seen as part o f  a general strategy to 
generate loan  cap ital out o f ordinary m onetary transactions.

Secondly, financial institutions concentrate the ‘m oney savings and 
tem porarily  idle money capital o f all classes’ and convert this money into 
cap ital. ‘Sm all am ounts, each in itself incapable o f acting in the capacity of 
m oney cap ita l’ , can thereby ‘merge together into large m asses and thus form a 
m oney-pow er’ (C apital, vol. 3, p. 403). The concentration and centralization 
of cap ital can  proceed apace. Individual capitalists who are saving can lend at 
interest to cap italists w ho are reinvesting, and this cuts down on levels of 
h o ard in g  because capitalists can am ass credits while keeping their monetary 
reserves active as interest-bearing capital. The sam e principle applies to all 
econom ic agents in society who require a reserve fund for whatever reason. 
T he savings o f a ll classes can be m obilized as money capital. The consequ­
ence, how ever, is that capitalists, rentiers, landlords, governments, workers, 
m an agers, etc., lose their social identity and become savers. The reserve funds 
o f all classes get indiscrim inately lum ped together into an ‘undifferentiated 
h om ogeneou s [m ass] o f independent value — money’ (Capital, vol. 3 , p. 368). 
T h is poses som e conceptual problem s a t  the sam e time as it  provides more 
than a hint of poten tial confusions and contradictions.

C onsider, for exam ple, the position  o f workers. They typically save to
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p urchase consum er durables, to meet the needs of old age, to pay out for 
ex trao rd in ary  expenses (illness, pregnancy, burials, etc.), and they m ay also 
save when tim es are good and w ages are above value to counter the ‘rainy 
d a y ’ when tim es are bad and w ages fall below  value. The concept o f the value 
o f  lab o u r pow er ought to em brace a certain level o f w orkers’ savings. But 
when these sav ings are m obilized as capital, w orkers can also receive interest. 
This ap p ears to m ake money capitalists o f w orkers and contravenes the laws 
of value as we have so  far specified them because w orkers are entitled to a part 
o f the surp lus value they produce (but see p. 27 4  below). Furthermore, 
w ork ers then have a strong stake in the preservation o f the very system that 
exp lo its them because the destruction of that system entails the destruction of 
their sav in gs. O n the other hand, to the degree that w orkers’ savings becom e a 
sign ifican t source of money capital, worker organizations acquire consider­
able econom ic pow er — hence the fight for control over union pension funds, 
in suran ce funds, etc. A whole new dimension is introduced into class struggle.

W hatever the social significance o f  this m ay be, the supply o f money capital 
is clearly affected by the distributional arrangem ents that prevail under 
cap ita lism  and the various ‘stores o f value’ different economic agents have to 
m ain tain  to function effectively. The real relationships within the credit 
system  becom e very difficult to discern while the behaviour o f econom ic 
agents as savers is subject to quite different pressures com pared with their 
beh aviours a s  w age-earners, landlords, industrialists or whatever.

2 R edu ctions in the cost and time o f  circulation

‘O ne of the principal costs o f circulation ,’ M arx  argues, ‘is money itself’
(C ap ita l, vol. 3 , p. 435 ). The credit system helps to prom ote the efficiency of
m onetary  circulation  and to econom ize on transaction costs. It thereby helps
to reduce the necessary but unproductive costs o f circulation incurred even
under sim ple com m odity production. Herein, in M arx ’s view, lies the
‘n atu ral b a s is ’ of the credit system in simple commodity production and
exchange.

In like m anner, the credit system  can help remove all m anner o f barriers to
the free flow  of capital through the respective spheres o f production and 
circu lation . C om m odities requiring extra long production periods, for exam ­
ple, can be paid  for by instalm ents. T h is perm its producers to turn over the 
sam e cap ital several tim es during a single production period. The dovetailing 
of m oney flows between industries requiring radically different production 
period s is also m ade possib le by the use o f  credit. D ifferential circulation 
tim es and the grow th of long-distance trade likewise form  one o f  ‘the material 
b a se s’ o f the credit system, while the grow th o f credit perm its com m odities to 
penetrate to more distant m arkets (C apital, vol. 2, pp. 2 5 1 —2; vol. 3, pp. 
4 8 0 —2). C onsum ers who wish to acquire the use value o f an object (such as a
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house) fo r  a long p eriod  o f  time m ay a lso  seek to do so by m aking periodic 
paym en ts ‘on credit’ . In all of these respects, the credit system permits 
continuity in m oney circulation while em bracing discontinuity in production, 
c irculation  and consum ption  o f com m odities. By way o f  the credit system, all 
turnover tim es are reduced to  ‘socially necessary turnover time’ .

F rom  the stan dpoin t o f  capital, turnover time is lost time, and M arx  
frequently em phasizes that the need to accelerate the turnover o f capital is a 
‘fun dam en tal determ inant of credit and capital’s credit contrivances’
(G run drisse, p. 6 5 9 ; C apital, vol. 2, p. 282). The reduction o f turnover time 
actually  releases m oney capital, which can then be used for further accum ula­
tion. W e can  discern a m ultiplier effect within the credit system — the use o f 
m oney cap ital to accelerate turnover releases m ore money cap ital.12

The need to m aintain  continuity o f money flows and to reduce turnover 
tim es in the face of m yriad com m odity m ovem ents, proliferating division of 
lab o u r and wildly divergent production  and circulation times is a powerful 
stim ulus tow ards the creation o f a credit system. W ithout credit, the whole 
accum u lation  process would stagnate and founder.

Credit is, therefore, indispensable here; credit whose volume grows 
with the grow ing volum e of value in production and whose time dura­
tion grow s with the increasing distance o f the m arkets. A mutual 
interaction takes place here. The developm ent o f the production pro­
cess extends the credit, and credit leads to an extension o f industrial and 
com m ercial operations. (C apital, vol. 3, p. 481)

But by the sam e token, credit perm its a far vaster wedge to be inserted into 
the identities presupposed  by Say ’s Law  than w as ever possible given other 
fo rm s o f m oney. Purchases and sales can becom e increasingly separate from 
each other in both  time and space. Under such conditions, the potentiality for 
crises becom es that much greater. Credit not only perm its traditional money 
functions to be extended, generalized and w orked out: it does exactly the 
sam e for the crisis tendencies within capitalism .

3 F ix e d  cap ita l circulation and consum ption fund form ation

Fixed ca p ita l . . .  engages the production o f subsequent years . . .  [an d ]. . .  
an ticipates further labour as a counter-value. The anticipation o f future 
fru its o f  labou r is . . . not an invention o f the credit system. It has its 
roots in the specific m ode o f  realization, mode o f  turnover, mode o f  
reproduction  o f  fixed capital. (G rundrisse, pp. 731—2)

W hat captures the attention in this statem ent is the implied relation be-

12 De Brunhoff (1971) reviews the distinction in bourgeois theory between the 
money and credit multipliers from a Marxist perspective and demonstrates that the 
distinction has little relevance.
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rween the form ation  and circulation o f  fixed capital, the rise o f a credit system 
and the anticipation  o f future fru its o f labour. The circulation o f fixed capital 
im poses trem endous burdens upon capital. Sufficient money has to be 
h oarded  up to cover the initial purchase price and to bridge the time until the 
return o f  values through production. The credit system becomes vital in 
facilita tin g  the circulation of fixed capital. Even presum ing no personal 
sav in gs on the p art o f  other classes in society, capitalists investing in the 
presen t can borrow  at interest from  capitalists who are saving with an eye to 
future expan sion  or replacem ent. A s the circulation of fixed capital ‘hardens’ 
into an independent form  o f circulation, and as its scale, quantity and 
du rab ility  increase with accum ulation, so m ust capitalism  evolve an ever 
m ore soph isticated  credit system to handle the problem s that fixed capital 
circulation  p oses.

Investm ents o f  an ‘independent k ind ’, particularly in the built environ­
m ent, w ould  be im possible to  achieve without access to credit. Long-term 
investm ents can be converted into annual paym ents, or capital can be 
centralized on a scale capable o f funding such vast undertakings as railroads, 
dam s, d o ck s and harbours, pow er stations and the like. C redit likewise 
facilitates the individual consum ption  o f com m odities that have a long life — 
m o to r cars and housing are good exam ples — while government can provide 
pub lic  g o o d s through debt financing. C apital can also be lent out in com ­
m odity  form . Equipm ent, buildings, etc., can be purchased by the money 
cap ita list and lent ou t at interest to users. The net result is that interest- 
bearin g cap ital can circulate in relation to fixed capital in a variety o f ways. 
The only thing that all form s have in com m on is that the interest paym ent is 
linked to  fu tu re  lab ou r as a counter-value.

For this reason credit becom es an essential m ediating link between the 
flow s of circulating and fixed capital. Over and beyond the direct problem s o f 
co-ord in atin g  tw o  flow s th at m arch according to  very different drum mers, we 
m u st a lso  consider how  the credit system  functions to re-direct the surpluses 
o f cap ital and popu lation  into fixed capital form ation.

We noted , in chapter 8, the potential difficulty that arises when over­
accum u lated  circulating capital has to be switched into fixed capital circula­
tion . The idle m oney capital of, say, shoem akers can be syphoned o ff via the 
credit system  and put to  work with unem ployed labourers to build, say, a 
ra ilro ad . But this leaves the surplus productive capacity and surplus com­
m odities held by the shoem akers untouched. By creating money values equi­
valen t to the surpluses o f  shoes and the idle productive capacity and putting 
that m oney into circulation as cap ital in railroad construction, capital can 
indeed be sw itched from  one sphere to another. But this switch occurs 
w ithout being backed by any real exchange o f commodities. The credit 
system  operates with a form  of ‘fictitious capital’ — a flow o f money capital 
n o t backed by any com m odity transaction. The anticipation is, o f  course, that
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the exp an d ed  em ploym ent in railroad construction will increase the demand 
for sh oes so as to mop up surplus inventories and to set idle productive 
capacity  back  to w ork. In this case, the fictitious capital advanced is sub­
sequently realized in real value form .

The category of ‘fictitious cap ital’ is in fact implied whenever credit is 
extended in advance, in anticipation o f future labour as a counter-value. It 
perm its a sm ooth  switch o f over-accum ulating circulating capital into fixed 
cap ital form ation  — a process that can disguise the appearance o f  crises 
entirely in the sh ort run. But the creation o f fictitious values ahead o f actual 
com m odity  production  and realization is ever a  risky business. The credit 
system  becom es the cutting edge o f  accum ulation with all the attendant 
dan gers such exposure brings. The gap  between fictitious values within the 
credit system  and m oney tied to  real values widens. The stage is set for crises 
w ithin  the credit system . With such profound speculative dangers, why does 
cap ita lism  tolerate fictitious capital in the first p lace? We m ust now  answer 
that question  in general terms.

We can , in the first instance, define the circulation o f interest-bearing capital 
as an  intersection between the money circuit o f capital on the one hand and 
the circuits o f com m odity and productive capital on the other:

W hen cap ital exists a s  money it possesses all the virtues o f general exchange­
ability, flexibility o f  use, m obility and the like. Interest-bearing capital can 
best fulfil its co-ordinating functions if it preserves its flexibility in relation to 
specific uses, if it rem ains perpetually  outside o f  production and uncommitted 
to specific products. B ut in the course o f its circulation, lenders must sacrifice 
the flexibility of their money for a specific period o f time in return for an 
interest paym ent. D uring that tim e, money becomes tied down to specific use 
values (com m odities, productive app aratus, etc.). Problems immediately 
arise . Lenders m ay not be able or willing to give up control over their money 
for the length o f time that borrow ers need to finance their operations. The 
difficulty o f co-ordinating the seemingly infinite variety o f needs on the part 
of both  lenders (savers) and borrow ers is sym ptom atic, however, o f  a deeper 
dilem m a. To the degree that interest-bearing capital becom es committed to 
specific use values, it loses its co-ordinating pow ers because it loses its 
flexibility. Barriers arise within the very circulation process o f interest-

4 Fictitious capital

U ncom m itted 
money cap ital

C apital
com m itted to ___ Uncommitted
productive or money capital
com m odity form s plus interest
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bearin g cap ital itself. These barriers are removed by the creation o f what 
M a r x  calls ‘ fictitious cap ita l’.

T h e  potentiality  for ‘fictitious cap ital’ lies within the money form itself and 
is p articu larly  associated  with the emergence o f credit money. Consider the 
case  o f a p roducer who receives credit against the collateral o f an unsold 
com m odity . The m oney equivalent o f  the com m odity is acquired before an 
actu al sale . Th is m oney can then be used to purchase fresh m eans o f produc­
tion  and labou r pow er. The lender, however, holds a piece o f  paper, the value 
o f  w hich is backed by an unsold com m odity. This piece o f paper m ay be 
ch aracterized  as fictitious value. Com m ercial credit o f any sort creates these 
fictitious values. If the pieces o f paper (primarily bills o f exchange) begin to 
circulate as credit money, then it is fictitious value that is circulating. A gap is 
thereby opened up between credit m oneys (which alw ays have a fictitious, 
im agin ary  com ponent) and ‘real’ moneys tied directly to a money com m od­
ity. (C ap ita l, vol. 3 , pp. 5 7 3 —4). If this credit money is loaned out as capital, 
then it becom es fictitious capital.

In this case, the creation of fictitious capital can be viewed as more or less 
accidental. A ccident is converted into necessity, however, when we connect 
the circulation processes o f  interest-bearing and fixed capital. The money 
cap ita l has now  to  be advanced against future labour rather than against the 
co llateral o f already existing com m odities. It has to be advanced, further­
m ore, fo r the full lifetime o f the fixed capital and committed during that time 
to  a specific use value. The only collateral is the value o f  the fixed capital, and 
this, as w e saw  in chapter 8, is subject to com plex and unstable determ ina­
tions . W hat in effect happens is that the claim upon future labour which fixed 
cap ita l defines is converted via the credit system into a claim exercised by 
m oney cap ital over a share o f future surplus value production. M oney capital 
is invested in future appropriation . From  the very outset, therefore, the 
m oney cap ital advanced has to be regarded as fictitious capital because it is 
n ot backed by any firm collateral. Furtherm ore, future surplus value produc­
tion is uncertain and varies accord in g to the state o f com petition, the pace o f 
technological change, the rate o f  exploitation  and the overall dynamics o f 
accum u lation  an d  overaccum ulation. Yet, even in the face o f  such uncer­
tain ty , the m oney cap ital m ust be advanced for at least the lifetime o f the fixed 
cap ita l. Serious barriers are posed  to the circulation o f interest-bearing 
cap ital.

A variety o f so lutions can be devised to deal with these barriers. Financial 
in term ediaries can step into the breach and pool savings and risks so as to be 
able to borrow  short-term  and lend long-term. They can do this in anticipa­
tion  o f both  future savings and future surplus value production (which 
u ltim ately  must am ount to the sam e thing, because savings are generated out 
o f  revenues that flow from  production). The other solution is for producers to 
re-finance their debt on an annual basis or to m arket titles to shares o f  future



268 M O N E Y ,  C R E D I T  A N D  F I N A N C E

su rp lu s value production  directly. The buying and selling o f  stocks and shares 
p erm its money ow ners to preserve flexibility and liquidity while share prices 
can ad ju st to the variations in surplus value production.

Such so lu tions, which institutionalize fictitious capital within the credit 
system , generate som e confusions. ‘The stocks o f railw ays, mines, navigation 
com pan ies, and the like, represent actual capital, nam ely the capital invested 
and functioning in such enterprises, or the am ount o f capital advanced by the 
stock h olders fo r  the purpose o f  being used as capital in such enterprises.’ 
(C ap ita l, vol. 3 , p. 466) But the title o f ow nership does not ‘place this capital 
a t on e’s d isposa l’, and the capital itself cannot be w ithdraw n because the title 
is only a claim  upon a portion  o f  future revenues. The title is a ‘paper 
du p lica te ’ o f the real capital — the paper duplicate can circulate while the real 
cap ital can not. ‘T o  the extent that the accum ulation o f  this paper expresses 
the accum ulation  o f  railw ays, mines, steam ships, etc., to that extent does it 
exp re ss the extension  o f the actual reproduction process.’ But as paper 
du p licates the titles are purely ‘illusory, fictitious form s o f capital’ . The prices 
o f  these titles may then fluctuate according to their own law s ‘quite indepen­
dently o f the m ovem ent o f the value o f the real capital (Capital, vol. 3 , pp. 
4 6 6 - 7 7 ) .

But in one respect these fluctuating prices can reflect som ething real with 
respect to the condition o f  productive capital. We noted in chapter 8 how  the 
value o f  fixed cap ital was itself an unstable determ ination because the initial 
pu rch ase  price, the replacem ent cost and the rate o f production  o f surplus 
value all provided different m easures o f value. From  this arose the conception 
o f  the value o f  fixed capital as a perpetually shifting magnitude, affected by 
the state o f  com petition, technological dynam ism  and the pace o f accum ula­
tion itself. T o  som e degree, the variation in stock prices can be viewed as a 
reflection o f  the shifting values o f the stock o f fixed capital itself.

U nfortunately, the shifting prices o f titles are also  shaped by m any other 
forces. Profit, furtherm ore, is not the only form  o f revenue in capitalist 
society. There are, fo r  exam ple, rents and taxes. M arx  holds that ‘the form  of 
interest-bearing cap ital is responsible fo r the fact that every definite and 
regu lar m oney revenue appears as interest on som e capital, whether it arises 
from  som e cap ital or n o t’ (C apital, vol. 3 , p. 464). These revenues can be 
cap ita lized  at the go in g  rate o f interest and titles to them  can a lso  be traded on 
the m arket. G overnm ent debt (the ultim ate in fictitious capital as fa r  as M arx  
w as concerned) and land (see chapter 11) have no inherent value, yet they can 
assum e a price:

G overnm ent bonds are capital only for the buyer, for whom  they 
represent the purchase price, the capital he invested in them. In 
them selves they are n ot capital but merely debt claims. If m ortgages, 
they are mere titles on future ground rent. . . . All o f these are not real
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cap ita l. They d o  not form  constituent parts o f  capital, nor are they 
values in them selves. (C apital, vol. 3 , p. 475)

In all such cases, m oney capital is invested in appropriation. The money 
cap ita list is indifferent (presumably) to the ultimate source o f revenue and 
invests in governm ent debt, m ortgages, stocks and shares, commodity futures 
or w hatever, according to rate o f return, the security o f  investment, its 
liqu idity  and so  on. ‘All connection with the actual expansion process o f 
cap ital is thus com pletely lost, and the conception o f capital as something 
with autom atic  self-expansion properties is thereby strengethened.’ The 
result, M a rx  holds, is that interest-bearing ‘is the fountainhead o f  all manner 
o f insane fo rm s’ in which ‘even in accum ulation o f  debts’ can ‘appear as an 
accum ulation  o f  cap ita l.’ Everything, he says, ‘is doubled and trebled and 
tran sform ed into a mere phantom  o f the im agination ’. The credit system 
registers the ‘height o f d istortion ’ to the degree that the accumulation o f 
claim s far  outruns real production  (C apital, vol. 3 , pp. 4 6 4 —72).

M a r x ’s prim ary purpose in  all o f  this is  to  disabuse u s o f  the idea that a 
m ark etab le  claim  upon som e future revenue is a real form o f  capital. He 
w ishes to alert us to  the insanity o f a society in which investment in appropri­
ation  (rents, governm ent debts, etc.) appears just as im portant as investment 
in produ ction . M a rx  insists that in the end only the latter matters — ‘if no real 
accum u lation , i.e. expansion  o f  production and augmentation o f the means 
o f  produ ction , had taken place, what good would there be from  the accum u­
lation  o f d eb tor’s m oney claim s on . . .  production?’ (C ap ital, vol. 3 , p. 424.) 
If all m oney capital invests in appropriation  and none in  actual production, 
then cap italism  is not long fo r this world. And when the ‘height o f distortion’ 
is achieved in the credit system , the quality o f m oney as a m easure o f value is 
threatened: so  much so th at in the course o f  a crisis, as M arx  tirelessly points 
out, the system  is forced to seek a m ore solid m onetary basis than the one 
provided by credit m oneys and fictitious capital. With so much insanity built 
into the credit system , why permit such a state o f affairs to continue?

W hen we explore, step by step, the accum ulation process and its contradic­
tions, we find that fictitious capital is contained in the very concept o f capital 
itself. F ixed  capital form ation  and circulation is necessary fo r  accumulation. 
The barrier fixed capital creates to future accum ulation (see chapter 8) can be 
overcom e only by way o f  the credit system in general and by the creation o f 
fictitious form s o f  capital in particular. By perm itting fictitious capital to 
flourish , the credit system  can support the transform ation o f  circulating into 
fixed capital and m eet the increasing pressures that arise as m ore and more of 
the total social cap ital in society begins to circulate in fixed form . Fictitious 
cap ital is as necessary to accum ulation as fixed capital itself. And we will later 
encounter circum stances that will m ake this conclusion even more 
em ph atic. Given M a r x ’s general line o f  argum ent concerning the m anner in
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w hich the internal contradictions o f  capitalism  are generalized and worked 
out, it should be no surprise that the circulation o f interest-bearing capital is 
sim ultan eously  the sav iour o f accum ulation and ‘the fountainhead o f all 
m an ner o f insane fo rm s’ . Thus can we understand the double-edged role o f 
fictitious capital.

5 The equalization o f  the profit rate

There are innum erable barriers to the equalization o f the profit rate. But the 
free flow  of interest-bearing capital (enhanced by the existence of fictitious 
form s o f capital) does much to eliminate them. The general rate o f profit is, of 
course, ‘never anything m ore than a tendency, a movement to equalize 
specific rates o f profit’ which are in perpetual flux am ong firms, industries and 
enterprises. The ‘equilibration o f constant divergences’ through competition 
presum es that cap ital can flow from  spheres with below-average profits to 
spheres with above-average profits (Capital, vol. 3, p. 366). Credit has an 
obv iou s role to  p lay  here. It is, for exam ple, ‘the means whereby accumulated 
cap ita l is not ju st used in that sphere in which it is created, but wherever it has 
the best chance o f  being turned to good  account’ (Theories o f  Surplus Value, 
pt 2, p . 4 8 2 ). But credit is more than just a helpful means to accom plish a vital 
end:

In the m oney-m arket only lenders and borrow ers face one another. The 
com m odity  has the sam e form  — money. . . .  [Individual capitalists] are 
all throw n together as borrow ers o f money, and capital confronts them 
all in a form , in which it is as yet indifferent to the prospective manner of 
its investm ent. . . . [C ap ital appears] as essentially the common capital 
o f  a  class — som ething industrial capital does only in the movement and 
com petition  o f cap ital between the various individual spheres. On the 
other hand, m oney ca p ita l . . .  possesses the form  in which, indifferent to 
its specific em ploym ent, it is divided as a com m on element among the 
variou s spheres, am on g the capitalist class, as the requirements of 
p rodu ction  in each individual sphere dictate. (C ap ita l, vol. 3 , p. 368)

T h e credit system  appears, in short, a s  a kind o f  central nervous system for 
co-ord inating the divergent activities of individual capitalists. Interest- 
bearing cap ital, representing the common capital o f a class, flows in response 
to profit rate differentials. Furtherm ore, the rate o f interest can function as a 
‘barom eter and therm om eter’ for capitalism  in a w ay that the profit rate 
cannot. This is so because the rate o f  interest is achieved as a ‘sim ultaneous 
m ass effect’ o f the supply and dem and for m oney capital, a result that is 
k now n  (it is quoted daily on the m arket) and that varies uniformly (although 
M a rx  does acknow ledge interest rate differentials between different m arkets 
and different countries). Thus, when the long-term rate o f interest moves 
su bstan tially  higher than the profit o f enterprise received in a given line o f
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produ ction , industrialists have every incentive not to  reinvest but to  put 
w hatever surpluses they m ay have on the money market. The information the 
interest rate provides and the functions interest-bearing capital can perform  
perm it, therefore, fa r  m ore rapid adjustm ents in capital flows, and they 
thereby perfect a set o f m echanism s for equalizing the rate o f profit (Capital, 
vol. 3 , pp. 3 6 6 —9). And this can happen because ‘interest-bearing capital is 
cap ital as p roperty ’ external to production, ‘as distinct from  capital as 
function  within production  (p. 379). Unfortunately, the common capital of 
the c lass o f all capitalists is converted, under the social relations o f capitalism , 
into the com m on capital o f  a  c lass o f money capitalists whose specific 
interests do not alw ays coincide with those o f  capital in general. We will take 
up th at contradiction  in the next chapter.

6 The centralization o f  capital

The credit system  ‘in its first stages furtively creeps in as the humble assistant 
o f accum ulation , draw ing into the hands o f individual or associated 
cap italists, by invisible threads, the money resources which lie scattered, over 
the surface o f  society, in larger or smaller am ounts; but it soon becomes a new 
and terrible w eapon  in the battle o f com petition and is finally transform ed 
into an en orm ous social m echanism  for the centralisation o f  capitals’ (C api­
tal, vol. 1, p. 626). In this regard we find ‘m odern credit institutions are as 
m uch an effect as a cause o f  the concentration [centralization] o f cap ital’
(G run drisse , p. 122). Let us consider how  this m ight be.

T h e centralization  o f capital v ia the credit system unleashes the full power 
and poten tial o f technological and organizational change as a prime lever for 
accum ulation  (see chapter 4). Econom ies o f scale are m ore easily achieved, 
the barriers posed  by the organizational capacities o f  the fam ily firm can be 
overcom e, and large-scale projects (particularly those embedded in the built 
environm ent) can be undertaken. A nd with the aid o f fictitious capital, all o f 
this can be done w ith ou tun du ly in terru ptin g—except during crises, o f course 
— the free flow  of money capital. But the credit system also  furnishes m eans to 
coun ter the de-stabilizing effects o f technological and organizational change. 
For exam ple, M a rx  lists an increase in stock capital as one o f the influences 
coun teracting the tendency tow ards a falling rate o f profit. Undertakings of 
p articu larly  high value com position  com prised largely  o f fixed capital can be 
organ ized  via the credit system  so  as not to ‘enter into the equilization o f the 
general rate o f profit’ since they can then be produced if they yield ‘bare 
in terest’ only (C ap ital, vol. 3 , pp. 2 40 , 437). Overaccum ulated circulating 
cap ital can be ‘sw itched’ into a form  of fixed capital circulation which helps 
to  increase the rate o f  p ro fit.13 The value com position o f capital can likewise

13 This is the im port of Boccara’s (1974) theory of relative devaluation discussed in 
chapter 7 above.
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be reduced by increasing vertical integration an d  the rate o f profit raised by 
accelerating turnover time. And if all else should fail, violent processes of 
prim itive accum ulation  can continue in the very heart of capitalism  as the 
‘roving cavaliers of credit’ w reak havoc by m aking money out o f devaluing 
other p eop le ’s capital — ‘the little fish are sw allow ed by the sharks and the 
lam bs by the stock-exchange w olves’ (Capital, vol. 3, p. 440). In all of these 
respects the credit system  becom es a vital tool in the struggle to contain the 
destructive forces contained within the inner logic o f capitalism.

And while it is true that M arx  puts the greatest em phasis upon the centrali­
zation  of cap ital via the credit system, it is also the case that the forces of 
decentralization  — the opening up o f new lines o f production, the prolifera­
tion in the division o f labour and the internal decentralization within con­
tem porary  form s o f cap italist organization — can be m arshalled via the credit 
system . The centralization of money capital can be accom panied by a de­
centralization  in the organization  o f productive activity. A distinction thus 
arises betw een financial and industrial form s o f organization at the sam e time 
as specific k inds o f  relations spring up to bind them together (see chapter 10). 
The p roliferation  o f  credit devices and financial strategem s therefore appears 
vital to  the preservation  o f capitalism  and from  this standpoint is indeed as 
m uch an effect as a cause of accum ulation.

V T H E  C R E D I T  S Y S T E M :  I N S T R U M E N T A L I T I E S  
A N D  I N S T I T U T I O N S

A lthough we can certainly find many a sleight o f hand in the slippery world of 
finance, the credit system  does not operate by magic. M eans have to be found 
to perform  tasks, and m eans call forth institutions, and institutions need 
people to organize and run them. The bankers, financiers, stock brokers, etal. 
w h o  p op u late  the w orld o f finance perform  highly specialized functions 
within the division of labour. T o  some degree or other they constitute 
them selves a s  a special class within the bourgeoisie. And to the degree that the 
credit system  does indeed function as a kind of central nervous system 
regulating the m ovem ent o f capital, so this class occupies what seem to be the 
com m an ding heights of the economy from  whence it confronts the industrial 
or m erchant cap italists as the representatives o f the total social capital.

The money capitalists, as we shall call them, are nevertheless caught in a 
w elter of contrad ictions — the credit system internalizes the contradictions of 
cap ita lism  and does not abolish them. For exam ple, bankers are capitalists in 
com petition  with each other and m ust ply their trade with all the tricks at 
their com m an d — tricks which, from  time to time, pull them into the abyss of 
financial ruin. On the other hand, they are supposed to act as ‘responsible’ 
representatives o f  the total social capital and to use their pow ers wisely and
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w ell ‘in the public interest’ . They are supposed to  keep everyone’s money as 
‘ sa fe  as the B an k  o f  E n glan d ’.

M uch  o f  the com plexity that h as arisen in the w orld o f  finance reflects 
continuing and elaborate attem pts to harm onize two irreconcilable roles. 
W hile this m ay be the sim ple truth o f the matter, we are none the less 
o b ligated  to exam ine the instrum entalities and institutions that have arisen 
under capitalism  since these do have im portant m aterial effects and theoreti­
cal im plications. M arx  him self focuses primarily on banks, gives a prelimi­
n ary analysis o f jo int stock com panies and m akes mention, although usually 
in p assin g , o f the wide range o f specialized financial institutions, such as 
penny sav in gs banks for workers, insurance com panies and so  on. He could 
not p ossib ly  have anticipated the extensive grow th o f  consumer credit, pen­
sion funds and other accoutrem ents o f  the m odern credit system. So it seems 
th at there is much to do in up-dating M a rx ’s analysis.

W e are not, how ever, seeking categories with which to describe the seem ­
ingly infinite variety o f  institutional arrangem ents that have arisen in diffe­
rent countries throughout the history o f capitalism . An exhaustive analysis, 
as M a rx  poin ted out, is not necessary, since we seek here only a firm 
theoretical basis fo r understanding how  the instrum entalities and institutions 
em bedded in the credit system affect the law s o f m otion o f  capitalism. We 
consider this topic under four m ain headings.

1 The general principles o f  financial m ediation : the circulation 
o f  cap ital and the circulation o f  revenues

A t the b asis o f all financial operations, there alw ays lies an elementary 
tran saction  between econom ic units possessed o f surpluses o f values and 
econ om ic units that wish to m ake use o f those surpluses for som e purpose. 
Th e econom ic units m ay be individuals (from whatever class), corporations, 
governm ents, trade unions, institutions like church and crown, professional 
and business organizations, pension funds, charities, banks and so on, while 
the range o f possib le purposes is immense (to circulate as industrial or 
m erch an t’s cap ital; to purch ase  a house, erect a monument, launch a political 
cam paign , buy a country estate for a favoured m istress, build a church, etc.).

F in ancial institutions congregate around the need to find efficient ways to 
co llect, concentrate and if necessary to convert these surpluses into money 
form  p rep aratory  to throwing the money into circulation as interest-bearing 
cap ita l. In the m idst o f w hat appears to be immense confusion, we ought, at 
the outset, to  m ake a firm distinction between the circulation o f what M arx  
called  the m oney-form  o f  revenue and the money-form o f  capital (Capital, 
vol. 3 , p. 443 ).

W  e ha ve already dealt at length with the latter form  o f circulation -  surplus 
value is converted into money and used to produce more surplus value. The
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circulation  o f the m oney-form  o f revenue is a very different process. Suppose, 
for exam ple, w orkers set up institutions such as the early building societies in 
Britain  or the savings and loan associations in the United States — which 
p erm it the savings o f som e w orkers to be used, in return for interest pay­
m ents, to help other w orkers buy their houses. All that is happening here is 
that the revenues of w orkers (variable capital) are being redistributed within 
the w orking class from  fam ilies with surpluses to families who need to go into 
deficit to acquire the housing they need. The problem  is to interpret the 
interest paym ent that is plainly not a portion of the surplus value. The answer 
is sim ple enough. The m onetization o f relationships within the working class 
su b ju gates them  to the form al as opposed to the real dom ination o f interest- 
bearin g cap ital as the centralized co-ordinator o f the supply o f w orkers’ 
sav in gs and the dem and by w orkers for housing.

Th e circulation o f revenues is extensive. It encom passes the hiring of 
m enial servants by the bourgeoisie, paym ents for a whole host o f services on 
the p art o f all classes. By w ay o f the credit system, many o f these transactions 
are converted into a relation o f  debtor and creditor with loans being m ade to 
consum ers against future revenues. The transactions can become as fictitious 
in this sphere as in the sphere o f circulation o f capital. M arx  did not regard 
the circulation  o f revenues as a prim ary target for investigation, since all such 
revenues have their origin in the circulation and accum ulation o f capital. He 
therefore focuses on the basic  circulation process o f capital to the exclusion of 
all else. Our understanding o f the supply and demand for loanable funds, 
how ever, can becom e all too  easily obscured because the credit system tends 
to merge the circulation o f revenues and the circulation o f capital 
indiscrim inately.

T h eoretically , we m ight distinguish several ‘m ini-circuits’ within the credit 
system . C ircuits can connect units in surplus with those in need within the 
w ork in g class, within the bourgeoisie, am ong governments and across and 
betw een these different kinds o f  econom ic units. In none o f these cases can we 
interpret the interest paym ent as a direct slice out o f the surplus value the 
loaned  m oney helps to produce. The interest rate simply serves to regulate the 
borrow in gs and lendings out of revenues within the consum ption sphere. The 
only connection to the circulation o f capital — and an im portant one at that — 
lies in a dim inution o f personal hoarding and an increased demand for 
consum er goo d s which such credit arrangem ents can help to  generate. These 
m ini-circuits are very different from  those that connect capitalist with 
cap ita list or that link savings out o f revenues with investment in the direct 
production  o f surplus value.

Let us su ppose, fo r the m om ent, th at the various mini-circuits are isolated 
from  each other. The interest rate in each circuit w ould be set within that 
sphere and w ould  presum ably vary according to supply and dem and condi­
tions. But m oney is alw ays money, no m atter whose pocket it is in. M oney
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w ould  begin to flow  from  circuits where the interest rate is low  to those where 
it is high. There w ould  be a  tendency tow ards an equalization o f  the interest 
rate.

M a rx  assum es a uniform  and hom ogeneous rate o f  interest which presup­
p o se s the existence o f  a highly integrated credit system. The fragm entations 
could  then be interpreted as a result o f specialization in function. O n the 
supply  side, the m obilization o f savings poses differentproblem s according to 
the kind o f econom ic unit. Penny savings banks, building societies and 
sav in gs and loan association s, a national savings network, benefit societies, 
pension  and insurance funds, etc., m ay be appropriate for w orkers, but such 
institutions are not well adapted to handle the savings o f the Rockefellers or 
oil-rich A rab sheiks. The savings o f large corporations and governments 
likew ise require specialized handling. On the demand side, small business 
loan s, agricu ltural credit, the financing o f consumer purchases (m otor cars, 
housin g, etc.), the funding o f governm ent debt, the financing o f  large-scale 
pro jects (railw ays, public transport system s, public utilities) and meeting the 
needs o f large m ultinational corporations are very different kinds o f business 
callin g fo r specialized expertise.

The financial structure that results is fragmented to some degree (although 
n ation al system s vary a great deal in this regard, from being highly de­
centralized in the United States to highly centralized in France).IS The 
fragm en tation s do indeed imply that there is not one financial market but 
m any. A nd we can certainly discern interest rate differentials between 
m ark ets and betw een nations, while different lending rates exist in relation to 
the financing of different kinds of activities. W hat is impressive about modern 
credit system s, however, is the m anner in which a high level of integration 
ex ists within an often extremely fragm ented structure. The flow of funds into 
and out of sav ings and loan  association s in the United States, for exam ple, is 
highly sensitive to the interest rates offered elsewhere. The supply o f m ort­
gage m oney to the housing m arket is thereby affected by the demand for 
m oney in other sectors of the econom y. Interest rate differentials between 
countries (when ad justed  for differential rates of inflation in local currencies) 
a lso  quick ly  sp ark  flow s o f ‘h o t ’ m oney capital to wherever the real rate  o f 
in terest is highest. There are evidently strong forces at w ork which tend to 
equalize the long-term  rate o f  interest. T h e consequence, however, is that the

14 While H ilferding’s (1970 edn) account is dated, the description o f financial 
structures that he provides is still o f consummate interest.

15 Conventional accounts o f French financial structure can be found in Coutiere
(1976) and M orin (1974), and comparative materials for Britain in Revell (1973) and 
for the United States in the Report o f the Commission on Money and Credit (1961) 
updated by the Flunt Commission Report (1971). Goldsmith (1969) attempts some 
general com parisons around the theme o f financial structure and development.
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circulation  o f  m oney as revenues and as capital becom e alm ost indistinguish­
able within the financial system.

2 Jo in t  stock com panies an d  m arkets fo r fictitious capital

W e argued in chapter 5 that capital had to be liberated from the constraints 
im posed  by the fam ily firm if it w as to expand and survive. The corporate 
form  of organization  unleashed the full pow ers o f technological and organi­
zation  change, stim ulated the production o f new knowledges and allowed the 
achievem ent o f econom ies o f  scale in production, organization and m arket­
ing. It sim ultaneously  separated ownership from  managem ent and led to a 
form  of financing that liberated money capital as an independent power, as 
pure cap italist property external to production and com m odity circulation.

C orp oratio n s organized according to the joint stock principle raise money 
by selling stocks, shares and bonds to money capitalists. The money raised is 
p u t to  w ork as capital to produce surplus value (assum ing, that is, the venture 
is intended as som ething more than ‘pure sw indle’). Investors hold titles of 
ow nersh ip  and receive interest (fixed or varying as the case m ay be). The titles 
are sim ply m arketable claims to a share in future surplus value production. 
Investors can retrieve their money at any time by selling o ff their stocks, 
sh ares and bonds to other investors. This buying and selling leads to the 
creation  o f a special kind of m arket — the stock market. This m arket is a 
m arket for fictitious capital. It is a m arket for the circulation o f property 
rights as such.

B ut property  rights com e in m any form s. Titles o f any sort can in principle 
be traded. Governm ents can sell rights to  a portion o f future tax  revenues. 
Property rights to com m odities can be traded w ithout the com m odities 
actually  changing hands or, as in com m odity futures m arkets, prior to actual 
com m odity  production . Rights to land, buildings, natural resources (oil 
drilling, m ineral exp loration  rights, etc.) can also be traded. There are, it 
seem s, as m any different m arkets for fictitious capital as there are forms of 
p roperty  ow nersh ip under capitalism .

The com plexity o f these m arkets is quite staggering, and a variety of 
specialized institutions and mechanisms arise to deal with the very specific 
p rob lem s that arise with respect to different kinds o f property right (the 
m ortgage m arket functions very differently, for exam ple, from  the com m od­
ity futures m arket). But all o f these m arkets have one thing in common. 
Property titles are ‘paper duplicates’, which in themselves have no value even 
though they circulate at a price. This poses tw o questions: first, what is it that 
fixes the prices, and second, is the title a duplicate o f any real value 
w hatsoever?

The price of property  titles is generally fixed by the present and anticipated 
future revenues to which ow nership entitles the holder, capitalized at the
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go in g  rate o f  interest. T o  the degree th at the latter is fixed by the supply o f and 
dem an d fo r m oney capital, prices plainly can shift in a manner entirely 
au ton om ou s o f alterations in anticipated revenues. The price is further 
m odified by other considerations, such as ease o f m arketability, security, 
term of holding, taxation  requirements and so on. We need not concern 
ourselves here with such details, since the m ain focus has to be upon the 
relation  betw een these prices in general and the real values they must eventu­
ally represent. Th is relation provides us with an im portant clue in seeking to 
exp la in  how and why the fictitious values (prices) achieved through the credit 
system  can get so far removed from  the values expressed in ‘the monetary 
b a s is ’ .

In the case o f jo int stock com panies, real capital (in the form of railroads, 
p rodu ctive plant, etc.) does indeed exist, and the title o f ownership that yields 
a dividend (interest) is backed to som e degree or other by a real capacity to 
p rodu ce  surplus value. The problem  is to discern the firmness o f  the backing, 
and this can be known to investors only if full disclosure o f com pany finances 
is required. O therw ise, corporations can find w ays to m ake it seem as if they 
are in a far stronger (or weaker) position  than they really are and to m anipu­
late the prices o f their stock accordingly. For exam ple, borrowed money can 
be used to supplem ent dividend paym ents and so encourage further invest­
m ent in an enterprise that seems profitable even though it is not (this process 
is know n as ‘ stock  w atering’, and w as very com m on early in the twentieth 
cen tu ry).16

C om m odity  m arkets usually operate with real value lurking somewhere in 
the back groun d, and, leaving aside obvious cases o f swindling, investors 
sim ply  speculate over conditions o f realization o f values in different places 
and tim es. Such speculative activity is helpful in the sense that, if not subject 
to  too much m anipulation, it can lead to an equalization o f prices. C om m od­
ity futures m arkets can perform  a sim ilar function by providing a guide to 
com m odity  ow ners as to  w hether they should store or release com m odities at 
any given m om ent in time. But this requires an anticipation o f future value 
production  in com m odity form . M ortgage m arkets (land and building prices) 
p o se  even m ore com plex problem s, which can be sorted out only after a 
thorough  investigation of rent as an econom ic category (see chapter 11).

G overnm ent debt is likewise difficult to sort out. M arx  considered it a 
purely  illusory form  of fictitious capital. The money represented by the 
n ation al debt has been spent long ago  (on fighting w ars, meeting state 
expen ses, etc.), so  investors trade titles to the debt, which is backed simply by

16 Some spectacular exam ples o f speculators who m ade millions devaluing other 
peop le ’s investments by such activity can be found in the history o f mass transit finance 
in the 1890s and early 1900s — see Hendrick (1907) and Roberts (1961) against the 
background described by Cheape (1980).
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the pow ers o f the governm ent to tax  surplus value production. This 
characterization  is certainly appropriate for much o f the national debt. But 
there are a lso  form s o f public expenditure that do not fit this model. If a 
m unicipal enterprise, financed by borrow ings from  the capital market, sells a 
com m odity  (electricity, gas, w ater, transportation) at a price that creates 
revenues sufficient to pay interest on the debt and to leave enough over for 
futher expansion  o f  the business, then it is in principle no different from  a 
jo in t stock  com pany. The only difference lies in its form  o f ownership and its 
p rice-setting pow ers. If the activity is partially or wholly subsidized out o f tax  
revenues, then the matter begins to appear very differently. But there are 
m any productive activities that can be undertaken by the state with respect to 
physical and social infrastructures (health and education, for exam ple). By 
im proving the productive forces in society, the state can contribute, directly 
or indirectly, to surplus value production. The money invested in state debt 
does not autom atically  cease to circulate as capital simply because it enters 
into the fram ew ork  o f public finance. Interest-bearing capital can continue to 
circulate if the increase in surplus value production achieved through produc­
tive state investm ents generates the increasing tax  revenues that form , in turn, 
the basis for the interest paym ents to those who invested in state debt in the 
first place. T h is is, o f course, the theory ‘productive expenditures’ which has 
provided  the rationale fo r  all k inds o f state  activities.17 But the fact that such 
an outcom e is p ossib le  in no w ay guarantees that real values are indeed 
created by such state interventions.

In all of these cases, however, the relationship between the prices o f titles 
and the real values such titles represent is necessarily obscured. The revenues 
them selves are not directly tied to surplus value production but are mediated 
by rules of d istribution  and a whole host o f institutional arrangem ents which 
helpt to co-ordinate the flow o f  interest-bearing capital but which obscure the 
relation  to real values. The supply o f and demand for money capital also 
intervenes since prices are revenues capitalized a t  the rate o f interest. Yet 
m arkets for fictitious capital are vital to the survival o f capitalism , because it 
is only through them that the continuity o f flow of interest-bearing capital can 
be assured. This flow , as we argued in the preceeding section, perform s some 
vital co-ordinating functions. M arkets for fictitious capital provide w ays to 
co-ordinate the co-ordinating force in capitalist society.

17 Baron Haussm an pioneered this idea of ‘productive expenditures’ by the state in 
his dram atic reconstruction program m e for Paris during the Second Empire (see 
Pinkney, 1958). The idea is now standard fare in most bourgeois theories o f  public 
finance. M arxist theories o f the state are peculiarly reticent in handling this potential­
ity, although Barker (1978) proposes an interesting framework that deserves to be 
elaborated upon.
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3 The bank ing system

The distinction between banks and other financial intermediaries is 
im p o rtan t.'8 Savings banks, pension and insurance funds, savings and loan 
association s and building societies, credit unions, post office savings 
accoun ts, etc., m obilize savings that are savings out o f an existing quantity of 
values. Under these conditions, it is im possible to save ahead o f the produc­
tion o f values. The sam e restriction does not apply to banks, which both give 
credit and create m oney values by virtue o f  the credit they give. The banks 
create fictitious m oney values when they substitute their own drafts fo r the 
bills of exchange which capitalists (and others) circulate among themselves. 
Th ese fictitious m oney values can then be lent out as capital. This means that 
the banks can convert a flow o f  money being used as a means o f payment into 
‘free ’ m oney capital. They can create money capital ahead o f the production 
of values. The only lim it to this capacity lies in the need to maintain a certain 
reserve of m oney to  meet any sudden surge in dem and for money on the part 
o f their custom ers. A run on the bank occurs when depositors lose faith in the 
credit m oney o f the bank and seek ‘real money’ (the money com m odity or 
state-backed  legal tender) in its stead.

The capacity  o f  banks to create m oney cap ital out o f fictitious values 
directly is im portant. There is, as we have seen, a perpetual problem  under 
cap italism  o f finding the necessary slack resources to allow  the reallocation of 
cap ita l from  relatively unproductive to more productive uses -  alw ays de­
fined, o f  course, in terms o f  production  o f surplus value. In the early stages o f 
cap ita lism , prim itive accum ulation and appropriation  forced the realloca­
tions directly or indirectly (through usury). In later stages, the m obilization of 
Savings came to play an im portant role. But as prim itive accum ulation 
declined in relative im portance, and as an increasing proportion o f the total 
sav in gs in society is wholly m obilized through the credit system, so the 
creation  o f money capital out o f the flow o f money within the banking system 
becom es the single m ost im portant source o f the slack resoures needed to 
force reallocation s in capital flows. The only other source lies in overaccum u­
lation , but even here idle productive capacity and excess commodities must 
first be m onetized via the banking system if reallocations are to occur. 
Furtherm ore, the capacity o f the banking system  to generate a supply of 
m oney capital ahead o f  real value production increases with the increasing 
volum e o f m arket transactions and the increasing proportion o f such trans­
action s accom plished through the banking system.

M a rx  focused on the role o f  the banks rather than on other kinds o f

18 This distinction is usefully discussed, albeit in bourgeois terms, by Gurley and 
Shaw  (1960).
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financial interm ediary precisely because they com bined both  monetary and 
financial functions. A s de Brunhoff (1978, p. 57) correctly concludes, ‘the 
ban k in g  system  is the strategic sector o f the credit system ’ because the banks 
are ‘the only institutions which combine both the m anagem ent o f m eans of 
paym ent and m oney cap ita l.’ These two m anagerial roles complement each 
other neatly in so far as the progress o f  accum ulation requires the creation of 
fictitious values in m oney form  ahead o f any real production. But we have 
already  noted (above, pp. 2 4 7 —9) that the capacity o f banks to create credit 
m oneys w ithout constraint poses an eternal threat to the quality o f money as 
a m easure of value. This threat is doubled and re-doubled as the creation of 
fictitious values becom es a necessity rather than just a standing temptation.

The potentiality  for over-speculation under such circumstances is enor­
m ous. F ictitious values (credit moneys) are thrown into circulation as capital 
and converted into fictitious form s o f capital. A s a result, ‘the greater portion 
of ban k er’s cap ital is purely fictitious and consists of claims (bills o f ex­
change), governm ent securities (which represent spent capital) and stocks 
(d rafts on  future revenue)’ (C apital, vol. 3 , p. 469). M arx  spends pages 
gleefully recounting exam ples o f how  the ‘height o f distortion’ occurs within 
the banking sector o f  the credit system. The severity o f the threat to the 
quality  of m oney is obvious.

The response, as we saw  in section I above, is to create a hierarchy o f 
institutions w ith  the express purpose o f protecting the quality o f money. 
W ithin any one country, a central bank typically sits at the apex o f  this 
h ierarchy (we leave aside the international aspects o f  the problem  for the 
m om ent). If the central bank  is to succeed in its task, it must prevent fictitious 
values from  m oving too far out o f line with real com m odity values. It cannot 
im pose a strict identity — even supposing it had the pow er to do so — because 
th at w ould deny the production  o f  free m oney capital to force new form s o f 
accum ulation . N o r  can it let the creation o f credit m oneys run wild. Herein 
lies w hat even bourgeois econom ists concede to be the ‘art’ rather than the 
‘science’ of central banking (see N iehans, 1978, ch. 12).

Th e result, however, is that ‘the central bank is the p ivot o f the credit 
sy stem ’ and ‘the metal reserve, in turn, is the pivot o f the ban k ’ (C apital, vol. 
3, p. 572). Stripped o f its direct tie to a m oney com m odity im plied by the 
p h rase  ‘m etal reserve’, this m eans that the central bank necessarily regulates 
the flow o f credit in seeking to preserve the quality o f money. A  tension exists, 
then, betw een the need to sustain  accum ulation through credit creation and 
the need to  preserve the quality o f  money. If the form er is inhibited, we end up 
with an overaccum ulation  o f com m odities and specific devaluation. If the 
quality  o f m oney is allow ed to  go  to the dogs, we have generalized devalua­
tion through chronic inflation. Thus are the dilem m as o f modern times neatly 
presented.

T h e m onetary  an d  financial system s a re  united within the banking system,
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and , within the nation state, the central bank becom es the supreme regulatory 
p ow er. W hat in effect happens is this; the credit system provides a means to 
discip line individual capitalists and even whole factions of capital to class 
requirem ents. But som eone has to regulate the regulators. The central bank 
strives to  fulfil that function. But to the degree that these regulatory pow ers lie 
w ithin the hands o f  a specific faction  o f capital, they are alm ost bound to be 
perverted and undermined. This brings us directly to the whole question o f 
state involvem ent in m onetary  and financial affairs.

4  S ta te  institutions

M o d ern  credit system s typically exhibit a high degree o f integration between 
private  and state activities, while a whole branch o f the state apparatus is now 
given over to  the direct or indirect managem ent o f the credit system. The 
reason s for such a high degree of state involvement are not hard to pin down.

A ccum ulation  requires a free, untramm elled and continuous flow of 
interest-bearing m oney capital. T h is flow  has to be sustained in the face o f 
over-speculation , distortion and all the other ‘insane form s’ th at the credit 
system  inevitably spaw ns. R egulation  o f some sort is plainly required if the 
circu lation  of interest-bearing capital is to proceed free of severe and chronic 
d isruption . The ability o f the money capitalists — the bankers and financiers — 
to regulate them selves (no m atter how perspicacious they may be as regards 
their obligation s to the capitalist class as a whole) is strictly limited by their 
com petitive stance vis-a-vis each other and their factional allegiance within 
the internal structure of capitalist class relations. Regulation o f a limited sort 
can be achieved under oligopoly (the ‘big five’ banks in Britain did a fairly 
g o o d  job  o f regulating themselves until recently, for exam ple), but firm 
regu latory  pow ers necessarily rest on m onopoly, and the latter must necessar­
ily be brough t under state regulation. The central banks are, therefore, not 
only the p ivo t o f the m odern credit system, but a central control point within 
the state app aratus.

T h e need fo r  state regulation does not begin an d  end with the central bank, 
how ever. T o  the degree that the money cap italists fa il to regulate their ow n 
excesses, so the state has to step in to elim inate the w orst form s o f abuse on 
the stock  exchange (‘stock-w atering’ and other kinds o f swindling), while 
barriers to the supply o f money capital can be removed by state guarantees for 
d epo sits and savings. The state may also find it necessary to stimulate certain 
kin ds o f credit flow for econom ic or social reasons (housing finance is usually 
set aside  as a special kind o f  credit m arket for this reason). The state m ay even 
set up special purpose credit institutions (for agricultural credit, development 
pro jects in depressed areas, small business loans, student loans, etc.). The 
credit system  is, then, a  m ajor field o f action for state policy.

In m any respects, these state interventions can be view ed as optional or
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contingent because they depend u pon  the success or failure of money 
cap ita lists in regulating themselves or upon the general state o f class struggle 
as expressed  through and within the state apparatus. It would likewise be 
foo lish  to deny that m onetary and fiscal policy has a strong and overwhelm­
ing political content. But it is also necessary to understand that the state can 
never escape its general ob ligation  to regulate, and that institutionalized state 
intervention is an inevitable response to the internalization and exacerbation 
of the contrad ictory forces of capitalism  within the credit system itself.

Put in social term s, this implies that the pow ers o f the state have to be 
invoked to regulate the operations o f the money capitalists; and this leads 
im m ediately to the question, who controls the state? Put in more general 
theoretical term s, w e find that the pow erful contradictions mobilized within 
the credit system  can be contained only by appeal to the higher-order 
institutionalized arrangem ents characteristic o f the state apparatus; and that 
leads us to consider how the fundam ental class antagonism s between capital 
an d  labour as well as between various factions o f both are internalized within 
the state. These are, o f course, huge and im portant questions. They are, 
unfortunately , beyond the scope o f the present w o rk .19

19 Unfortunately, much o f the recent M arxist theorizing on the state is rather badly 
inform ed when it comes to understanding the relation between the state and the 
money and credit systems. This latter relation is, in my view, quite fundamental to 
interpreting much o f what the state does as well as the differentiated structure o f state 
institutions under capitalism. The outstanding quality o f de Brunhoff s work derives 
precisely from  her sensitivity to this relation.
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Finance Capital and its 
Contradictions

The concept o f  finance capital has a peculiar history in M arxist thought. 
M a r x  h im self did not use the term, but bequeathed a mass o f not very 
coherent w ritings on the process o f circulation o f different kinds o f  money 
cap ita l. Th e im plied definition o f finance capital is o f a particular kind of 
circulation  process o f  capital which centres on the credit system. Later writers 
have tended to abandon  this process viewpoint and treat the concept in terms 
of a p articu lar configuration o f factional alliances within the bourgeosie — a 
p ow er bloc which wields immense influence over the processes o f accum ula­
tion  in general. Yet, apart from  H ilferding’s basic w ork on the subject and the 
influential replication  o f  some o f his ideas in Lenin ’s seminal essay on im­
perialism , the concept has rem ained quite unanalysed. It has passed into the 
fo lk lo re  o f M arx ian  theory with hardly a flutter o f debate.

From  this privileged dom ain, the concept is periodically resurrected by 
M a rx is ts  w h en everit is deem ed polem ically or scientifically appropriate. The 
use o f the concept by this or that writer frequently draw s critical com ­
m entary, o f course, and occasionally bitter debates erupt over questions such 
a s : do  bankers control corporations or do corporations control ban k s?1 The 
d ebates typically centre, however, on the m anner in which a pow er bloc 
called  ‘finance cap ita l’ is constituted and the relative importance o f this 
p ow er bloc vis-a-vis other pow er blocs. The rationale fo r constituting such a 
p ow er bloc in the first place, the social necessity o f its existence, is not 
generally  questioned.

T h e aim of this chapter is to contrast the process view of finance capital 
w ith the pow er bloc view, and to show  how an exploration o f the former, 
w ith p articu lar em phasis upon its internal contradictions, helps identify the 
countervailing forces that sim ultaneously create and undermine the form a­
tion  o f coherent pow er blocs within the bourgeoisie. At the sam e time I shall 
also  argue that the proper understanding o f the processes has a certain

1 See the debate between Fitch and Openheimer (1970) and Sweezy (1971) and its 
various echoes in Herman (1973; 1979) and Kotz (1978).
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priority  in M arx ian  theory because it yields us m uch deeper insights into the 
dynam ics o f  accum ulation  and crisis form ation than can any am ount o f 
delving into the m echanical intricacies o f pow er bloc form ation. The chapter 
therefore concludes with a ‘second-cut’ theory o f crises which strives to 
integrate an understanding of the contradictions inherent in finance capital as 
a p rocess with the understanding o f  the problem s o f disequilibrium in pro­
duction  laid out in chapters 6 and 7.

I T H E  C R E D I T  S Y S T E M  A C C O R D I N G  T O  M A R X

In chapter 9 we considered in detail the various technical functions and 
benefits the credit system  confers upon the circulation o f  capital. Taken as an 
integrated  whole, the credit system may be viewed as a kind o f central 
nervous system  through which the overall circulation o f capital is co­
ordinated . It perm its the reallocation o f money capital to and from  activities, 
firm s, sectors, regions and countries. It prom otes the dovetailing o f diverse 
activities, a burgeoning division o f labour and a reduction in turnover times. 
It facilitates the equalization o f the rate o f profit and arbitrates between the 
forces m aking for centralization and decentralization o f capital. It helps 
co-ordinate the relations between flow s o f fixed and circulating capital. The 
interest rate discounts present uses against future requirements while form s 
o f fictitious cap ital link current money capital flows with the anticipation of 
future fruits o f  labour.

Interest-bearing cap ita l can perform  all these roles because money repre­
sents general social power. W hen concentrated in the hands o f the capitalists 
-  a concentration  that reflects the appropriation o f  surplus value -  money 
therefore com es to express the pow er o f capitalist property outside o f  and 
extern al to any specific process o f  com m odity production. M oney capital, 
when m obilized through the credit system, can operate as the common capital 
o f  the cap italist class (C apital, vol. 3, p. 368).

Properly organized and m anaged, the money capital am assed through the 
credit system  has the potential to fine-tune the engine o f accumulation 
through soph isticated  co-ordination o f  investment decisions across an 
econom y. Indifferent to any specific em ploym ent, this money capital can be 
used to im pose the w ill o f the capitalist class as a collectivity upon  individual 
cap italists. T o  the degree that individual capitalists, acting in their own 
self-interest and seeking to m axim ize their profits in a competitive environ­
m ent, ad o p t technologies and m ake decisions that are inconsistent with 
balan ced  accum ulation , so does the credit system  offer up the hope o f 
controlling such errant behaviour. The deep contradiction between indi­
v idu al behaviours and class requirements, which, we argued in chapter 7, 
exercises such a pow erful de-stabilizing influence over the path o f accum ula­
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tion , app ears controllable, perhaps even reconcilable. Stability can  be 
im posed  upon  an otherwise anarchistic an d  unco-ordinated capitalism 
through the proper organization  and m anagem ent o f the credit system. O r so 
it seem s.

Th e im m ense potential pow er th at resides within the credit system deserves 
further illustration. Consider, first, the relation between production and 
consum ption  (see chapters 3 and 6). A proper allocation of credit can ensure a 
quantitative balance between them. The gap between purchases and sales — 
the b asis fo r  M a r x ’s rejection o f Say ’s Law  — can be bridged, and production 
can be harm onized with consum ption to  ensure balanced accum ulation. Any 
increase in the flow  o f  credit to housing construction, for exam ple, is o f little 
ava il today  w ithout a parallel increase in the flow o f m ortgage finance to 
facilitate housing purchases. Credit can be used to accelerate production and 
consum ption  sim ultaneously. Flow s o f fixed and circulating capital can also 
be co-ordinated  over time via seemingly simple adjustm ents within the credit 
system . A ll links in the realization process o f capital bar one can be brought 
under the control o f the credit system. The single exception is o f the greatest 
im portance. W hile inputs can be acquired and outputs disposed o f  with the 
aid o f credit, there is no substitute for the actual transform ation o f nature 
through the concrete production  o f use values. The latter can be subjected to 
overall c lass control only to the degree that financier and industralist become 
one (an idea that both Lenin an d H ilferd in g  later take up).

C onsider, secondly, those ‘ antagonistic’ relations o f  distribution that act as 
a barrier to the production  and realization o f surp lus value as a continuous 
p rocess. C annot the distributional shares o f wages, rents, interest, taxes and 
profit o f enterprise be m odified by way o f the credit system? W ages can 
certain ly be w hittled aw ay by credit-fuelled inflation, and workers’ savings 
can likew ise be m obilized as cap ital through the credit system, perhaps to be 
devalued at tim e o f  crisis (C apital, vol. 3, p. 508). And then there are the 
variou s ‘secondary form s o f  exp lo itation ’ — m ortgages and consumer credit, 
fo r  exam ple — whereby w orkers real incomes can be modified (p. 609). 
Furtherm ore, the buying and selling o f titles to future revenues o f any sort 
in tegrates other aspects o f  distribution (the appropriation  o f  rents, taxes and 
profit o f enterprise) into the general system o f  circulation o f money capital. 
T he credit system  also  facilitates the centralization o f capital, and allows 
cap ita l to break  free from  the fetters o f  the family firm and to operate as 
co rp o rate  cap ital; the distributional arrangem ents within the capitalist class 
can thereby be altered and the degree o f  centralization—decentralization (see 
ch apter 5) m anaged. If there is a perfect set o f  distributional arrangem ents for 
en suring balanced accum ulation, then banking and credit provide potential 
m eans fo r converging upon such an equilibrium point.

On the surface, at least, the credit system contains the potential to straddle 
an tago n ism s between production  and consum ption, between production and
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realization , betw een present uses and future labour, between production and 
distribution . It also provides m eans to arbitrate between the individual and 
class interests o f cap italists and so to contain the forces m aking for crises. 
A rm ed with such a  potentially pow erful w eapon, the capitalist class has every 
incentive to perfect it. And there is indeed abundant evidence that each 
successive crisis o f  capitalism  has pushed the credit system into new configu­
ration s in the course o f its resolution (the radical transform ation o f financial 
structure in the United States in the 1930s provides a splendid exam ple). All 
o f which confirm s the basic message conveyed in chapter 9: that capitalism 
could  not fo r long survive in the absence o f a credit system, which daily grows 
m ore soph isticated in the co-ordinations it permits.

So how  is it that crises still occur? M a rx ’s answ er is that credit ‘suspends 
the barriers to the realization o f capital only by raising them to their m ost 
general fo rm ’ (G rundrisse, p. 623). W hat he m eans is that the use o f credit 
tends to make m atters worse in the long run because it can deal only with 
prob lem s that arise in exchange and never with those in production. And 
there are, besides, a whole host o f circum stances in which credit can generate 
erroneous price signals to producers and so aggravate the tendencies towards 
d isproportion ality  and over-accum ulation. Let us examine some o f these 
circum stances.

F irst, the equalization  o f  the rate o f profit the credit system facilitates 
perfects com petition and accelerates rather than diminishes the striving to 
gain relative surplus value through technological change. It also ensures that 
com m odities trade at prices o f production rather than according to values. 
Since the accelerating pace o f technological change and the erroneous p ro­
duction  signals given by prices o f production  lie behind the tendency for 
over-accum ulation  in the first place, it follow s that in this respect credit 
exacerbates rather than dim inishes the tendency tow ards disequilibrium.

Secondly, the credit system  confers a certain independent pow er upon the 
financiers and sets them apart as representatives o f ‘capital in general’ . A 
‘c la ss ’ of bankers and other middlemen inserts itself between savers (many of 
w h om  belong to a ‘c la ss ’ o f moneyed capitalists) and the ‘industrial class of 
cap ita lists ’ (G rundrisse, p. 852). The m anagers o f joint stock companies also 
congeal into a separate class o f m anagers o f other people’s money (C apital, 
vol. 3, pp. 3 8 6 - 9 0 ) .  The growth o f the credit system spawns new factions or 
‘c la sse s’ (M arx  often uses that term to describe them) within the bourgeoisie. 
The different classes o f  m oneyed capitalist, financiers and m anagers are 
su pposed ly  responsible for the deploym ent o f interest-bearing capital as the 
com m on  capital o f  the capitalist class as a whole. They should, presum ably, 
a llo cate  m oney capital to facilitate accum ulation in general. Yet, as individu­
als, they are bound by competition to act in their own immediate self- or 
factional interest.

A dvantageously  positioned as they are, the bankers and other ‘gentlemen
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o f  high finance’ can set about exploiting the credit system ‘a s  i f  it were their 
own private cap ita l’ and thereby can appropriate ‘a good deal o f the real 
accu m u lation ’ a t the expense o f  industrial capital (Capital, vol. 3, p. 478). 
Th e ‘enorm ous centralization ’ possible via the credit system gives to ‘this 
cla ss o f p arasite s the fabulous pow er, not only to periodically despoil indust­
rial cap ita lists, but also  to interfere in actual production  in a m ost dangerous 
m an n er’ (p. 545 ). The concentration o f the external social pow er o f money in 
the h an ds o f a  financial oligarchy is not, apparently, an unm ixed blessing.

B ecau se the pow er vested in the com m on capital o f the class is open to 
indiv idual appropriation  and exploitation, the credit system becomes the 
locus o f intense factional struggles and personal power plays within the 
bou rgeoisie . The outcom e o f such power struggles is plainly important. Yet 
M a rx  p ay s singularly little attention to this aspect o f affairs. It is alm ost as if 
he regards it as a self-evident conflict on the surface o f bourgeois society, a 
conflict that conceals a much deeper set o f underlying relations between the 
circulation  o f interest-bearing m oney as capital and the processes o f produc­
tion  o f surp lus value. In this chapter I hope to show  that the theory o f finance 
cap ital as a process, as opposed to a particular set o f institutional arrange­
m ents or a catalogue o f who is dom inating whom  within the bourgeoisie, 
reveals a  great deal about the contradictory dynam ics o f accumulation that 
w o u ld  otherw ise remain hidden.

Th e third barrier that prevents the credit system  from  functioning as a 
fine-tuner o f accum ulation  arises because money capital is not particularly 
discrim inating as to where it com es from  or where it flows to. The savings o f 
all social classes, for exam ple, are lum ped together so that everyone assum es 
the role o f  saver no m atter w hat his or her social position. W orkers’ savings 
blend with those o f moneyed capitalists in w ays that often render them 
indistinguishable. The money pow er assem bled via the credit system has an 
extraord in arily  b road  social base. Any sh ift in the propensity to save on the 
p art o f any class in society can alter the balance o f pow er between financiers 
and other classes, particularly industrial capitalists.

M oney cap ital is equally indiscrim inate as to its uses since it typically flows 
to  app rop riate  revenues o f no matter w hat sort. While this permits the 
circulation  o f interest-bearing capital to integrate and perhaps even discipline 
governm ent, consum er and producer debt, speculation in stocks and shares, 
com m odity  futures and land rent, there is nothing to prevent speculative 
investm ent in the appropriation  o f revenues from  getting entirely out o f hand. 
W orse still, an accum ulation  o f claim s can appear as an accumulation of 
m oney capital and the claim s can continue to circulate even though they may 
have no basis in actual production. Speculation in titles to totally  unproduc­
tive land, for exam ple, can fuel a fictitious accum ulation process if these titles 
can be used as collateral for other sales and purchases. A spectacular exam ple 
occurred  in the United States in the 1830s, when land titles held by individu­
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als an d  banks effectively acted as money — the p ap er boom  cam e to  a jarring 
halt when President Jack son  insisted that all payments tow ards purchase of 
federal lands be m ade in specie. Circum stances frequently arise, then, in 
w hich, ‘all cap ital seem s to double itself, and som etim es treble itself, by the 
variou s m odes in which the sam e capital, or perhaps even the sam e claim on a 
debt, app ears in different form s in different hands’ (Capital, vol. 3, p. 470).

W hat started  o u t  by appearing as  a sane device for expressing the collective 
interests o f the cap italist class, as a m eans for overcom ing the ‘immanent 
fetters and barriers to production ’ and so raising the ‘m aterial foundations’ of 
cap ita lism  to new levels o f perfection, ‘becom es the main lever for over­
p rodu ction  and over-speculation.’ The ‘insane form s’ of fictitious capital 
com e to the fore and allow the ‘height of distortion ’ to take place within the 
credit system . W hat began by appearing as a neat solution to capitalism ’s 
contrad iction s becom es, instead, the locus o f a problem  to be overcome.

The credit system perm its, M a rx  concludes, ‘an enorm ous expansion  o f the 
scale o f  production  and or enterprises’, the replacement o f the individual 
cap ita list by ‘so cial’ and ‘associated ’ form s o f capital (joint stock com panies, 
co rporation s, etc.), the separation o f m anagem ent from  ownership, the crea­
tion o f m onopolies that call forth state interference, and the rise o f a ‘new 
financial aristocracy ’. It thereby ‘accelerates the material development o f  the 
productive forces’ and establishes the w orld m arket. But it also accelerates 
crisis form ation  and brings the ‘elements o f disintegration’ o f capitalism  to 
the fore. M arx  calls this the ‘abolition o f the capitalist m ode o f production 
within the cap italist m ode o f production itself, and hence a self-dissolving 
contrad iction  (C ap ita l, vol. 3 , pp. 4 3 8 —4 1 ).

M a rx  did not elaborate much o n  these ideas but history has, and so have a 
num ber o f subsequent M arx ist com m entators. So we must consider how 
M a r x ’s ideas have been interpreted, fleshed out and adapted to fit the realities 
o f  twentieth-century financial operations. In so  doing, however, we should 
bear in m ind that M arx  nowhere fully explains exactly what he m eans by the 
high-sounding, very abstract and som ew hat elusive phrase, ‘a self-dissolving 
co n trad iction ’ . The aim , then, is to come up with an interpretation o f that 
p h rase  and see how well it reflects the dilemmas o f the use o f credit under 
cap italism .

II F I N A N C E  C A P IT A L  A C C O R D I N G  T O  L E N I N  A N D  H I L F E R D I N G

‘The twentieth century,’ Lenin wrote, ‘m arks the turning point from  the old 
cap ita lism  to the new , from  the dom ination o f  capital in general to  the 
dom ination  of finance cap ita l.’ The banks, he argued, could concentrate the 
so cial pow er of money in their hands, operate as ‘a single collective capitalist’, 
an d  so  ‘subord inate to  their w ill’ not only all commercial and industrial
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op eration s bu t even whole governm ents. To the degree that industrialists seek 
m on op oly  pow er — largely through the centralization o f capitals — industrial 
and ban k in g  cap ital tend to coalesce. ‘Finance cap ital’ is defined, then, as ‘the 
b an k  cap ital o f a  few very big m onopolist banks, merged with the capital of 
the m o n op olist association s o f industrialists.’2

A controlling ‘financial oligarchy’ arises on the basis o f finance capital. It 
system atically  transform s the capitalist m ode o f production and projects the 
internal contrad ictions of capitalism  upon the world stage in a new way. ‘It is 
beyond d o u b t,’ Lenin writes, that ‘cap italism ’s transition to the stage of 
m onopoly  cap italism , to finance capital, is connected with the intensification 
of the struggle for the partitioning o f the w orld .’ Im perialism , he continues, ‘is 
cap ita lism  at that stage o f developm ent at which the dominance o f m ono­
p olies and finance capital is established; in which the export o f capital has 
acqu ired  pronounced im portance; in which the division o f the w orld am ong 
the in ternational trusts has begun, in which the division o f all territories o f the 
g lobe am on g the biggest capitalist pow ers has been com pleted.’ The inherent 
contrad iction s o f capitalism  are now  expressed in terms o f an ever more 
dram atic  uneven development o f capitalism  and a radical re-structuring of 
class relations. A dom inant financial oligarchy backed by ‘financially pow er­
ful sta te s’ buys labour peace in the ‘core’ countries by encouraging the 
form ation  o f a ‘labour aristocracy ’, while the rest o f the world is driven 
deeper and deeper into states o f dependency, subservience and rebellion. 
C om petition  within the financial oligarchy and between the financially 
pow erfu l states is heightened rather than diminished. The end result: inter- 
im peralist rivalries and wars. Thus does Lenin, beginning with the concept 
of finance capital, arrive at a stunning analysis o f twentieth-century 
im perialism .

Y et the theoretical content o f Len in ’s argum ent is by no m eans clear. He 
now here elaborates on the concept o f finance capital, and the exact m anner in 
w hich it transform s the internal contradictions o f capitalism into inter­
im perialist rivalries remains obscure. H e drew many o f his ideas, som ew hat 
eclectically, from  the rather disparate fram ew orks o f thought proposed by 
H o b so n , Bukharin and H ilf erding.3 Only the latter gives a very firm theoreti­
cal groun ding to the concept o f finance capital within a M arxian  fram ework. 
W hile Lenin w as strongly critical o f  H ilferding’s political line, he appears to

2 Lenin (1970 edn, vol. 1, p. 703); the subsequent quotes are all from Imperialism, 
the H ighest Stage o f  Capitalism.

3 H obson  (1965 edn), Hilferding (1970 edn) and Bukharin (1972a). Bukharin’s 
work was published after that o f Lenin’s but was presumably influential since Lenin 
wrote a preface to it at least a year before he published his own work on the subject. 
Lenin’s extensive background reading, as manifest in his notebooks, is documented by 
Churchw ard (1959), and the contribution o f Hobson has been critically examined by 
Arrighi (1978).
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accept w ith  but one reservation the basic  conception o f finance capital that 
H ilferding advances. The single reservation concerns H ilferding’s ‘m istaken’ 
views on m oney.4 Lenin leaves us in the dark  as to the nature o f that mistake. 
W e will shortly see how  crucial an error it was. But first we m ust consider 
H ilferd in g ’s contribution.

H ilferdin g faithfully replicates M a rx  in the overall form at o f his argument. 
H e begins by exam in ing the various form s o f money before proceeding to 
show  — as we did in the previous chapter — how  and why credit is essential to 
the perpetuation  of cap ital accum ulation. Initially, the banks merely mediate 
m oney flow s, but the progress o f accum ulation puts increasing quantities of 
m oney capital in the hands o f the banks which then have no choice but to ‘fix 
an ever-grow ing part o f their capitals in industry’ and to integrate their 
activities with those o f industrial capital. Since industrialists derive com peti­
tive advan tages (particularly with respect to scale o f operation) from  access to 
ban k  cap ital, they m ust increasingly look to external sources of loan capital. 
F inance cap ital, says H ilferding (with Lenin’s approval),

significes the unification o f  capital. The previously separate spheres of 
industrial, com m ercial and bank capital are now placed jointly under 
the direction o f  high finance, in which captains o f industry and the 
ban k s are united in intim ate personal union. This association has as 
its b asis the abolition  o f free com petition o f individual capitalists by 
the big m onopolistic associations. This naturally has as a consequence 
a change in the relationship o f the capitalist class to state power. 
(H ilferding, 1970 edn, p. 409)

H ilferding dw ells at length, again  with Lenin ’s approval, upon the institu­
tional m an ifestation s o f this unity — the creation o f m onopolies, trusts, 
cartels, stock exchange operations and so on. H e points out that speculation 
in property  titles — fictitious form s o f capital — necessarily plays a crucial role. 
The rise o f  a financial oligarchy changes the dimensions o f class struggle in 
im portan t w ays. H ilferding assum es that the state becomes an agent of 
finance capital and that finance capital operates as national capital on the 
w orld  stage. H e then develops a particular interpretation o f imperialism and 
its contradictions. The chain o f argum ent is as follows.

Th e rise o f  finance capital (itself a necessary step to perpetuate capitalism) 
ca lls forth  state interference just as M arx  envisaged. State policies, forged in 
response to the requirem ents of finance capital, m ake the export of capital 
rather than com m odities a prim ary concern. Relations between states (com­
petition , protection , dom ination and dependency) transform  the internal 
contrad iction s o f capitalism  into conflict-ridden uneven development on the 
w orld  stage. The contradictions are now expressed in terms o f an imbalance

4 Lenin (1970 edn, vol. 1, p. 678). Lenin’s views on the shortcomings o f Hilferding’s 
w ork are set out in Churchward (1959, p. 79).
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o f forces between m onopolistic and non-m onopolistic sectors, between the 
financial oligarchy and ‘the rest’ as well as between nation states. They 
orig inate in the basic processes o f capitalist development.

H ere H ilferding (1970  edn, ch. 17) appeals to a particular version of 
M a r x ’s crisis theory. V ariations in the value com position o f capital, he 
argu es, distort price signals and generate im balances between departm ents 
(p roducin g means o f production and wage goods), between production and 
consum ption , between fixed and circulating capital, etc. Cartels and m ono­
p olies can control the pace o f technological change as well as prices, but this 
sim ply exacerbates price distortions between m onopolistic and non- 
m on op olistic  sectors — ‘the dislocations in the regulation o f prices, which 
eventually lead to disproportionalities and to contradictions between the 
cond itions of surplus value production  and realization, are not modified by 
the cartels but only made more acute’ (H ilferding, 1970 edn, p. 401). Cartels, 
in short, cannot abolish  crises. The credit system , even though under the total 
dom in ation  o f a financial oligarchy, likewise fails because the interest rate 
m ust, in the final analysis, be explained by the dynamics o f production o f 
su rp lus value rather than  the other way round. A ny attem pt to  fashion credit 
m oneys to stabilize this inherently unstable system will ultimately result in a 
financial crisis. H ilferding then invokes, w ithout further explanation, M a rx ’s 
view that in the course o f a crisis the system necessarily returns to its 
‘m onetary  b a sis ’, casting o ff the num erous fictitious capitals acquired during 
the p h ase  o f  prosperity  (1970  edn, p. 372). Protectionism, imperialism and 
relation s between states as well as between m onopolistic and non- 
m on op olistic  sectors are treated as particular expressions, modified by the 
o ligarch ic character o f finance capital, of these basic tendencies towards crisis 
form ation .

Lenin  differs from  H ilferding in two respects. First, while he seems to 
accept the identification o f finance with national capital in the case o f the 
m ain  im perialist pow ers, he often switches to a supra-national conception of 
finance cap ital — a position  sim ilar to that o f  H obson  — when it comes to 
analysin g the general condition o f w orld capitalism . Lenin’s form ulation is, 
in this respect, m ore am biguous than H ilferding’s.5 Secondly, he refers to 
H ilferd in g ’s m istake with respect to the theory o f money. Lenin does not 
enlighten us as to the nature or im plications o f this m istake. De Brunhoff has 
recently confronted it directly. It is very im portant and w arrants discussion.

H ilferding, de B run h offargu es (1 9 7 1 ,pp. 81—93), fo llow s M arx  in form at 
only. His view of finance cap ital as a unity o f banking and industrial capital 
leads him to construct a ‘financial theory o f m onetary phenomena’, where

5 Churchward (1959, p. 78) indicates that Lenin even questioned Hilferding’s basic 
concept o f  finance capital, writing in his notebooks, ‘Isn’t finance capital =  bank 
capital sufficient?’ The difference between H obson and Hilferding is stressed by 
Arrighi (1978).
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M a rx  built a ‘m onetary theory o f finance’ . Th e difference is im portant. M arx 
bu ilt his theory o f  m oney out o f an analysis o f commodity production and 
exchange without reference to the circulation o f capital. In so doing, he first 
identified the contradiction  between money as a m easure o f value and money 
as a m edium  of circulation in order to lay the basis for understanding how 
that contrad iction  is heightened when money circulates as capital. This 
contrad iction  d isappears alm ost entirely from  H ilferding’s work. M onetary 
phen om ena are reduced to ‘pure organs o f capitalist financing’, completely 
under the control o f finance capital. Hilferding depicts finance capital as both 
hegem onic and controlling, whereas M arx  portrays it as necessarily caught in 
its own web o f internal contradictions. The central contradiction for M arx 
lay betw een w hat he called the financial system  (credit) and its monetary 
basis. H ilferding quotes M a rx ’s view that a return to the m onetary basis is 
essential during crises, but he fails to explain why or how. This is the topic we 
now  take up.

Ill T H E  C O N T R A D I C T I O N  B E T W E E N  T H E  F I N A N C I A L  S Y S T E M  
A N D  ITS M O N E T A R Y  BASIS

M a rx  frequently asserts that, in the course o f a crisis, capitalism  is forced to 
aban d on  the fictions of finance and to return to the w orld of hard cash, to the 
eternal verities of the m onetary basis. He jokingly characterizes the m one­
tary system as ‘essentially a Catholic institution, the credit system essentially 
P rotestan t’ because the latter is pow ered by faith in ‘m oney value as the 
im m anent spirit o f  com m odities, faith in the m ode o f production and its 
predestined order, faith in the individual agents o f production as mere 
personification s o f self-expanding cap ital.’ But, he goes on to point out, ‘the 
credit system does not em ancipate itself from  the basis o f the m onetary 
system  any m ore than Protestantism  has em ancipated itself from  the founda­
tions o f C ath olic ism ’ (C apital, vol. 3, p. 592). Though credit frequently 
‘crow d s out m oney and usurps its p lace ’, the central bank always remains ‘the 
p ivo t o f the credit system ’ and ‘the metal reserve, in turn, is the pivot o f the 
b a n k ’ (p p .5 7 2 —3). Put another way, ‘money — in the form o f precious metal — 
rem ains the foundation  from  which the credit system, by its very nature, can 
never detach itself’ (p. 606).

It is vital to understand what M arx  meant by all o f this. At first sight his 
ideas appear som ew hat dated because he explicitly appeals to the precious 
m etals as the ‘p ivot’ o f  the m onetary system — a peculiarly nineteenth-century 
notion . But if we enquire into the logic o f M a rx ’s argum ent we can identify a 
very im portant principle which applies to capitalism  in general.

The inevitability o f the contradiction between the financial system, and its 
m onetary  basis can be traced back directly to the dual functions o f money as a
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m easu re o f  value an d  a s  a m edium  o f circulation. When money functions a s  a 
m easu re of value it must truly represent the values it helps to circulate. M oney 
here ‘is in reality nothing but a particu lar expression of the social character of 
lab o u r and its p rodu cts’ — an external, socially accepted m easure of the value 
em bodied  in com m odities. The reason for pinning that m easure to a specific 
m etal — such as gold — is to ensure that the m easuring rod, when it takes on 
m aterial form , is as precise and unam biguous as possible. The contradiction 
in so  doing, of course, is that the product o f a concrete, specific labour process 
— gold, for exam ple is treated as the m aterial representation o f abstract 
lab ou r. W hen money functions as a medium  o f circulation, on the other hand, 
it m ust divorce itself from  the ‘true’ representation o f value, perm it market 
prices to deviate from  values and prove itself the flexible lubricant o f an 
exchan ge process that is unpredictable and perpetually changing. Paper 
m oneys and credit m oneys can operate unrestrainedly and creatively in this 
respect.

U nder sim ple com m odity production  and exchange, these two aspects of 
m oney exist in an uneasy and antagonistic relation to each other. Indeed, the 
c irculation  o f capital, as we noted in chapter 1, arises in part to bridge the gap  
betw een the ‘inherent’ value o f gold and the ‘reflected’ value o f money 
as m easu red  again st the value o f the com m odities which that money 
circulates.

A study o f  the processes o f circulation o f capital indicates, however, that 
cap ita lism  must evolve a sophisticated credit system  and create fictitious 
form s o f capital if it is to survive. The ‘fictitious’ aspects o f m oney—credit and 
p ap er  ‘m oneys’ — are pushed to extrem es, and their links to the actualities of 
so c ia l labou r becom e ever m ore tenuous. If social labour is firmly represented 
by the m oney com m odity (gold), then we can argue that the separation 
betw een money in this latter sense and finance is exacerbated by the circula­
tion o f  capital. Th is is what M arx  m eant by the concept o f a contradiction 
betw een the financial system and its monetary basis. Let us explore the nature 
of this contradiction  a little m ore explicitly.

C onsider, for exam ple, w hat happens when credit money and ‘fictitious 
form s o f  va lue ’ usurp the p lace o f  the money com m odity. If the pace o f credit 
creation  keeps pace with the socially necessary labour perform ed in society, 
then the effects o f  credit are beneficial rather than harm ful with respect to the 
circulation  o f  capital. But there is little to prevent credit creation from  getting 
entirely out o f  hand, while, on the other hand, the problem  of over­
accum ulation  lurks perpetually in the background. If the fictitious values turn 
out not to  be backed by the products o f social labour, or if, for whatever 
reason , faith in the credit system is shaken, then capital must find some way to 
re-establish  its footing in the w orld of socially necessary labour. There are 
tw o w ays it can do this. It can either attach all o f its operations firmly to the 
m oney com m odity  (gold) as the ultim ate m easure o f value, or it can seek out
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som e other w ay  to establish a direct link with m aterial processes o f actual 
com m odity  production . Both solutions have defects.

In the first case, all values m ust be converted into the money com m odity as 
a test o f the value they represent. This w as the general situation with which 
M a rx  w as fam iliar — ‘as soon  as credit is shaken . . .  all the real wealth is to be 
actually  transform ed into money, into gold and silver — a m ad demand, 
w hich, how ever, grow s necessarily out o f the system itself.’ The sudden surge 
o f dem and for liquidity and convertibility into gold far exceeds the available 
gold and silver, which ‘am ounts to but a few  millions in the vaults o f the 
B an k ’ (C apital, vol. 3, p. 574 ). The result:

It is a basic  principle o f  capitalist production  that money, as an indepen­
dent form  o f value, stands in opposition to com m odities In times of
squeeze, when credit contracts or ceases entirely, money suddenly 
stands out as the only means o f paym ent and true existence o f value in 
abso lu te opposition  to all other com m odities. . . . Therefore, the value 
o f com m odities is sacrificed for the purpose o f safeguarding the
fantastic  and independent existence o f this value in m oney For a few
m illions in m oney, m any m illions in com m odities must therefore be 
sacrificed. This is inevitable under capitalist production and constitutes 
one o f its beauties. (C apital, vol. 3, p. 516)

All of this assum es, however, that paper m oneys are freely convertible into 
the precious m etals. M arx  did not consider the case o f inconvertible paper 
m oneys backed by the pow er o f the state. Under such circumstances — which 
have becom e the rule in the twentieth century — things look very different. We 
have to determ ine whether we are dealing with fundam ental differences or 
sim ply with a change in the form  o f appearance o f the conflict between 
financial and m onetary system s. We can approach  an answer to that question 
step by step.

U nder conditions o f inconvertibility into gold , the burden o f disciplining 
the credit system and fictitious capital falls upon the central bank. By raising 
the rate o f  interest, the central bank can ‘put on the screw, as the saying goes’ , 
increase the co st  o f converting credit moneys into central bank money, a n d so  
cool o f f  speculative fevers an d  keep the creation o f fictitious capital in check 
(C apital, vol. 3, p. 543). By judicious m anagem ent and m anipulation o f the 
interest rate and reserve requirements, a  pow erful monetary authority can 
hope to avoid the devaluation o f com m odities at the sam e time as it preserves 
the quality  o f its ow n money as a ‘true’ reflection o f the value o f social labour. 
Th is im plies that the supply o f central bank money should m atch the growth 
in value productivity in the econom y as a whole. This kind o f policy stance on 
the p art o f a central m onetary authority has become the rule since the 1930s, 
when the blind defence o f money as a m easure o f value entailed such a 
m assive devaluation  o f com m odities that the very survival o f capitalism  was 
at stake.
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M a rx  w o u ld  argue that such a policy stance is founded upon an illusion. In 
the first p lace, the central bank cannot totally isolate itself from world trade 
an d  sever its links with some sort o f international money system: its auton­
om y is lim ited by its foreign exchange position. The national money may end 
up being devalued in relation to other national moneys if the central bank 
actively flouts the rules o f the international money system. And at the interna­
tional level within the hierarchy o f moneys, the ‘notion of money as a measure 
of value refuses to die’ (see above, p. 250). The relation between national and 
in ternational m oneys constrains the pow er o f any central bank. If there is no 
clear definition o f  world money — as has been the case since 1973 — the 
international m onetary system itself falls into crisis.

M a r x ’s second objection is that, even in the absence o f any international 
m onetary  restraints, the pow er o f the central bank, being strictly circumscri­
bed, is totally  insufficient to guard against crisis form ation. There is, we have 
argu ed  (chapter 7), a chronic tendency to produce surpluses o f capital — states 
o f overaccum ulation . We now  have to consider the additional circumstance 
th at fictitious cap itals must necessarily be created ahead o f real accum ulation, 
w hich m eans that ‘the accum ulation o f money-capital m ust always reflect a 
greater accum ulation  o f capital than actually ex ists’ (C apital, vol. 3, p. 505). 
T h is is in no w ay problem atic all the time the real expansion o f  commodity 
values keeps pace with the prior creation o f fictitious capital. But as soon as 
overaccum ulation  becom es evident, the realization o f the fictitious values as 
w ell as values in com m odity form  is threatened. The demand for money at 
such  a p o in t is strictly a dem and for liquidity. A return to the monetary basis 
a t  such a m om ent will surely destroy fictitious capitals and devalue com ­
m odities. Th e only feasible defence by a central bank against such a condition 
is to  print state-backed money to buy up the surpluses and so realize the 
values o f the fictitious capitals. M arx  explicitly rules out such a  solution 
(C ap ita l, vol. 3, p. 490) because he assum es a  money system backed by g o ld -  
the lim ited gold  reserves prevent the central bank from  stepping in and buying 
‘up all the depreciated com m odities at their old nominal values’ .

B u t if the national m oney is  not convertible into gold, then a central bank 
cou ld  indeed print money in order to defend against overaccum ulation and 
devaluation . In so doing, however, it devalues its ow n money. The tendency 
tow ard s overaccum ulation  is converted, in short, into a tendency tow ards 
ram p an t inflation. M arx  did not consider such a possibility or examine its 
im plications. But his failure to do so in no w ay undermines the general 
structure o f his argum ent. D efending the nominal value o f commodities that 
em body  socially  Mwnecessary labour time is as irrational as defending money 
as a pure m easure o f value through blind adherence to a gold standard. 
R am p an t inflation is just as hard to live with as the devaluation of 
com m odities.

W hat M a r x ’s theory tells us, however, is that the contradiction between the
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financial system  an d  its m onetary base ultimately boils down to  a contradic­
tion  betw een ‘cap ital in its money form  and capital in its com m odity form ’
(C ap ita l, vol. 3, p. 460). Under conditions o f overaccum ulation, the capitalist 
class appears to have a choice between devaluing money or commodities, 
betw een inflation or depression. In the event that monetary policy is dedi­
cated to avoiding both, it will merely end up incurring both (as the current 
state o f cap italism  illustrates).

The pow er o f finance capital is evidently very limited. M arx  argued ex­
plicitly, for exam ple, that ‘no kind o f bank legislation can eliminate a crisis’, 
though ‘m istaken  bank  legislation . . . can intensify [it]’ (C apital, vol. 3, 
p. 4 9 0 ). T h is conclusion applies to the whole range o f possible monetary 
polic ies. ‘A s long as the social character o f labour appears as the money- 
existence of com m odities, and thus as a thing external to actual production, 
m oney crises — independent o f or as an intensification o f actual crises — are 
inevitab le’ (p. 517).

The contradictions between the financial system and its m onetary basis 
heighten and becom e ever m ore aw esom e as capitalism  progresses. These are 
the contrad ictions H ilferding m isses entirely because o f his mistaken 
interpretation  o f M a rx ’s theory o f money. The m istake is costly. And while 
Lenin  recognizes the mistake, he does not rectify it but prefers instead to use 
H ilferd in g ’s definition o f finance capital as a vehicle to show how the internal 
contrad iction s of cap italism  are projected on to the world stage.

Yet, buried within those tortured chapters on banking and finance in the 
third volum e of C apital lies a powerful interpretation o f the internal contra­
d iction s within the finance form  o f capitalism  itself. When connected with the 
b asic  theory o f m oney laid out in the first volume o f Capital, we can begin to 
com prehend how  accum ulation for accum ulation ’s sake and the circulation 
o f cap ital split asunder the functions o f money as m edium o f circulation and 
as m easure of value and erect on this basis a deeply antagonistic relation 
betw een the world o f money as a m easure o f the value o f social labour and the 
intricate and com plex world o f financial operations based on credit. M arx  
did not fully analyse all possib le dim ensions to this antagonism  — the poten­
tiality  for devaluation  through inflation or the manner in which the 
an tagon ism  can be expressed as inter-imperialist rivalries and international 
com petition , for exam ple. But his deep insights still have to be appreciated for 
w h at they are, and M arxian  theory extended on this basis.

IV T H E  I N T E R E S T  R A T E  A N D  A C C U M U L A T I O N

T he rate o f  interest on high-quality (central bank) money p lays a vital role in 
regulating the relations between the financial system and its m onetary base. 
T h is resurrects the question: w hat fixes the rate o f interest in general? The
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an sw er arrived at in chapter 9 w as the forces that determine the supply and 
dem an d fo r interest-bearing money capital. The forces m ust now  be 
identified.

O n the dem and side, a distinction m ust first be m ade between the demand 
fo r m oney as a means o f  paym ent and as a m eans o f  purchase. Both relate to 
the circulation  o f cap ital as a whole but occupy quite different moments of 
th at process. The dem and for m oney to launch new production is very 
d ifferent in its signification from the dem and for money to realize values 
a lready  produced. The latter is particularly prevalent at times o f overaccum u­
lation , w hereas the form er is typical o f a state o f heightened competition for 
relative su rp lus value. The tw o dem ands are not independent o f each other, of 
course , and som e kind o f tim e-lagged relationship ex ists between them. A 
dem an d for investm ent credit now will likely lead to a demand for marketing 
credit later.

C ap ita lists are not the only econom ic agents w ho dem and money either as 
m eans o f  purchase or as m eans o f  paym ent. All m anner o f  dem ands emanate 
from  the circulation of revenues. W orkers and bourgeoisie alike seek con­
su m er credit and m ortgage finance (means o f purchase), and also seek to 
m onetize certain assets they hold prior to any actual exchange (means of 
paym ent). The aggregate dem and for interest-bearing money comes from 
both  the circulation  of capital and the circulation o f revenues. But the two 
form s of circulation  are not independent o f each other. An expansion of 
con sum er credit can perform  the sam e function (mediated through the 
m arket) as giving credit to capitalists for inventories of unsold goods on hand. 
C redit is needed to  lubricate the circulation o f capital and revenues and to 
balan ce the relation betw een them. C apital generates revenues, which m ust 
u ltim ately circulate back to capital if the system  is to be reproduced sm oothly. 
The underlying unity between realization through production and realization 
in exchange m ust be preserved.

Th e dem and for money as cap ital is not, therefore, the sole determ inant of 
the rate o f interest, but is p art o f a very much m ore com plex package o f 
dem ands m ade upon  the creditsystem  and its m onetary base. Th e disaggrega­
tion s are im portant. They indicate the diverse points o f origin o f dem and as 
w ell as the diversity of uses to which money can be put. They highlight the 
difficulty o f gau gin g the ‘correct’ (from the standpoint o f  accumulation) 
allocation  o f interest-bearing money to the various activities o f  production, 
circulation , exchange, landlordism , adm inistration, consum ption, etc. They 
ind icate the possibility  — but only the possibility — of failures em anating from 
gap s in the total circulation process o f capital. They dem onstrate more 
concretely how the ‘height o f  d istortion ’ and all m anner o f ‘insane form s’ can 
erupt within the credit system  to destroy the delicate balance that must 
alw ay s prevail between production  and realization through exchange. Above 
all, they sensitize us to  the fact that a dem and for credit can signify quite
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different states within the dynam ic o f accum ulation, ranging all the w ay  from 
overaccum ulation  to untow ard blockages in the circulation of revenues.

The supply o f  interest-bearing money is subject to equally complex 
determ inations. Th is supply, M arx argues, is partly the product o f accum ula­
tion , partly  the result o f ‘circum stances which accom pany [accumulation] but 
are quite different from  it’, and partly the result o f seemingly quite indepen­
dent events (C apital, vol. 3 , p. 507):

(1) Part o f the surplus value produced through accum ulation can be held as 
m oney surpluses by industrialists, m erchants, financiers, landlords and 
the state, while w orkers can also save out o f variable capital. Rather than 
leave these surpluses idle, econom ic agents m ay strive to throw them into 
circulation  as interest-bearing capital.

(2) O veraccum ulation  produces surpluses o f idle money (and therefore a low 
rate o f interest) because o f dearth o f opportunity to em ploy money as 
cap ital in general.

(3) Th e capacity  o f the banking system  to  m obilize money through the 
variety o f techniques already described in chapter 9 can spark an 
accum ulation  of loan  cap ital ‘quite independently o f the actual accum u­
lation ’ (C apital, vol. 3, p. 495).

(4) D ebts and fictitious capital can begin to  circulate a s  loan capital to the 
degree that everyone has faith in the health o f the economy — psychologi­
cal states o f  expectation are, in the short run at least, im portant to that 
p rocess which converts privately contracted debts into the social form  of 
money.

(5) D istributional arrangem ents and the relative pow er o f the factions 
involved can also have a dram atic effect upon the quantity o f money 
accum ulated  in a form  ready for use as interest-bearing money. Land­
lords may squeeze a peasan try ; the state may appropriate from  all classes 
through taxation ; a strong financial oligarchy may use its pow er to 
assem ble vast m oney resources under its com m and; and so on.

(6) An unusual fluctuation  in the money supply (expansion or contraction of 
gold flow  o r printing o f  state moneys) can, in the short run, augment or 
dim inish the total quantity o f m oney available fo r conversion into 
interest-bearing money until the effects are absorbed by price 
adjustm ents.

The jum bled heterogeneity o f  forces that affect supply and demand for 
in terest-bearing m oney guarantees considerable instability in the rate of 
interest. Short-term  fluctuations need not concern us — such as the price o f any 
com m odity , the interest rate oscillates daily as supply and demand equilibrate 
each  other in the m arket. The long-run underlying rate of interest is what 
m atters. A nd there are two possib le mechanisms that m ight give some sem­
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blance o f  o rd er and coherence to  the otherwise jum bled forces affecting 
supply  and dem and.

C onsider, first, the possibility th at the rate  o f interest is dom inated by ‘the 
struggle between m oneyed and industrial cap italists’ over the division o f 
su rp lus value and the ‘price’ o f  capital before it ‘enters into the production 
p ro ce ss ’ (Theories o f  Surplus Value, pt 2 , p. 509). Signs o f  such a struggle 
ab ou n d  in cap italist society. M arx  by no means denies its importance: the 
p o in t is to establish  exactly what it signifies. Is the underlying rate o f interest 
b asically  a reflection o f the pow er relation between industrialists and 
financiers? T o  suppose so would be to relegate all other facets o f interest rate 
determ in ation  (around the circulation o f revenues, for example) to a 
peripheral and purely secondary role. M arx  w as, in general, not averse to 
p uttin g the direct relations o f production in the forefront o f affairs. I shall 
argue, however, that the constant guerilla w arfare between industrialists and 
financiers plays a sim ilar kind o f role to the struggle between capital and 
lab o u r over the w age rate (see chapter 2): in the final analysis it is but a part of 
a  whole com plex o f  social processes that m ust serve to keep the interest rate 
close to an equilibrium  position  defined in relation to sustained accum ula­
tion. An im balance in the pow er relation between industry and finance will 
force departure from  equilibrium and so  threaten accum ulation. From  this it 
fo llow s that the survival o f  capitalism  depends upon the achievement o f 
som e kind o f  proper balance o f pow er between industrial and financial 
interests. T h is is an im portant conclusion, because it suggests that the pow er 
o f finance capital (however that pow er bloc is institutionalized and defined) is 
necessarily  a constrained pow er, and can never be unlimited or totally 
hegem onic.

T h is still leaves us in the dark  as to w hat fixes the underlying rate of 
interest. The only option is to conceive o f an equilibrium  rate o f interest in 
relation  to accum ulation. Such an equilibrium  can be defined in term s o f the 
relation  between the circulation o f interest-bearing money on the one hand 
and the activities o f production  and consum ption (realization) on the other. It 
op erates a t the poin t where the circulation o f revenues and cap ital necessarily 
intersect. Precisely because the credit system  is a  centralized co-ordinator, the 
interest rate has to m ove in a w ay that helps to sustain both the production 
and realization  o f surplus value on a sustained basis.

So  why bother w ith  such an elaborate enum eration o f the forces that affect 
the dem and and supply  o f interest-bearing money? The answer is simple 
enough. The m aterial activities that structure dem and and supply, and which, 
hence, fix the actual rate o f interest, are so diverse that the equilibrium rate o f 
interest will be achieved only by accident. The potential fo r disequilibrium  is 
ever present. A nd if we inspect the forces that regulate supply and demand for 
interest-bearing m oney we can see how the inner logic of capitalism  is 
d isruptive of equilibrium  in the interest rate and so leads the economy away
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from  stab le  balanced grow th, down the path  o f crisis form ation. This is, I 
believe, the poin t that M arx  w anted to bring us to. In order to illustrate that 
idea, I shall try to reconstruct his representation o f the accum ulation cycle 
and show how interest rate movements play a crucial role in translating the 
contrad ictory  dynam ics o f accum ulation into specific form s o f m onetary and 
financial crises.

V T H E  A C C U M U L A T I O N  C Y C L E

It is often said  that M a rx  had no theory o f the business cycle.6 This is only 
p artia lly  true. He traced cyclical im pulses in the relation between accum ula­
tion , industrial reserve arm y form ation and the w age rate; he laid the ground­
w ork  fo r analysing explosive oscillations in output and exchanges between 
the variou s departm ents o f production ; he built a  synthetic model o f the 
general tem poral rhythm of overaccum ulation and devaluation (see chapter 6 
an d  7). His studies o f fixed capital circulation (chapter 8) also reveal cycles of 
inn ovation , expansion , renewal and devaluation. The problem  is to blend 
these partia l insights into a unified representation o f tem poral dynamics. 
O therw ise it seems as if capitalism  is beset by potentially divergent cyclical 
im pulses which course through the econom y in confusing ways.

Interest rate fluctuations lie at the heart o f cyclical movem ents and im pose 
som e sem blance o f  order upon the latter. M arx  denies that they are a prim um 
agen s. They are a central m ediating link through which the inner contradic­
tion s o f cap italism  are expressed. H is investigation o f the forces that fix the 
rate o f interest establishes that point exactly. But we have also seen how  the 
interest rate can be affected  by all m anner o f arbitrary and capricious fea­
tures. For this reason  M arx  tries to abstract from the day-to-day dynamics o f 
the industrial cycle and its m onetary and financial accom panim ents (C apital, 
vol. 3 , p. 358 ). H e m oves instead to construct a highly simplified representa­
tion o f  the cyclical course o f accum ulation in general. The intent is to capture 
the interactions between accum ulation, technological change, fixed capital 
form ation , em ploym ent and unem ploym ent together with w age rates, con­
sum er dem and, the form ation  o f fictitious capital, the surge o f credit moneys 
an d  the ultim ate return to the m onetary basis during crises o f over­
accum u lation —devaluation. M a rx ’s representation can be reconstructed 
from  a careful reading o f  volume 3 o f C ap ital (chs 2 6 - 3 5 ) . The accum ula­
tion process p asse s through various phases o f stagnation, recovery, credit- 
b ased  expan sion , speculative fever and crash.

6 See Smith (1937 edn), Wilson (1938) and Sherman (1967).
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1 Stagnation

The p h ase  o f  stagnation in the w ake o f a crash is characterized by a severe 
curtailm ent o f production  and low rates o f  profit. Prices are forced down­
w ard s as producers dispose o f  surplus inventories at less than their prices of 
p rodu ction . Unem ploym ent is w idespread and wages typically adjust down­
w ard s. Effective dem and is weak because o f diminished disposable incomes 
(w ages as well as the revenues o f the bourgeoisie). The dem and for money as a 
m edium  o f circulation is at a  low  ebb (the volume o f commodity exchanges is 
dow n). Faith  in the credit system has been severely shaken, while the demand ’ 
for loan  cap ital is much reduced because o f pessim istic expectations as to 
future revenues. M oney is used prim arily to m easure values and strip away 
ex tran eous fictitious capital from  the economy. The actual turnover time of 
com m odities is drastically  shortened since credit is not available to extend it. 
Yet the rate o f interest is low; the plethora o f  loanable money capital 
p rodu ced  out o f overaccum ulation is now in evidence. This surplus o f money 
cap ital is relative to the opportunities to em ploy that money safely and 
securely.

T h e ph ase o f stagnation  is typically one o f ‘gentle’ technological adjust­
ment (in the broad M arx ian  sense, which includes organizational and institu­
tional change) as opposed to the violent shake-out that accom panies crises. 
T h e ad justm en ts gradually bring production technologies and price o f p ro­
duction  ra tio s into line with those consistent w ith balanced accumulation. 
The stage is then set for subsequent expansion.

2 Recovery

A variety of opportunities arises during the phase of stagnation. Falling wages 
and interest rates leave a larger share o f surplus value to profit o f enterprise, 
which m ay partially  com pensate for lower prices. Devalued capital (com­
m odities, fixed capital, buildings, etc.) can be picked up fo r a song, so 
reducing outlays on constant capital and lowering the value com position o f 
cap ital. Producers w ho have weathered the storm  are usually blessed with a 
stro n g  liquidity position  — they can pay their bills with hard cash. Low 
interest rates and surpluses o f labour power m ake conditions optim al for 
financing long-term  fixed capital form ation.

M o d e st expansion begins once m ost o f the surplus inventories have been 
d isposed  of. T h is perm its prices to rise, and, with w ages remaining low, the 
larger share of surplus value going to profit o f enterprise now takes hold. The 
profit rate revives and sparks the return o f business confidence. A cautious 
exp an sio n  o f production may begin based on the strong liquidity position of 
businesses that have survived—they use their ow n funds to finance expansion.
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The low  rate o f  interest m ay, with the return o f som e faith in the system, 
lead  to  the financing o f certain long-term fixed capital investments (perhaps 
through  the agency o f  the state). A concentration on this kind o f investment 
exp an d s em ploym ent in D epartm ent 1 and, because o f the long production 
p eriod  involved, creates an effective dem and without initially ‘furnishing any 
elem ent of su pply ’ (C apital, vol. 3, p. 315). This effective demand is felt in the 
consum er goo d s sector (D epartm ent 2). The tendency tow ards explosive 
oscillations between the tw o sectors is gently set in motion.

The econom ic pow er o f industrial capitalists tends to be strong relative to 
the bankers and financiers because the form er have sufficient cash reserves to 
finance their ow n expansion  and to extend com m ercial credit to each other so 
as to  assure the continuity o f production in the face o f disparate turnover 
tim es, etc. L oan  capital from  the banks is not required for this purpose. The 
ab so rp tion  o f that loan  capital through any large-scale fixed capital form a­
tion is more than m atched by a gradual expansion in the supply o f free money 
cap ital through increased savings on the part o f all classes, increased flows of 
m oney to be converted into loan capital by the banks, etc. The interest rate 
therefore rem ains low.

Th e quantity  o f fictitious cap ital increases but new  prom otions are usually 
associated , at this stage, with direct investment in m eans of production, and 
the com m ercial credit extended is closely tied to actual com m odities in 
circulation . T h is is the kind o f fictitious capital creation that is both necessary 
and unproblem atic because it is usually follow ed by a subsequent expansion 
in accum ulation . It poses no threat, therefore, to the preservation o f a sound 
m onetary  basis.

C om petition  is relatively relaxed during this phase. The auto-financing by 
business generates gradual and uneven concentration, and wide variations in 
actu al rates o f profit may coexist because the circuit o f productive capital is 
w h at counts. The pow er o f the credit system to force an equalization o f the 
rate o f profit is not strongly in evidence at this time.

The circulation o f revenues picks up, as does the demand for money as a 
m edium  of circulation. Effective dem and for final consumption goods 
strengthens, and the consum er goods sector begins to take on a leading role in 
the dynam ic o f accum ulation.

3 C redit-based expansion

Faith  in the econom ic system  has by now recovered. The expansion o f 
em ploym ent, rising w ages and increased revenues fo r  the bourgeoisie, p res­
age a grow in g effective dem and fo r final consum ption goods. Th e increased 
circulation  o f revenues creates optim istic expectations with respect to future 
revenues o f all types (land rents, taxes, m ortgages, etc., as well as profit of 
enterprise).
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But the piecem eal expansion  of the preceding phase now reveals a whole 
ho st o f im balances in productive capacity and consequent bottlenecks in the 
inputs and outputs o f  the productive apparatus as a  whole. All trace of 
su rp lus productive capacity  now  disappears. N ew  investments appear neces­
sary  to create new supply, particularly o f the elements o f constant capital — 
raw  m aterials, partially  m anufactured inputs and machinery. Attention 
sw itches b ack  to  investment in D epartm ent 1 as prices o f constant capital rise 
in response to  shortages in their supply.

A t the sam e tim e, the capacity o f  industrial cap italists to finance their own 
investm ents and to extend credit to each other is exhausted as they reach the 
lim its of their cash  reserves. They are forced to turn to the banks and 
financiers who strengthen their pow er vis-a-vis industrial capital as a conse­
quence. The credit system  com es into its own as the general co-ordinator of 
com m odity  production  and exchange. The dem and for money capital and for 
m edium  of circulation expands. This dem and calls forth its own supply since 
faith in the system is now  sufficiently strong to allow even debt claim s to 
circulate as a form  of money capital. The quantity o f fictitious capital moves 
steadily  ah ead  o f the actual accum ulation, and the gap between the monetary 
b asis  as a real m easure o f values and the various form s o f paper moneys in 
circulation  begins to widen.

But the grow ing pow er o f the credit system  in relation to industry also 
tends to force an equalization in the rate o f profit (the connection between 
profit of enterprise and the interest rate is now very strong). Com petition for 
loan ab le  funds becom es more acute, and the interest rate begins to rise. 
In du strialists are pushed into a com petitive struggle fo r relative surplus value 
at a tim e w hen labour shortages emerge. W ages tend to move above the value 
o f  lab o u r pow er. Strong technological adjustm ents are called for. We witness 
a ‘great expansion  of fixed capital in all form s and the opening up o f new 
enterprises on a vast and far-reaching scale’. This requires yet more loan 
cap ita l and p uts industry ever m ore firmly at the service o f m oney capital. But 
profit o f enterprise is only one fo rm  o f future revenue to attract loan capital: 
in d ustrialists m ust com pete for funds against land speculators, stock-jobbers, 
dealers in governm ent debt, etc. ‘T h ose roving cavaliers o f credit who w ork 
on a m oney-credit basis begin to  appear for the first time in considerable 
n u m b ers’ (C ap ita l, vol. 3, p. 488).

4  Speculative fever

C red it-based  expansion generates price rises if only because the total quantity 
of circulating medium now far outstrips the product o f social labour. In 
add ition , unem ploym ent alm ost disappears and w age rates begin to soar — 
the condition  of labour, M arx  observes, is always at its best on the eve o f a 
crisis. The effective dem and for w age goods rem ains strong but high wages
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are now  beginning to cu t into accum ulation a t  the sam e time as rising interest 
rates also cut into profit o f  enterprise. Caught in a ‘profit squeeze’, 
industrialists look desperately for ways to innovate their way out o f their 
difficulties. In this they are aided and abetted by a credit system that is by now 
fuelling both production  and realization. But this it can do only at the price of 
creating vast quantities o f fictitious capital, o f m aking room  for ‘the m ost 
co lo ssa l form  o f gam bling and sw indling’ .

Beneath this speculative fever deep disturbances from equilibrium are 
evident. D isproportionalities between departm ents, between production and 
distribution  and between the quantity o f  credit money in circulation and real 
ou tpu t o f  values are grow ing. The value com position o f  capital is rising 
rapidly . The labou r pow er is not there to perm it the continued expansion of 
accum ulation  through production  o f  surplus value, while the actual rate of 
exp lo itation  is falling. Only the accum ulation o f fictitious capital can paper 
over the cracks. It is only a m atter o f time before the speculative bubble 
bursts.

5 The crash

The onset of a crisis is usually triggered by a spectacular failure which shakes 
confidence in fictitious form s o f capital. The ensuing panic immediately 
focu ses attention  upon the quality o f various credit moneys. The return to the 
‘C ath o lic ism ’ o f the m onetary basis sets in with a vengeance. A chronic 
sh ortage o f  money o f the right sort — closely tied to the money com m odity — 
em erges at the very m om ent when producers and merchants are scram bling 
to meet their obligations. The rate o f interest climbs to ‘a point o f extreme 
u su ry ’ (C ap ital, vol. 3 , p. 360). The extended chain o f paym ents is broken and 
the circulation  o f cap ital lies m om entarily broken into a thousand discon­
nected pieces. A t first sight the crisis appears to be ‘m erely a credit and money 
cr is is ’ , because it is only a question o f ‘the convertibility o f bills o f  exchange 
into m oney ’ (p. 4 9 0 ). The demand for liquidity rises rapidly:

O n  the eve o f  the crisis, the bourgeois, with the self-sufficiency that 
springs from  intoxicating prosperity, declares money to be a vain 
im agination . C om m odities alone are money. But now  the cry is every­
where : money alone is a  com m odity ! A s pants the hart after fresh water, 
so  p an ts his soul after money, the only wealth. (Capital, vol. 1, p. 138)

Th e disruption  in the circulation o f  com m odity capital m akes money a s  a 
m easure of value the only secure form  o f wealth. The search to establish the 
real basis of values destroys capital in com m odity form :

A s soon  as a stoppage takes place, as a result o f  delayed returns, glutted 
m arkets, or fallen prices, a superabundance o f industrial capital be­
com es availab le but in a  form  in which it cannot perform  its functions.
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H u ge quantities o f com m odity capital but unsaleable. H uge quantities 
o f fixed capital, but largely idle due to stagnant reproduction. . . . 
F actories are closed, raw  m aterials accum ulate, finished products flood 
the m arket as com m odities. (C apital, vol. 3 , p. 483)

M asse s o f labourers are thrown out o f w ork, the w age rate drops precipi­
tously , and the circulation o f  revenues su ffers a chronic disruption in reaction 
to  the breakdow n s in the circulation o f  capital. Effective demand fo r con­
sum er g o o d s founders and prices collapse. ‘For a few millions in money, 
m an y  m illions in com m odities must therefore be sacrificed.’

The devaluation  o f  capital, and o f  the labourer, proceed apace. C apitalists 
seek  to stay alive by cannibalizing upon each other. The labourer is likewise 
sacrificed  on the altar o f the underlying irrationality o f capitalism. Crisis, as 
the irration al rationalizer o f  the econom ic system, cuts a grim swathe across 
the econ om ic landscape o f  capitalist society.

VI T H E  P O L I T I C S  OF M O N E Y  M A N A G E M E N T

T h e ‘ stripped-dow n ’ account o f the accum ulation cycle reveals a tightly 
interw oven texture o f  interactions between em ploym ent and accumulation, 
betw een technological change, the rate o f reinvestment and the state of 
com petition , between production  and realization in the different depart­
m ents, betw een the circulation o f capital and the circulation o f revenues, 
betw een the supply  o f and dem and for interest-bearing money, between the 
relative pow er o f industrial capitalists and financiers, between capital and 
lab o u r, betw een money as a m edium  o f circulation and a measure o f social 
lab o u r, and , finally, between m oney and com m odities as expressions o f 
cap ita l.7 T h e intent is to show  how  the various contradictions o f capitalism  
interlock and build upon each other in dynam ic sequence to produce the 
initial surge o f  accum ulation  and its final denouement: savage devaluation of 
both  cap ita l and labour.

T h e actu al historical course o f accum ulation is, however, a much more 
com plicated  affair. It is affected, in the first instance, by a whole gam ut of 
seem ingly extran eous circum stances — w ars, revolutions, harvest failures, 
drou ghts, etc. Secondly, there are innum erable nuances within the structure 
o f internal contradictions themselves. The degree o f organization o f the 
w ork in g  class can substantially  m odify w age rate adjustm ents and the pace

7 K alecki’s (1971) early writings on the business cycle during the 1930s drew heavily 
upon M arx  while arriving at results that were close to Keynes. The whole question of 
m odelling the dynamics o f M arxian aggregates was posed anew in the 1960s and has 
been a continuing focus of interest for the mathematically inclined ever since. See 
Sherman (1967), W eisskopf (1978) and the highly mathematical presentations of 
M orishim a (1973).
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and direction o f  technological change over the course o f the cycle. The 
unification  of industrial and banking capital modifies the pow er relation 
betw een them, while excessive centralization or decentralization o f capital 
can also  im part special twists to the accum ulation process. Com plications of 
this so rt m ake every cycle unique. M arx  evidently seeks to abstract from such 
con junctural features, and in this we shall follow  him.

There is, how ever, one m atter that does deserve special consideration. This 
is the role of m onetary and fiscal policy in relation to the cycle. It is difficult to 
take up this issue w ithout a full analysis of the capitalist state.8 But a skeletal 
investigation  of the problem  here will help us understand why certain aspects 
o f the state app aratu s, such as the central bank, are necessarily outside of 
dem ocratic  control. It w ill a lso  help us understand, albeit in a very general 
w ay , the circum stances that perm it the devaluation of capital to be trans­
form ed into the destruction of money through inflation.

Th e sim plest w ay to  regulate the quality o f money in society is to tie it to 
som e universally accepted money com m odity such as gold. The disadvantage 
is that the value of social labour is tied to the condition o f concrete labour in 
go ld  production . If the latter changes, then so  does the general expression of 
social labou r as a price. M arx  w as not unduly bothered by this problem . He 
considered that the occasion al surges in the supply o f  go ld  (after the ‘gold 
ru sh ’ o f  1849 , fo r exam ple) w ould adm inister a tem porary shock and then be 
ab so rb ed  by price ad justm ents (C apital, vol. 1, p. 98).

The state becom es involved in regulation of money as soon as coins, 
token s, p ap er and credit m oneys are introduced as m eans to circulate com ­
m odities. The state finds itself draw n willy-nilly into the politics o f money 
m an agem en t and m ay even take up an activist stance o f some sort.9 By the 
eighteenth century, for exam ple, the main nations engaged in capitalist 
com m erce were consciously pursuing strategies o f devaluation and revalua­
tion o f their respective currencies in their perpetual jockeyings for com m er­
cial and political advantage. M ercantilist doctrines reflected such practices. 
The rise o f a full-fledged credit system  and the creation o f fictitious form s of 
cap ita l with legal backing posed  the capitalist state with even more far- 
reaching problem s.

Eventually, as w e saw  in chapter 9, the task  o f securing high-quality money 
devolves upon a central bank o f some sort. Because the central bank has the 
p ow er to set the conditions under which other moneys are convertible into its 
ow n m oney, it can, within certain limits, regulate the m arket rate o f interest 
(C ap ita l, vol. 3, p. 542). It cannot behave arbitrarily. It is constrained by its 
foreign exchange position , gold reserves and other links with some kind of

8 De Brunhoff (1978) is one o f the best presentations with respect to integrating 
questions o f money and finance with the functioning of the capitalist state.

9 Som e background is given in De Brunhoff (1978, 1979), while Vilar (1976) 
constructs a fascinating history.
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su p ra-n ation al m oney on the w orld stage. We must also invoke M arx ’s rule 
th at ‘the pow er of the central bankers begins where that o f the private 
d iscou n ters s to p s ’. This means that the central bank can respond only to 
m oney m arket pressures em anating from  within the heart o f the system of 
p rod u ction  and realization o f surplus value. H ow  it responds is nevertheless 
im portan t, because decisions m ade by the central bank (or foisted upon it by 
legislation) have a very im portant role in dam pening or exacerbating cyclical 
oscilla tion s. Stringent money policies at times o f overaccum ulation can in­
tensify  devaluation . The crisis often appears, in the first instance, as a money 
crisis, fored  upon society by an unyielding and obdurate central bank.

W hen the central bank ties its m oney tightly to a go ld  standard, it has very 
little room  for m anoeuvre. A  lim ited gold reserve forces it to raise interest 
ra tes to  a poin t o f extrem e usury at a time when all capitalists seek refuge in 
high-quality  m oney. W hen convertibility into gold is permanently (as 
o p p o sed  to  tem porarily) suspended, the quantity o f central bank money and 
the rate o f interest on that money can becom e policy instruments. The ‘a rt’ o f 
cen tra l bank ing is to use these policy instrum ents to  try to stabilize the 
inherently unstable course of accum ulation. A t the same time the severance o f 
cen tra l b an k  m oney from  go ld  gives rise to the form al possibility o f sustained 
inflation . W e now  take up that possibility  in greater detail.

VII I N F L A T I O N  A S  A F O R M  OF D E V A L U A T I O N

Ph ases and instances o f inflation abound in the history o f  capitalism . Any 
general interpretation of such phenom ena has to be em bedded in a complete 
theory of price determ ination. And it is clear that prices may rise or fall for a 
w h ole host of different reaso n s.10 If we abstract from the various random  
sh ock s to which any economic system  is heir — the bad harvests, the w ars and 
ru m ou rs o f  w ar, etc. — as well as from  the perpetual m arket price oscillations 
that accom pan y the equilibration o f dem and and supply in the m arket, we 
can  identify a variety o f  forces th at affect movem ents in the underlying prices 
o f p rodu ction  o f  the various com m odities.

The com petitive struggle to acquire relative surplus value should increase 
the physical and value productivity o f labour and so  cheapen commodities 
(C ap ita l, vol. 1, pp. 3 1 9 —20). The expansion  o f production  upon more fertile 
lan d s, the opening up of new sources of raw m aterials, the searching out o f 
ch eaper and m ore m alleable lab o u r pow er an d  the reduction in circulation 
co sts (particularly transportation) add up to a whole battery o f forces that 
tend to force prices dow nw ards. A gainst these m ust be ranged the rising costs 
asso c ia ted  with natural resource depletion, congestion and other bottlenecks

10 M arx  is surprisingly respectful of T o o k e ’s pioneering study o f price movements -  
a subject that has continued to be the focus o f bourgeois economic history since.
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in the p rodu ction  app aratus, class struggle on the part o f  labour, increasing 
m on op olization  and the like. Price m ovem ents are, in the final analysis, 
dictated by the balance o f incredibly divergent and particular forces.

T h e circum stance we are here considering has, however, a sim pler logic.11 
M a r x ’s representation  o f  the accum ulation cycle show s that prices are de­
p ressed  in the phase o f stagnation , rise gradually, and then accelerate rapidly 
during the boom . Th e return to the m onetary basis during the crash forces a 
price co llapse. If a m ore flexible m onetary basis is constructed which, instead 
of being tied to the money com m odity, perm its the printing o f inconvertible 
state-backed  money during the crisis, then price falls at that time can presum ­
ably  be kept in check.

Such a policy  app ears, on the surface, to be eminently sensible com pared 
with its opposite — allow ing com m odity values to go to the wall in order to 
preserve the integrity o f high-quality money. But it violates M arx ’s rule that 
the realization  of values cannot be achieved through a mere increase in the 
su pply  o f m oney (see chapter 3). It also means that money m ust abandon its 
role as a m easure o f the value o f social labour. Furtherm ore, the idea that the 
severe crisis tendencies of capitalism , as we outlined them in chapter 7, can 
som eh ow  be tam ed by such a policy appears som ew hat far-fetched. The m ost 
th at can  happen  is that the form  taken  by the crisis will change. Let us see 
how .

R ecall, first, w h at the theory o f overaccum ulation tells us. T o o  much 
cap ital is p rodu ced  in relation to opportunities to use that capital because 
individual cap italists, driven by com petition and striving to m axim ize their 
profits through the exp loitation  o f labour power, adopt technologies that 
drive the econom y aw ay from  a balanced accum ulation path. The dis­
equilibrium  is m ade w orse because prices o f  production, form ed through the 
equalization  in the profit rate, give erroneous price signals in relation to the 
p oten tial fo r social surplus value production. In addition, the underlying 
disequilibrium  tends to be obscured by the necessary creation o f fictitious 
cap ita ls ahead o f real accum ulation.

F ictitious cap itals and the interest-bearing capital invested in them stand to 
be destroyed in the course o f  a crisis, while devaluation  can strike at cap ital in 
any o f the states within the circulation process

M - C  ( ^ p )  • • • R • • • C ' —M ' etc.

C onsider, now , how  an expansion  o f  central bank money relates to all o f this.

11 Explicit M arxist theories o f inflation are surprisingly thin on the ground. Harvey
(1977) and Rowthorn (1980) are basic reading, while Jacobi etal. (1975) review some 
of the problem s that attach to various M arxist approaches to the subject. Sherman 
(1976), Sweezy and M agd o ff (1972), de Brunhoff (1979), Fine (1979a), M attick 
(1980) and M andel (1978) attempt analyses from rather different angles.
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From  the standpoint of the individual capitalist, the first sign o f over­
accum u lation  occurs with the increasing difficulty o f converting commodities 
or property  titles (fictitious capitals) into money at a price that allow s the 
average rate o f profit to be realized. The transition C—M  is always difficult 
because it involves the movement from a specific concrete use value (or 
p roperty  title) into the m ost general form  of social power that exists -  money. 
T h is transition  appears to be hindered by a lack o f effective dem and or, what 
am ou n ts to the sam e thing, by a shortage o f disposable money. Individual 
cap ita lists and other financial agents (private banks) can bypass this difficulty 
by extending credit. C apitalists receive the money equivalent o f unsold 
com m odities (including the average rate o f profit thereon). The quantity of 
low er-order credit m oneys expands rapidly. Pressure is then put upon the 
central ban k  to expand the supply o f high-quality money. If the central bank 
ob liges, then it seems as if overall liquidity can be maintained at the same time 
as all barriers to the realization o f  values through exchange are removed.

T he m atter is not, unfortunately, that simple. The central bank money 
issu ed  can be used in a variety o f w ays. It could feed the circulation o f 
fictitious cap itals and so heighten speculative fevers. It could be converted 
into an effective dem and for com m odities (as opposed to property titles). 
K eynes insisted that the latter w as m ore im portant to econom ic stability than 
the form er and sought by specific fiscal policies (as opposed to pure monetary 
policies) to channel effective dem and in w ays that w ould contribute to 
stab ility  rather than exacerbate the tendency tow ards disequilibrium. A 
sim plified version of this idea goes like this. In times o f depression, the state 
can create an effective dem and for com m odities by running a budget deficit 
which can be covered by borrow ings from  the capital market. While the 
increased  effective demand solves the realization problem in the sphere of 
exchange, the increase in demand for loanable funds will, in the absence of 
any correspond in g increase in supply, force interest rates upwards, perhaps 
to  the poin t o f ‘extrem e usury’. This has a disastrous im pact upon industrial 
and com m ercial operations (though obviously not on banking capital) and 
can force the very devaluation that state policies were initially designed to 
avoid . There is, then, a strong pressure to increase the supply o f high-quality 
m oney in order to bring interest rates down. The central bank, by engaging in 
such an action, can help avoid the devaluation o f com m odities.12

U nfortunately, such a strategy also  contributes sim ultaneously to the reali­
zation  o f fictitious capital. If, fo r exam ple, there has been considerable

12 As H arris (1979) points out, both monetarists and Keynesians accept the same 
underlying theory o f money, which is essentially a quantity theory. Keynesian policies 
alw ays contain a strong monetarist perspective because the central bank has to play its 
proper part if the policies are to have any chance o f short-run success. What divides 
m onetarists and Keynesians is the degree o f discretion allowed to the state in fixing 
fiscal and monetary targets.
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speculative activity in land titles, then expanding effective dem and fo r hous­
ing keeps that speculation  very much alive at the sam e tim e as it increases the 
dem and for com m odities such as bricks, tim ber, etc. Support of this sort for 
fictitious cap ital im plies, in effect, that the state substitutes its own fictitious 
cap ita l (an increase in the stock o f  state-backed money) for the m ass of 
privately  held fictitious capital floating around in the credit system. Whether 
or not this is a good or bad  thing depends entirely upon whether the fictitious 
values so created can be realized in subsequent phases o f the circulation of 
capital.

W ith the successful, though problem atic, negotiation o f the link C—M, the 
burden now shifts on to money, which will itself suffer devaluation if it is not 
throw n back  into circulation within its ‘norm al’ time span. There are three 
p ossib le  uses for that money.

(1) M oney reinvested in production  m ust cross the divide

m ~ c ( mp)■
An increase in M  increases the demand for labour power and means of 
production  and m ops up any surpluses in the supply o f both. This puts 
upw ard pressure on prices, which, in the context o f a crisis, means that 
costs of production  do not decline anywhere near as much as they 
otherw ise w ould. The ‘technological shake-out’ is nowhere near as vigor­
ous as it norm ally would be, and there m ay even be pressure upon 
producers to continue a pattern o f technological adjustm ent more 
ch aracteristic o f  the phase o f expansion than o f retraction. W ages, for 
exam ple, m ay not decline enough to stim ulate the return to labour- 
intensive activities. The value com position o f capital is unlikely to return 
to its equilibrium  position  under such conditions.

(2) M oney can  be invested in appropriation , in the purchase of titles to future 
revenues (land, stocks and shares, governm ent debt, etc.). Fictitious 
values created by the state sim ply end up augm enting the quantity of 
privately held fictitious capital in the economy. The problem  o f the 
realization  o f such fictitious capitals through production is then posed 
anew.

(3) The bourgeoisie diverts a portion  o f the extra m oney into its own 
consum ption. T h is increases the dem and for luxury goods which, in turn, 
bids up the dem and for labour power and means o f  production.

Th e extra  m oney that the state throw s into circulation has, therefore, at 
so m e poin t to be realized through production. This confirms M a rx ’s funda­
m ental finding in his investigation o f the circulation o f surplus value (C apital, 
vol. 2, ch. 17; cf. above, pp. 95 —6): realization in the sphere o f exchange is, in 
the end, contingent upon further realization in the realm o f production.
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N ow  it w as M a rx ’s basic argum ent that overaccum ulation arises because 
the technological m ix  (including degree o f  centralization, vertical integration, 
etc.) in p roduction  is arrived at by processes that ensure that it is inconsistent 
with further balanced accum ulation. N oth ing is changed with respect to 
those p rocesses by the creation of extra money in the sphere o f exchange. The 
prin tin g of m oney cannot cure the problem . Indeed, the distortion o f price 
sign als m akes the disequilibrium  w orse. The full force o f the shake-out, 
which w ould  bring the system back into an equilibrium position as measured 
by the value com position  o f capital, is held back. Further technological 
in n ovations that de-stabilize the system are encouraged. The trend tow ards 
overaccum ulation  will likely be increased rather than curbed.

If indiv idual capitalists and other private agents continue to extend credit 
to each other in the face o f  burgeoning overaccum ulation and spiralling 
quantities o f fictitious capital, and if they continue to be backed up by the 
prin ting o f money by the central bank, then the insane aspects o f the credit 
system  can run am ok. State-backed money breaks free from  any pretence of 
acting as a firm m easure o f socially  necessary labour. If money exercises little 
discip line over cap italists, there is nothing, except com petition, to prevent 
their raising their prices arbitrarily. They realize profits in exchange in spite of 
the fa ll-o ff in real surplus value production. Such a situation is plainly 
untenable. G eneralized inflation results and the underlying tendencies 
tow ard s disequilibrium  becom e worse — unless, that is, countervailing forces 
(such as the foreign exchange position  o f the central bank or conscious 
recogn ition  on the p art o f the central bank that m onetary discipline must be 
restored) come into play.

Th e result, how ever, is that the devaluation o f com m odities can be con­
verted into the devaluation o f  m oney through inflation. We m ust reiterate 
th at this is not the only form  of inflation that can exist, and any actual 
h istorical interlude o f strong inflation m ay be the outcome o f a variety of 
d ifferent forces. Inflation o f  the sort we are here considering has a very 
specific interpretation.

The transform ation  o f devaluation  into inflation sim ultaneously entails the 
centralization  and socialization of the devaluation process that accompanies 
overaccum ulation . D evaluation , we should note, begins as a private affair 
(individual firm s go  bankrupt; particu lar com m odities remain unsold) and 
ends up having social ram ifications (unemployment, diminished circulation 
o f revenues, etc.). Inflation is a social affair at the very outset, but has private 
and p articu lar consequences. The transform ation  o f devaluation into infla­
tion , therefore, has certain technical, economic and political im plications that 
deserve to be explored.

First, the socialization  o f  devaluation  reduces the im pact o f  particular 
events upon the basic rhythm of the accum ulation cycle. Potentially dam ag­
ing bankruptcies o f individual corporations can be avoided or absorbed
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(through governm ent ‘ bail-outs’, fo r  exam ple) and their co sts spread over 
society  as a whole. The possibility  that events o f this sort will bring the whole 
system  crashing dow n is much reduced. Secondly, the ‘constant devaluation’ 
that attaches to  technological change (see chapter 7) can be converted into a 
constan t ‘m ild ’ inflation which, some Keynesians argue, helps to preserve 
balan ced grow th — shifting price structures provide signals for planned 
obsolescence and new investment. Thirdly, minor oscillations in the accum u­
lation  process can be controlled and sometimes even m anipulated for short- 
run political ends (a case o f the latter is the so-called ‘political business cycle’, 
in which m onetary policy is used to create an artificial boom  in the economy 
ju st p rior to elections).13 The costs o f mild bouts o f devaluation, which 
som etim es hit overly hard during the brief spasm  o f  crisis, can, however, be 
attenuated  and spread out as a m ild surge o f  inflation over several years.

Th e socialization  o f  devaluation  through inflation also  spreads the im pacts 
o f overaccum ulation  instantaneously over all social classes. But the effects are 
by no m eans equally felt. The distributive consequences vary according to 
circum stances. M arx  pointed out, for exam ple, that the depreciation o f gold 
and silver in the sixteenth and seventeenth centuries ‘depreciated the labour­
ing c la ss ’ as well as the landed proprietors relative to the capitalists and 
thereby helped concentrate money pow er in the hands o f the latter 
(G run drisse , p. 805). The incom es o f ‘the unproductive classes and those who 
live on fixed incom es’ tend to remain ‘stationary during the inflation o f  prices 
w hich goes hand in hand with over-production and over-speculation’ , and 
this ‘ dim inishes relatively’ their purchasing pow er at such times (Capital, vol. 
3 , p. 4 9 1 ). Those on fixed incom es stand to gain during the price deflation 
th at occurs with the return to the m onetary basis but are hurt when devalua­
tion is transform ed into perm anent inflation.

Inflation also  tends to redistribute money pow er from  savers to debtors 
because the latter pay o ff their debts in depreciated currency. W hether or not 
this happens depends, however, upon the rate o f interest, which becomes 
negative in real term s when the inflation rate is higher than the nominal 
interest rate. A negative real rate o f interest betokens the general devaluation 
of m oney savings. If the nominal rate o f interest varies according to money 
resources, then the savings o f the big bourgeosie m ay be preserved from  the 
ravages o f  inflation while those o f  the w orking classes may be devalued (cf. 
C ap ita l, vol. 3, p. 508).

M o st im portant o f all, the transform ation  to  permanent inflation allows 
cap ita lists to realize a long-cherished aim . ‘The capitalist class’, M arx  
observes, ‘w ould never resist the trades’ unions, if it could always and under 
all circum stances do  w hat it is doing now  by way o f excep tion . . .  to wit, avail

13 Kalecki (1971) w as probably the first to spot the likelihood forpolitical manipula­
tion o f the business cycle. Boddy and Crotty (1975) take up the idea in the context o f a 
‘profit squeeze’ theory that we rejected above, pp. 5 2 -4 .
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itse lf of every rise in wages in order to raise prices o f com m odities much 
h igher yet and thus pocket greater profits’ (C apital, vol. 2 , p. 340). This 
p ossib ility  becom es real only when the strict discipline of the money com ­
m odity  gives w ay to the looser and m ore flexible practices o f  state creation o f 
inconvertible p ap er money. If the state takes care o f the effective demand 
p rob lem  and expands the money supply to keep pace, then individual 
cap ita lists can stabilize their profit rates, in the face o f falling surplus value 
produ ction , simply by adjusting the prices o f the com m odities they produce. 
The only short-run lim itation in the m arket is price competition. T o  the 
degree that m onopoly , oligopoly  and ‘price leadership ’ behaviours develop, 
so price com petition  weakens. For this reason inflation is frequently 
attr ibu ted  to corporate practices under ‘m onopoly  cap italism ’. Such practices 
have im portant secondary im pacts, but inflation o f the sort we are here 
con siderin g has much deeper roots in the general transform ation o f devalua­
tion of com m odities into the devaluation o f money.

C la ss struggle changes dram atically  with inflation. W age cuts are hard to 
im po se directly and typically provoke a very targeted, concrete w orking-class 
response. W ith generalized inflation, em ployers can concede increases in 
n om inal m oney wages and so reduce the intensity o f direct worker opposi­
tion . W hat happens to  real w ages depends entirely upon the inflation rate, 
w hich indiv idual cap italists can claim is not their personal responsibility. The 
devaluation  o f  lab o u rp o w e r is  then achieved through inflation. To the degree 
th at such a strategy is successful, it perm its the problem s of overaccum ulation 
to  be countered through a rising rate o f exploitation achieved through a 
dim inution  in real w ages. The m echanism s of w age adjustm ent that M arx 
describes in the ‘general law o f capitalist accum ulation ’ (see chapter 6) are 
fun dam en tally  altered. It may even become possible to manage wage adjust­
m ents through inflation w ithout the help o f  a massive industrial reserve army. 
The significance o f the so-called ‘Phillips Curve’ — which depicted a  trade-off 
betw een inflation and unem ploym ent — w as that it appears to offer policy­
m ak ers a ready-m ade target for fiscal and m onetary policy.14

The struggle over the nom inal wage is, as a result, gradually converted into 
a struggle over the real w age. W orkers then find themselves fighting on two 
fron ts. They seek strict cost-of-living clauses in w age contracts in order to 
prevent the costs o f  devaluation  being visited upon them via inflation. From  
this derives a w age-push theory o f  inflation which blam es greedy unions for 
rising prices. Th is theory is correct, in the theoretical context we are here

14 The Phillips Curve refers to the empirical observation that there existed, for a 
num ber of years at least, an inverse relationship between the rate o f wage increases and 
the level of unemployment. This w as then parlayed into the general theoretical 
proposition  that there is a trade-off between level o f unemployment and inflation. 
Circum stances o f  the 1970s, when unemployment and inflation increased together, 
called the whole argument into question (see Fine, 1979a).
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considering, only in the sense th at w orkers prevent overaccum ulation from 
being cured through a m assive devaluation o f labour pow er via inflation. But 
w ork ers also have to confront the fiscal and m onetary policies that allow 
devaluation  to  be transform ed into inflation in the first place. The focus o f 
class stru ggle can shift from  the direct confrontation between cap ital and 
lab o u r on to a confrontation  between w orkers and the state. The latter 
thereby becom es a protective shield for capitalist class interests. It m ay even 
ap p ear, with som e not so subtle help from  bourgeois propoganda, as if 
inflation has its origins in inefficient and ineffective governm ent, in erroneous 
fiscal and m onetary policies. This attribution is correct as regards the 
im m ediate cause. W hat it ignores is the underlying structure of class relations 
w hich generates crises o f overaccum ulation—devaluation in the first place.

Th e conversion  o f  devaluation  into inflation appears to have both  positive 
and negative effects from  the standpoint o f capital. On the one hand, it can 
ease  the pressure of direct form s o f conflict over wages and even reduce the 
size o f the industrial reserve arm y needed to equilibrate the w age rate. It also 
socializes the costs o f devaluation  across all classes behind the shield o f fiscal 
and m onetary policy carried out by the state. On the other hand, it prom pts 
the form ation  o f  class alliances directed tow ards assum ing state power. 
Inflation defuses conflict by broadening it and refocusing it on the state.

But inflation cannot cure the trend tow ards overaccum ulation. If anything, 
it exacerbates, the problem  by attenuating and delaying the impacts. State 
p o lic ies allow an enorm ous head o f inflationary pressure to build up to the 
p o in t where it becom es potentially very explosive. The dead weight o f unpro­
ductive fictitious capital is increasingly felt, the foreign exchange position o f 
the central bank progressively  w eakens (bringing about devaluation o f 
n ation al currency in relation to w orld  money), and price structures become so 
u nstab le that they lose their coherence as a co-ordinating pow er. A bove all, 
the rationalization  o f production , which is the only solution to overaccum u­
lation , cannot be properly set in motion. The problem s o f overaccum ulation, 
in short, can not be spirited aw ay by the socialization o f devaluation through 
inflation.

In th is light, it is interesting to look  at the range o f proposed cures for 
inflation , all of which appeal to some kind o f basic change in state 
involvem ent.

F irst, the state can reconstitute a strict m onetary base for the economy. 
T h ou gh  this need not be tied to a money com m odity, it does imply very 
restrictive m onetary  policies (which force interest rates up), cuts in govern­
ment stim ulation  o f  effective demand, and perm ission for the raw  market 
forces that devalue com m odities and labour pow er to take hold. A conven­
tional depression , adm inistered by the state, does its work o f re-structuring 
the productive ap p aratu s, eliminating excessive fictitious capitals, disciplin­
ing, labour, and so  on.



I N F L A T I O N  A S  A F O R M  O F  D E V A L U A T I O N 3 1 5

Secondly , the state can im pose wage and price controls or seek to cool off 
inflation  through som e kind of incom es policy, a ‘social contract’ with labour 
(w hich usually  am ounts to som e kind o f  negotiated devaluation o f labour 
pow er) and an investm ent strategy for industry. Interventions o f this sort 
m u st be accom panied  by m onetary and fiscal restraint if they are to have a 
chance of w orking. M onetarists argue that policies o f this sort merely distort 
price sign als and thereby destroy any proper basis for the resumption of 
accum ulation . M arxian  theory accords with that judgem ent, except under 
the unlikely circum stance that the price structure m andated and the invest­
m ent strategies devised stabilize the value com position o f capital. This would 
entail a phased  and organized devaluation o f capital and labour power 
through  the agency o f  state policies.

T h irdly , the state , in conjunction w ith  capital, can seek to accelerate the 
developm ent of the productive forces and hope thereby to bring prices down 
to com pensate  for the inflationary surge. Failure to increase productivity, it is 
som etim es argued, lies at the root o f inflation. The theory we are here 
ad o p tin g  indicates that it is the uncontrolled and unbalanced development o f 
the productive forces in the context o f the class relations o f capitalism  that 
p rovo k es overaccum ulation  in the first place. T o  the degree that inflation is a 
tran sform ation  of devaluation, it cannot be cured by an indiscriminate pro­
gram m e o f raising productivity. The state can seek to change the technologi­
cal m ix (forced m ergers, special tax  incentives to certain sectors, state 
sp on sorsh ip  o f  research and developm ent). But if it is to cure the problem s of 
overaccum ulation  it cannot avoid visiting the costs o f devaluation upon 
certain  segm ents o f both capital and labour. And cures o f this sort, to the 
degree that they entail direct or indirect state m anagem ent o f  the productive 
a p p ara tu s , though they m ay not be socialistic, hardly bode well for the future 
of cap ita lism , either.

W hile it is true that the devaluation o f  com m odities (including labour 
pow er) can  be avoided by inflation in the short-run, it is equally true that 
p rob lem s o f inflation cannot be cured without devaluing commodities. The 
M a rx ia n  theory tells us that, in response to overaccum ulation, capital can 
devalue m oney or com m odities (or some m ix o f  both). But only the devalua­
tion  o f com m odities, including labour pow er, can force the re-structuring 
th at will a llow  balanced accum ulation to resume.

There is, perhaps, no better testim ony to the fundam ental underlying 
irrationality  o f cap italism  than that the econom ic choices that exist within the 
confines o f its dom inant class relations are o f  so restricted and dismal a 
variety. The bigger, broader choice is between preserving those class relations 
or elim inating them  together with the contradictions to which they give rise.
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VIII  F I N A N C E  C A P I T A L  A N D  ITS C O N T R A D I C T I O N S

T h ere are tw o  conceptions o f finance capital at w ork in this chapter. T h e first 
is that o f a p rocess o f  circulation o f  interest-bearing capital; the second, o f an 
institutionalized pow er bloc within the bourgeoisie. N either conception is, in 
itself, entirely adequate. W e m ust now  strive to bring them together.

In its surface appearance, the organized pow er o f finance is impressive, 
seem ingly im penetrable and awe-inspiring. The financial system is shrouded 
in m ystery born  out o f  sheer com plexity. It encom passes the intricate w orld o f 
central banking, rem ote international institutions (the W orld Bank, the Inter­
n ation al M onetary  Fund), a whole com plex o f interlocking financial markets 
(stock exchanges, com m odity futures m arkets, m ortgage m arkets, etc.), 
agen ts (brokers, bankers, discounters, etc.) and institutions (pension and 
insurance funds, m erchant banks, credit unions, savings banks, etc.). And 
above  all it includes an array o f incredibly pow erful private banks (the Bank 
o f A m erica, F ran ce ’s Credit Agricole, Britain ’s Barclays). Bankers and their 
coh orts shuttle back  and forth between Basle, Zurich, London, N ew  Y ork 
and Tokyo. D ecisions that clearly affect the fates o f millions are m ade at 
in ternational m eetings, suggesting that the bankers o f  the w orld are indeed in 
con tro l not only of the lives o f individuals (capitalists and workers alike) but 
a lso  o f even the largest corporation s and the most powerful o f governments. 
T h is im age achieves even greater credibility when we see that even that aspect 
o f the state given over to the protection o f m onetary operations — the central 
ban k  — alw ays eludes dem ocratic control.

Th e average citizen can be forgiven  for lapsing into a state o f total awe 
w hen confronted with the sheer m agnitude o f money power that resides 
within such institutions and the sophistication o f the elite that runs them. The 
m ystery o f  the financial system , and the potency o f the forces operating 
through its agency, generate a mystique. T h is mystique is the easy breeding 
gro u n d  for conspiracy  theories — conspiracies to  divide and rule the world, 
‘th ink-tan ks’ (like the celebrated Tri-Lateral Commission) to com e up with 
strategies for g lobal dom ination, plans to be executed by a powerful cabal of 
ban k s, corporate giants and their political representatives.

It is the task o f science to dem ystify all o f this, to reveal the com pelling logic 
that courses through the veins o f the financial system , to expose the inner 
vulnerability  beneath w hat appears on the surface to be totally hegemonic 
controlling power. The task  requires a subtle blend o f theory and historical 
m ateria list investigation for its proper fulfilment.

Straigh t em pirical studies typically run into im passes, founder upon seem­
ingly insoluble conundrum s. If, for exam ple, a conspiratorially minded elite is 
so pow erful, has at its fingertips such m ultiple and delicate instruments with 
w hich to fine-tune accum ulation, then how can the periodic headlong slides
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in to  crises be explained? Or, to take another tack, how can financiers 
sim u ltan eously  appear as the sober guardians o f an orderly process o f 
accum u lation , carried on in the interests o f  the bourgeoisie as a whole and 
o p eratin g  w ith the com m on cap ital o f the class, at the sam e tim e as they 
patently  engage in venal and excessive appropriation , insane speculation and 
all m anner of other parasitic practices which serve only to plunge society into 
p aro x y sm s o f ch aos and disorder?

The conception o f finance capital as a contradiction-laden flow of interest- 
b earin g  cap ital — a conception, we should note, that is entirely consistent with 
M a r x ’s general view o f cap ital as a process rather than a thing — helps 
pen etrate the im passes and unravel the conundrum s. It helps us understand 
the instability  o f the configurations that arise when ‘finance capital’ is con­
sidered as a pow er bloc within the bourgeoisie, or, w hat am ounts to the same 
thing, the difficulty researchers experience when they seek a consistent defini­
tion  of ‘finance cap ita l’ in the first place. It also sheds further light on a topic 
first b roach ed  in chapter 5: the dynamics o f  the organizational transform a­
tion  of cap italism . W e now  probe further into these questions.

1 F inance cap ita l a s  the ‘c la ss ’ offinahciers an d  money capitalists

T h ose  w ho control the flow of m oney as an external pow er in relation to 
p rodu ction  occupy a strategic position  in capitalist society. If that strategic 
p o sitio n  is to be converted into a real pow er base, then the centralization of 
m oney cap ital in a few hands is a first requirement. This centralization can 
occur in tw o w ays. First, a few  extraordinarily  wealthy individuals or fam ilies 
can accum ulate the m ass o f  the money pow er in society in their hands. 
Secondly , a few  pow erful institutions can control the dispersed m oney pow er 
o f innum erable individually pow erless individuals. W hen a few  wealthy 
fam ilies, such as the M ellons and Rockefellers, own much o f the money 
w ealth  and participate strongly in the control o f  the remainder, then a unity 
o f ow nersh ip  and control prevails within the strategic centre o f  the circula­
tion o f interest-bearing capital. This provides a first w orking definition of 
finance ca p ita l.15

E xcessive centralization of pow er within this strategic centre is, however, 
inconsisten t with the proper exercise o f its co-ordinating functions. Com peti­
tion  within the financial sector has to be maintained if the interest rate is to 
a d ju st in w ays responsive to accum ulation, if money capital is to flow freely 
and avo id  the typical b ias im posed by m onopolistic practices. The form of 
com petition  within the financial sector varies, however. Sometimes it is 
m an ifest as intense rivalry between financial em pires; sometimes it arises out

15 Lenin wondered if this definition would be sufficient at one point (see Church­
w ard, 1959). This working definition underlies the perspective of Fitch and 
Openheim er (1970).
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o f social m echanism s that m aintain  a broad dispersal o f money pow er within 
the bou rgeoisie ; in still other cases it is guaranteed by legal requirements 
w hich restrict certain institutions to certain kinds o f activity (housing finance, 
fo r exam ple), delim it the geographical area o f operation (restrictions on 
inter-state branch banking in the United States, for exam ple) or even dictate 
b asic  conditions o f m anagem ent o f the portfolio  o f assets a particular kind of 
financial institution  can hold (pension and insurance funds usually  operate 
under such restraints). There is often a certain am biguity as to where money 
p ow er actually  resides in such a fragm ented system. The current concentra­
tion  o f much m oney wealth in the form  of pension funds, for exam ple, has 
given rise to a not very interesting debate over ‘pension-fund socialism ’ (the 
idea that the m ass o f  the people ow ns a large proportion o f the fictitious 
cap ita l in society through pension savings) and a real and very intense battle 
for control over the money pow er that pension funds represent. The accum u­
lation  o f much o f the money wealth in a few  hands, likewise, does not 
necessarily  m ean that those few  actively control the use o f that money. They 
may seek to avo id  risk by dispersing their wealth through a wide variety of 
institutions that operate independently o f them.

Th e to tal fragm entation  and decentralization o f the financial system is, on 
the other hand, also  detrim ental. The quality o f paper money is best 
gu aran teed  by a central bank with m onopoly powers. Failure to centralize 
m oney pow er also acts as a barrier to the conversion o f money into capital as 
well as to  subsequent accum ulation  in so far as the latter depends upon the 
centralization  o f capital. The rapid reorganization o f capitalism  into its 
co rpo rate  and conglom erate form  — steps that we saw in chapter 5 were 
necessary  to the perpetuation  o f capitalism  — could not have been brought 
ab o u t w ithout a sim ultaneous shift in the capacity to centralize money power.

The tension between centralization and decentralization is as evident, 
therefore, within the financial pow er bloc as it is elsewhere (see chapter 5). It 
is evidenced in a variety o f  ways. For exam ple, it helps explain  why the United 
States exhibits a highly decentralized, seem ingly chaotic financial system 
(kept in p lace by a weird assortm ent o f piecem eal legislation enacted by a 
bourgeoisie  that has spasm odically  sought to counter the threat o f excessive 
centralization) at the sam e time as it is characterized by immense concentra­
tions o f m oney wealth am ong a few fam ilies operating through a few large- 
scale financial institutions.16 It helps explain also why banks simultaneously 
com pete with each other in some arenas while in others they form  alliances, 
co n sortia  and, from  time to time, conspiratorial cabals in order to assem ble a 
sufficient concentration of money power to deal with the large-scale and 
long-term  aspects o f  the financing o f accum ulation. The perpetually shifting 
realignm ents o f  both  institutional structures and financial practices create a

16 D o m h o f f  ( 1 9 7 8 )  a n d  Z e i t l in  ( 1 9 7 4 )  p r o v id e  d e ta i le d  in fo rm a t io n  o n  this  po int.
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go o d  deal o f confusion. Seen a s m aterial expression o f the underlying tension 
w ithin the circulation o f  interest-bearing capital itself, the confusions and 
contrad iction s m ake m ore sense. They are simply surface appearances o f the 
underlying requirem ent to balance centralization and decentralization within 
the financial system.

2 Finance cap ital a s  the unity o f  banking an d  industrial capital

The conception  of finance capital advanced by Hilferding and generally 
accepted by Lenin is o f the unity o f banking and industrial capital. The unity 
is selective in the sense that it is only the large banks and the grand industrial 
en terprises that form  the basis for delimiting finance capital as a distinctive 
p ow er bloc. For this reason the concept o f  finance capital, in Lenin’s hands in 
particu lar, m erges im perceptibly and indiscriminately at a certain point with 
th at of m onopoly  capitalism  in general.

The unity o f banking and industrial capital, if it exists at all, is certainly a 
stressfu l one. It is obvious, of course, that large corporations cannot conduct 
their affairs w ithout extensive use o f banking services and that banks are 
desperately  anxious to com m and the vast flows o f money large corporations 
generate. In this sense large-scale banking and corporate capital are necessary 
to each other, exist in a sym biotic relation to each other. If this is all that is 
m eant by the unity o f banking and industrial capital, then there is no p rob­
lem. B ut both H ilferding and Lenin mean som ething more: they assert that 
the unity is a w orking unity, which dominates the accumulation process and 
carves up the w orld into regions o f subordination to the collective pow er o f a 
few  large banks and corporations.

T he analysis o f finance capital as a flow reveals the underlying unity and 
an tago n ism  between financial and surplus value-producing operations. The 
accum u lation  cycle — assum ing no active state interventions — suggests a 
sh ifting balance of pow er between industrial capital and banking capital over 
the course o f the cycle. The shifting balance reflects the relative weight of 
com m odity  versus m oney expressions o f value within the accum ulation 
process. In the early phases o f the upsw ing industrial capital is in the driver’s 
seat because com m odities are w hat count. D uring the later phases o f  the 
b o o m  industrial and financial interests unite to prom ote a credit-based 
exp an sio n  o f  com m odity values. In the crisis, m oney is everything and the 
b an k s ap p ear to hold the fates of industrial capitalists entirely in their hands 
because excess com m odities cannot be converted into money. But banks 
them selves m ay also go  under as the dem and for high-quality money (gold or 
central ban k  money) far exceeds the supply. In the depths o f the crisis, pow er 
resides with those who hold m oney o f last resort.

The accum ulation  cycle is much m odified by contingent events and exter­
nal interventions — particularly those o f government. But shifting patterns o f
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o f  social m echan ism s th at m aintain a broad  dispersal o f money pow er within 
the bou rgeoisie ; in still other cases it is guaranteed by legal requirements 
w hich restrict certain institutions to certain kinds o f activity (housing finance, 
fo r exam ple), delimit the geographical area o f operation (restrictions on 
inter-state branch banking in the United States, fo r exam ple) or even dictate 
b asic  conditions o f m anagem ent o f the portfolio o f assets a particular kind o f 
financial institution can hold (pension and insurance funds usually operate 
under such restraints). There is often a certain ambiguity as to where money 
p ow er actually  resides in such a fragm ented system. The current concentra­
tion o f  much money wealth in the form  o f pension funds, for exam ple, has 
given rise to a not very interesting debate over ‘pension-fund socialism ’ (the 
idea that the m ass o f  the people ow ns a large proportion o f the fictitious 
cap ital in society through pension savings) and a real and very intense battle 
fo r control over the money pow er that pension funds represent. The accum u­
lation  o f  much o f  the money wealth in a few  hands, likewise, does not 
n ecessarily  m ean that those few  actively control the use o f that money. They 
m ay seek to avoid risk by dispersing their wealth through a wide variety o f 
institutions that operate independently of them.

The total fragm entation  and decentralization o f the financial system is, on 
the other hand, a lso  detrim ental. The quality o f  paper money is best 
guaranteed by a central bank with m onopoly pow ers. Failure to centralize 
m oney pow er also acts as a barrier to the conversion o f money into capital as 
well as to subsequent accum ulation in so far as the latter depends upon the 
centralization  o f capital. The rapid reorganization o f  capitalism  into its 
co rporate  and conglom erate form  — steps that we saw  in chapter 5 were 
n ecessary  to the perpetuation o f capitalism  — could not have been brought 
ab o u t w ithout a sim ultaneous shift in the capacity to centralize money power.

The tension between centralization and decentralization is as evident, 
therefore, within the financial pow er bloc as it is elsewhere (see chapter 5). It 
is evidenced in a variety o f w ays. For exam ple, it helps explain why the United 
States exh ib its a highly decentralized, seemingly chaotic financial system 
(kept in p lace by a w eird assortm ent o f piecem eal legislation enacted by a 
bou rgeo isie  that has spasm odically  sought to  counter the threat o f excessive 
centralization) at the sam e time as it is characterized by immense concentra­
tions o f m oney wealth am ong a few  fam ilies operating through a few  large- 
scale financial in stitu tion s.16 It helps explain  also  why banks sim ultaneously 
com pete with each other in som e arenas while in others they form  alliances, 
co n sortia  and, from  time to time, conspiratorial cabals in order to assem ble a 
sufficient concentration  o f  money power to deal with the large-scale and 
long-term  aspects o f  the financing o f accum ulation. The perpetually shifting 
realignm ents o f both institutional structures and financial practices create a

16 D o m h o f f  ( 1 9 7 8 )  a n d  Z e i t l in  ( 1 9 7 4 )  p r o v id e  d eta i led  in fo rm a t io n  o n  th is  po int.
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g o o d  deal o f  confusion. Seen a s m aterial expression o f the underlying tension 
within the circulation o f  interest-bearing capital itself, the confusions and 
con trad iction s m ake m ore sense. They are simply surface appearances o f the 
underlying requirem ent to balance centralization and decentralization within 
the financial system .

2 Finance capital as the unity o f  banking and industrial capital

The conception o f finance capital advanced by H ilferding and generally 
accepted by Lenin is o f the unity o f  banking and industrial capital. The unity 
is selective in the sense that it is only the large banks and the grand industrial 
enterprises that form  the basis fo r delim iting finance capital as a distinctive 
p o w er bloc. For this reason  the concept o f finance capital, in Lenin’s hands in 
p articu lar, m erges im perceptibly and indiscriminately at a certain point with 
th at o f m onopoly  capitalism  in general.

Th e unity o f banking and industrial capital, if it exists at all, is certainly a 
stressfu l one. It is obvious, o f  course, that large corporations cannot conduct 
their affairs w ithout extensive use o f banking services and that banks are 
desperately  anxious to com m and the vast flows o f  money large corporations 
generate. In this sense large-scale banking and corporate capital are necessary 
to  each other, exist in a sym biotic relation to each other. If this is all that is 
m eant by the unity o f  banking and industrial capital, then there is no prob­
lem . But both H ilferding and Lenin mean som ething m ore: they assert that 
the unity is a w orking unity, which dom inates the accum ulation process and 
carves up the w orld into regions o f  subordination to the collective pow er o f a 
few  large banks and corporations.

Th e analysis o f  finance capital as a flow  reveals the underlying unity and 
an tago n ism  between financial and surplus value-producing operations. The 
accum ulation  cycle — assum ing no active state interventions — suggests a 
sh ifting balance o f  pow er between industrial capital and banking capital over 
the course o f  the cycle. The shifting balance reflects the relative weight o f 
com m odity  versus m oney expressions o f value within the accumulation 
process. In the early phases o f  the upsw ing industrial capital is in the driver’s 
sea t because com m odities are w hat count. D uring the later phases o f the 
boom  industrial and financial interests unite to prom ote a credit-based 
exp an sio n  o f com m odity values. In the crisis, m oney is everything and the 
ban k s ap p ear to hold the fates o f  industrial capitalists entirely in their hands 
because excess com m odities cannot be converted into money. But banks 
them selves m ay also  go under as the dem and for high-quality m oney (gold or 
central bank money) far exceeds the supply. In the depths o f the crisis, power 
resides with those w ho hold money o f last resort.

The accum ulation cycle is much modified by contingent events and exter­
nal interventions — particularly those o f  government. But shifting patterns of
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unity an d  antagonism  between capital in com m odity and money form  are not 
elim inated. They are simply transform ed into new configurations. They 
continue to form  the basis for the shifting pow er relation between industrial 
and ban k in g  capital. In other w ords, the organizational and institutional 
arrangem ents, together with the practices o f  econom ic agents, have to be seen 
as a p rodu ct of an accum ulation  process that can proceed in no other way 
except through perpetual opposition  between money and commodities 
within the unity o f capital as ‘value in m otion ’. The conception o f finance 
cap ital as a unity o f  industrial and banking capital is unobjectionable in 
principle, provided that the unity is seen as a unity that internalizes tension, 
an tagon ism  and contradiction.

T h is leaves open the question as to the specific ways in which the contradic­
tion s are internalized within particular organizational structures. Consider, 
for exam ple, a large-scale conglom erate corporation. M any financial opera­
tion s are internalized within the firm and apparently united with production 
into an integrated whole. This appearance o f  unity is deceptive. In the sam e 
w ay that large corporations are forced to internalize mechanisms o f com peti­
tion  if  they are to survive (see chapter 5), so  they are  a lso  forced to maintain 
the separation  of finance from  production. This opens up the prospect for 
conflict within the corporation  — conflict that relates directly back to the 
an tagon ism  betw een capital in money or com m odity form. The unification of 
control does, how ever, provide the firm with alternative strategies for survi­
val in tim es o f crisis or for expansion  in times o f boom . Financial m anouevres 
— take-overs, m ergers, asset-stripping, etc. — are just as im portant as com m it­
ment to  production  operations. The struggle for survival between corpora­
tions therefore takes on a wholly new dimension. But the underlying problem  
is not thereby altered. If all corporations seek to survive by purely financial 
m anouevres without enhancing or restructuring production, then capitalism  
is not long for this w orld. The form  o f  appearance o f  struggle changes, as does 
the institutional and organizational fram ew ork, but the underlying essentials 
do  not.

T h e som ew hat acrim onious debate over whether banks control corpora­
tions or corporation s control banks m ust be viewed in a som ew hat sim ilar 
lig h t.17 W hat actually  constitutes control is by no m eans clear. Form al defini­
tions (a certain percentage o f  the stock, fo r exam ple) rarely capture perpetu­
ally shifting practices. A nd to the degree that the accum ulation process 
invariably  produces phases that are long on com m odities and short on money 
and vice versa, so we have to  anticipate perpetual shifts in the power relation 
betw een industrial and banking capital. From  this standpoint, putting corpo­
rate chiefs on the board s o f m ajor banks and appointing bank presidents as 
directors o f corporation s appears a futile attem pt to establish an organiza­
tio n al unity in the face o f a contradiction-laden process.

17 See the interchange between Fitch and Openheimer (1970) and Sweezy (1971).
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B u t w e w ould  be w rong to  leave m atters there. The shifting patterns o f  
co n tro l o f  corporation s by banks o r banks by corporations have also to  be 
seen a s  p art o f  a perpetual p rocess o fp ro b in g fo ra n  organizational form that 
will enhance the capacity o f capitalism  to survive in the face o f its own 
internal contradictions. In exactly the sam e w ay that perpetual oscillations in 
m ark et prices are fundam ental to the establishm ent o f equilibrium values, so 
p erp etu al oscillations in the balance of control between bankers and corpora­
tions are essential to  the achievem ent o f that equilibrium  relation between 
finance and production  of surplus value that is m ost appropriate at a particu­
lar m om ent o f the accum ulation process. The ‘c la ss ’ that occupies the 
strateg ic  centre that jo ins finance and production  m ay be clearly defined in a 
given situation ; but it will surely rem ain an unstable configuration given the 
co n trad ictory  pressures and requirem ents that operate upon it.18

T h e unitary conception o f  finance capital H ilferding advances h as to  be 
ju dged , therefore, as to o  one-sided and sim plistic because he does not address 
the specific m anner in which the unification o f  banking and industrial capital 
internalizes an insurm ountable contradiction. The best that he can do is to 
assert in very general, non-specific term s that finance capital can not over­
com e the contradictions o f capitalism  but merely serves to heighten them. 
W hat he fails to  explain  is exactly how  and why this is necessarily so.

3 F in an ce  c ap ita l a n d  the sta te

A t the level o f the central bank, finance capital, however defined, integrates 
directly with a p art o f the state apparatus. But the state typically affects and 
re lates to the circulation o f interest-bearing capital across a far broader 
sp ectrum  o f activities than that. It fixes the legal and institutional fram ew ork 
an d  often  designs the highly differentiated channels through which interest- 
bearin g cap ital circulates into the different activities such as consumer debt, 
h ousin g  finance, industrial developm ent and the like. It often regulates flows 
dow n  the different channels by fixing interest-rate differentials or direct 
a llo catio n s of credit. The degree o f centralization or decentralization of 
m oney wealth and control is likewise highly sensitive to state fiscal and 
redistributive taxation  policies as well as to m onetary strategies that affect 
inflation . The state itself absorbs a portion of the flow of interest-bearing 
cap ita l in the form  of state debt, and in the process creates fictitious capital 
o f certain qualities (which m ay be further differentiated according to the 
governm ental unit or agency doing the borrow ing — US government debt is 
qualitatively  different, fo r exam ple, from  N ew  Y ork  C ity debt). A nd at the

18 I am  therefore strongly sympathetic to  the definition of finance capital given by 
Thom pson  (1977, p. 247) as ‘an articulated combination of commercial capital, 
industrial capital and banking capital’ within which banking capital is dominant but 
not determinant.
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centre o f  th is intricate system  lies the central bank with all o f its pow ers in 
relation  to the quality o f  national money.

A p ar t  o f  the state app aratu s is entirely caught up in the circulation process 
o f in terest-bearing capital. There is an aspect, and only an aspect, o f the state 
w hich can not be considered even relatively autonom ous o f capital because it 
is necessarily  constructed in the image o f  the motion o f capital itself. The 
adm in istrators o f  this aspect o f  the state apparatus m anage the circulation of 
interest-bearing capital and function as ‘the executive com m ittee o f the 
bo u rgeo isie ’ no m atter w hat their political allegiance. A  necessary unity is 
thereby established between a p art o f the state apparatus and the money 
cap ita lists, industrialists and financiers who similarly participate in the circu­
la tio n  o f interest-bearing capital. From  the outside it appears as if a section o f 
the state  colludes directly with industrial and financial interests. A new 
definition o f  finance cap ital com es to the fore: one in which all three interests 
are unified .19

T h is  unity contains a contradiction as well as the potentiality for transfor­
m ation . M arx  argues that the credit system ‘requires state interference’ at the 
sam e time as it socializes capital and centralizes control over social labour. 
Socialized  cap ital, brought under state regulation and control, is the inevit­
ab le  p ro d u ct o f  the grow th o f  capitalism . The credit system therefore consti­
tu tes ‘ the form  o f transition to a new mode o f  production ’ {Capital, vol. 3, pp. 
4 3 8 - 4 1 ) .

O u r attention i s im m ediately focused o n  the antagonism  within the unity o f 
the overall circulation  o f interest-bearing capital. T he central bank, after all, 
h a s  the unenviable task  o f  disciplining errant industrialists and bankers and 
p en alizin g them for their inevitable excesses in the race to accum ulate and 
cap tu re  the benefits o f  accum ulation . Open conflict frequently erupts, 
particu larly  at times o f  crisis, between the state apparatus, necessarily exer­
cisin g disciplining pow ers, and all other factions o f  capital. This conflict 
ex ists even in states where political pow er clearly lies in the hands o f the 
bourgeoisie . The capacity  for the regulation and control o f capital, albeit in 
the interests o f the cap italist class as a whole, necessarily resides within the 
sta te  ap p ara tu s. It then seems as if a w orking-class movement can dom inate 
cap ita l if it can gain control o f the strategic centre within the state apparatus. 
B u t then the reverse side o f the m edal im m ediately becom es evident. In so  far 
as a p art of the state app aratus is a pure reflection of capital itself, even a 
so c ia list  governm ent (as many have found to their cost) can do no more than

19 Hilferding in practice tends to include the state in his theory of finance capital 
since the unity o f banking and industrial capital is achieved within the nation state. 
Such a form ulation poses problem s because international finance is sometimes nation­
ally based and som etimes supra-national in its form o f organization. The connection 
between finance and the state is evidently very complex in nature — see de Brunhoff 
(1978) and Holloway and Picciotto (1978).
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strive for a m ore effective m anagem ent o f the contradiction-laden flow of 
interest-bearing capital. T o  be sure , adjustm ents here an d  there in both 
in stitu tion al structures and in the direction and quantity o f flows can bring 
benefits to w orkers. But the lim its to such redistributions are strictly 
circum scribed  by the necessary unity that also prevails within the circulation 
o f interest-bearing capital. Only the total abolition o f this form o f circulation 
will suffice if  the state is to escape from  a position o f collusion with capital. 
F ailin g  that, c lass struggle is internalized within the state because o f the dual 
o b ligation  to service the flow o f  interest-bearing capital while striving to meet 
the needs o f w orkers.

N o  m atter what the circum stances, the state can never be viewed as an 
u n problem atic  partner o f industrial and banking capital within a dom inant 
p o w e r bloc. The underlying contradictions that p lague the circulation of 
interest-bearing capital are frequently externalized as an opposition between 
the state (particularly the central bank) and industrial and banking capital. 
T h e role o f  the state is alw ays, therefore, enigm atic and ambivalent. Even a 
p ure ly  cap italist state, run by and for the bourgeoisie, cannot circumvent the 
contrad iction s.

A ll o f  th is becom es even m ore problem atic when projected on to  the 
in ternational stage. The central bank, as guardian  o f  the quality of national 
m oney, enters into relations with other central banks to constitute the core of 
the in ternational m onetary system, even when that system is based firmly on a 
m oney com m odity  such as gold. T h e gold reserves and the international 
exch an ge p osition  o f the nation state then materially affect the capacity o f the 
central bank  to respond to internal difficulties o f  capital accum ulation within 
its borders. But the state also assum es certain pow ers to regulate the flows of 
cap ita l -  in com m odity, money and even variable form  through protective 
tarrifs, foreign exchange controls and im m igration policies. And relations 
betw een states certainly cannot be discussed independently o f  economic, 
po litica l, cultural and m ilitary com petition betw een them.

W hat intrigued H ilferding and Lenin, o f course, w as the connection be­
tw een finance cap ital, the state and inter-imperialist rivalries. H ilferding 
focu ses on the unity between industrial and banking capital within the 
fram ew ork  o f state power — the internal contradictions disappear. The 
unified pow er b locs centred on nation states struggle with each other for 
w orld  dom ination . Lenin takes H ilferding’s line in the analysis o f the ‘core’ 
im perialist pow ers. But he also  draw s upon H obson , who saw  financial 
o p eration s as an independent means to control the governments o f the world. 
F inance cap ital, Lenin wrote, is such a ‘decisive’ force ‘in all econom ic and in 
all in ternational relations, that it is capable o f  subjecting, and actually does 
su b ject, to itself even, states enjoying the fullest political independence’. This 
can occur only if the flow  o f  interest-bearing capital achieves a supra-national 
asp ect, over and above the mere pow er relations between states. G overn­
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m ents co n tract debts ou tside their borders and are thereby subjected to a 
certain  fiscal and m onetary discipline, no matter whether it be exercised by 
p ow erfu l international bankers (like the R othschild ’s and the Baring’s in the 
nineteenth century or consortia  o f private banks and supra-national agencies 
like the International M onetary Fund today). The behaviour o f national 
econom ies can likewise be subjected to the discipline o f  international flows, 
particu larly  o f money capital. Finance capital, Lenin averred, is that stage in 
w hich cap ital ‘sp read s its net over all countries o f the w orld ’, through the 
ex p o rt o f m oney capital rather than goods.

The en igm atic quality  o f  the relation between finance capital and the state 
here becom es all too readily apparent. While the state apparatus form s the 
core of the strategic control centre for the circulation o f interest-bearing 
cap ita l, the latter is sim ultaneously free to circulate in such a way as to 
discipline the separate nation states to its purpose. The state is both control­
led and controlling in its relation to the circulation o f capital.20 W hich force 
dom inates depends upon  circum stance. But there, as elsewhere, the dis- 
equ ilibria  have to be conceived o f as perpetual oscillations around a moving 
p o in t o f equilibrium  between countervailing forces. The equilibrium is that 
configuration  in the relation between state pow ers and finance capital which 
can keep the cap italist system  on its precariously evolutionary path. Failure to 
preserve that equilibrium , in the face o f  incredibly pow erful forces that 
perpetually  disturb it, can only push the capitalist system into a global crisis 
that necessarily  invokes the m ight o f com peting economic, political and 
m ilitary  cap italist states. W ar appears as a means to resolve the internal 
con trad iction s of cap italism  (see below, pp. 4 3 8 —45).

Som e vital questions to be posed here are, unfortunately, beyond the 
im m ediate scope o f the analysis: the central point I w ant to make, however, is 
th at the relation  betw een finance capital (however conceived) and the state is 
fou n ded  upon a contradiction  within a unity. Any analysis o f the state and o f 
p ow er relations between states m ust understand the nature and origin o f the 
con trad iction s and place that understanding at the very centre o f its concern.

IX T H E  ‘ S E C O N D - C U T ’ T H E O R Y  OF C R I S E S :  T H E  R E L A T I O N  
B E T W E E N  P R O D U C T I O N ,  M O N E Y  A N D  F I N A N C E

T h e  ‘ first-cut’ theory o f  crises (chapter 7) revealed their origin within produc­
tion . Given the contradictory unity that necessarily prevails between produc­
tion  and exchange, crises inevitably find expression  in exchange. C ap ital can 
here appear either as com m odities or money. Since money is the independent 
form  by m eans o f which the identity o f  value ‘may at any time be established’

20 Bukharin’s (1972a) study on Imperialism a n d  the World Economy makes much 
of this point and repays careful study.
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(C ap ita l, vol. 1, p . 154), it follow s that crises m u st have a monetary expres­
sion . The analyses of credit and the circulation o f interest-bearing capital, of 
the form ation  o f  fictitious capitals and all the other financial and monetary 
co m plication s which have been the subject o f the last two chapters add a new 
dim ension  entirely to the theory o f crisis form ation and expression under 
cap ita lism . W e are now in a position  to take a ‘second-cut’ at the theory of 
crisis — one that strives to integrate the financial and monetary aspect of 
a ffa irs with the earlier analysis o f the forces m aking for disequilibrium in 
p rodu ction .

W e confine attention for the m om ent to  capitalism  within one country or, 
w h at am oun ts to  the sam e thing, within a world cap italist economy 
ch aracterized  by a single undifferentiated m onetary system. The m ost singu­
la r  fact with which we then have to deal is the m anner in which the credit 
system  brings capital together as the common capital o f the class, with the 
poten tiality  to counteract those errant behaviours o f individual capitalists 
that are a prim ary  source o f  disequilibrium  in production. T o  this we can then 
add all of those vital pow ers that perm it the co-ordination o f production with 
realization  and consum ption and distribution. Sufficient pow er apparently 
resides w ithin the credit system to counteract the tendency tow ards dis­
equilibrium  in production. This power cannot be applied directly but must be 
transm itted  via price and other signals in the sphere o f exchange.

Th e existence o f such pow ers does not guarantee that they will be so used. 
Indeed, in the early years o f capitalism  private appropriation  o f  the benefits to 
be h ad  from  the use o f the com m on capital o f  the class w as so  predom inant 
th at the credit system w as the locus o f speculative crises which erupted 
relatively independently o f disequilibrium  in production. Such speculative 
crises have substantial effects; they can put a strain upon surplus value 
p rodu ction  and disrupt the course o f accum ulation. It then appears as if the 
so le origin o f crises lies in financial m anipulations. M arx  rejects this interpre­
tation  with good reason. N evertheless, the ‘second-cut’ theory o f crises must 
a lw ay s allow  for relatively autonom ous speculative boom s in fixed capital 
and consum ption  fund form ation, in land sales, in com m odity prices and 
com m odity  futures (including those o f money com m odities like gold and 
silver) and in p ap er assets o f  all kinds. Such speculative fevers are not 
necessarily  to be interpreted as direct m anifestations o f disequilibrium  in 
p rodu ction : they can and do occur on their own account. But M arx  demon­
strates that they are surface froth upon much deeper currents making for 
d isequilibrium . He also shows us that overaccum ulation creates conditions 
ripe fo r such speculative fevers so  that a concatenation o f the latter alm ost 
invariab ly  signals the existence o f the former. The difficulty here is to disen­
tangle the pure surface froth o f perpetual speculation from  the deeper 
rhythm s o f crisis form ation in production.

T h e analysis o f the accum ulation cycle paves the w ay fo r a more integrated



3 2 6 F I N A N C E  C A PITA L A N D  ITS C O N T R A D IC T IO N S

view  o f  the relation between financial phenom ena an d  the dynamics o f 
production . It show s how  the inner contradictions within production are 
m an ifest in exchange as an opposition  between money and commodity form s 
of value which then becom es, via the agency o f the credit system, an outright 
an tagonism  betw een the financial system and its m onetary base. The latter 
an tago n ism  then form s the rock upon which accum ulation ultimately found­
ers. Th e analysis appears to depict an accum ulation cycle operating in the 
absence of extran eous speculative activity. Such is not the case. The form a­
tion o f fictitious capital is essential to the whole dynamic, and how  much or 
which o f  that is extraneous can be determ ined only after the crisis has done its 
w ork  o f  rationalization . The surface o f speculation, it turns out, is just as 
essential to the dynam ics o f accum ulation as price movements are to the 
form ation  o f  values.

T h is focu ses attention upon the single m ost im portant defect in the idea o f 
an  accum ulation  cycle — a defect that led M a rx  to bury the notion in such a 
tentative and fragm entary set of form ulations that I m ay justly be accused of 
fo istin g upon him an idea he did not really hold. I refer to the ^historical 
m anner in which the cycle is specified. Each cycle looks like any other (see 
section  V above) and therefore appears to return the capitalist system to its 
status quo ante after the crisis has run its course. This hardly fits with M arx ’s 
concern for the law s o f m otion that govern the historical evolution o f 
cap italism  unless, that is, we are prepared to see the latter accom plished over 
the course o f successive accum ulation cycles. And in such a case our interpre­
tation  o f how the accum ulation  cycle w orks must be adjusted accordingly.

From  the stan dpoin t o f  the long-run evolution o f capitalism , the accum ula­
tion cycle then operates as the means whereby much deeper processes o f 
social tran sform ation  are achieved. These processes m ust at least tem porarily 
relieve the underlying tension between the productive forces and social 
re lation s if capitalism  is to survive. If the basic class relation remains un­
altered, how ever, then the contradictions are merely displaced and re-created 
on a different plane. The accum ulation cycle provides the ‘open space’ within 
w hich productive forces and social relations can adjust to each other. The 
speculative activity associated  with the upswing allows individualized and 
private experim entation  with new products, new technologies (including 
organ ization al form s), new physical and social infrastructures, even whole 
new cultures, class configurations, and form s o f class organization and 
struggle. This atom istic ferment o f experim entation creates much that is 
superfluous and ephem eral but sim ultaneously lays the m aterial basis for 
later phases o f accum ulation. It is this aspect to speculation that M arx  
ignores. The crash  rationalizes and re-structures production so as to eliminate 
ex tran eous elements — both old and new alike. It also disciplines all other 
aspects o f social life to capitalist class requirements and hence typically 
sp ark s som e kind o f organized or unorganized response, not only on the part
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o f  lab o u r (which goes w ithout saying) bu t also from  various affected factions 
w ithin the bourgeoisie. This is the time for class-im posed, rather than indi­
v idually  achieved, innovation backed if necessary by repression. R oosevelt’s 
N ew  D eal fits exactly into such an interpretation. The net effect must be to 
bring productive forces and social relations back to som e equilibrium posi­
tion  from  whence the accum ulation process can be renewed.

M a rx  depicts an  analogous process in his schematic representation o f how 
one m ode of production  transform s into another:

N o  social order is ever destroyed before all the productive forces for 
w hich it is sufficient have been developed, and new superior relations of 
p rodu ction  never replace older ones before the m aterial conditions for 
their existence have m atured within the fram ew ork of the old society. 
M an k in d  thus sets itself only such tasks as it is able to solve, since closer 
exam in ation  will alw ays show  that the problem  itself arises only when 
the m aterial conditions for its solution are already present or at least in 
the course of form ation . (Critique o f  Political Econom y, p. 21)

Th e capacity  to transform  itself from  the inside m akes capitalism  a som e­
w hat pecu liar beast — chameleon-like, it perpetually changes its colour; 
snake-like, it periodically sheds its skin. The study o f the circulation o f 
interest-bearing cap ital sheds light on the concrete m aterial m eans whereby 
such internal transform ations are wrought. We see that the circulation of 
cap ital in general m ust necessarily assum e, at a certain point, a new guise: 
th at o f  the circulation  o f interest-bearing capital. This is the chrysalis out o f 
which finance cap ital em erges as an organized controlling force, replete with 
internal contradictions and characterized by chronic instability. The emer­
gence is not an ab stract a ffair but involves the creation of new instrumen­
talities and institutions, new class factions, configurations and alliances, and 
new channels fo r the circulation o f capital itself. All of this is part and parcel 
of the necessary  evolution o f capitalism .

But if  the pow er o f the credit system  is to be m obilized as a force to 
coun teract disequilibrium  in production, then it, too, must be transform ed 
into  an unam biguous instrum ent o f class power, not in the sense that it falls 
in to  the h an ds o f this or that faction of capitalists, but in the sense that it must 
be w ielded in such a w ay as to ensure the reproduction o f capital through 
accum ulation . The state then takes on the burden of ensuring the reproduc­
tion  o f cap ital through fiscal and m onetary policies executed by the central 
bank  and various other branches o f the state apparatus. The advantage of 
invokin g other aspects o f the state apparatus, rather then depending solely on 
the central bank  to defend the quality o f national money, is that it gives the 
cap acity  to  respond to disequilibrium  in production by structuring a wide 
range of m arket signals and pow ers within the credit system as a countervail­
ing force. We saw  in section VI how this can transform  the immediate
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expression  o f crisis from  the devaluation o f com m odities into the devaluation 
of m oney. The ‘second-cut’ theory o f crisis must actively embrace this 
p ossib ility .

But while the target of state policy may be unam biguous, the means for 
ach ieving it are o f a quite different quality. Inflation does not achievfe the 
restructing required in production  and biases the outcome o f the accum ula­
tion  cycle in im portant w ays which are unlikely to com pensate for dis­
equilibrium  in production in the long run. The target o f state policy has then 
to  be to  organize re-structuring, to organize what it is hoped will be a 
controlled  crisis. Such a strategy encounters tw o barriers. First, class struggle 
(not only betw een cap ital and labour but also between the various factions o f 
industrial, com m ercial, banking, etc., capital) becom es internalized within 
the state ap p aratu s with all manner o f unpredictable effects. Secondly, 
experience suggests that the degree o f  control is inversely proportional to the 
success o f the enterprise. Bureaucratized innovation and re-structuring is a 
less v igorous and less viable process for evolving new form s o f capitalism  
than  the ‘ free m arket’ version (outlined in section V  above). Its only virtue, of 
course , is that it perm its the w orst aspects o f  the crash to be controlled.

C on siderab le  debate exists in M arx ist circles as to whether crises are to be 
regarded  as tem porary cyclical affairs, culm inating, perhaps, in the ultimate 
denouem ent o f capitalist catastrophe, or long-run secular declines, 
characterized by gradual degeneration and w eakness in the face o f burgeon­
ing internal contradictions. The ‘second-cut’ theory o f crises differentiates 
betw een periodic crashes, which are alw ays the catalyst for the internal 
tran sform ation  o f  capitalism  (and perhaps, ultim ately, for the transition to 
socialism ), and long-run problem s that arise with the irreversible transform a­
tion o f configurations in the circulation o f capital, class form ation, produc­
tive forces, institutions and so  on. The latter, as M arx  observed, are strongly 
affected  by the increasing socialization  o f capital itself, first via the agency o f 
the credit system  and ultim ately through socially necessary interventions on 
the p art o f the state. The character o f periodic crashes is thereby also trans­
form ed. Instead of being the aggregate social effect o f an essentially atom istic, 
indiv idualized process, they become a social a ffa ir  from  the very outset. The 
state , via its policies, becom es responsible for creating what it hopes will be a 
‘ controlled recession ’ that will have the long-run effect o f putting accum ula­
tion back  on track.

Th e option s for the internal transform ation  o f  capitalism  become increas­
ingly limited, m ore and m ore confined to innovations within the state 
ap p ara tu s itself. A nd once the limit o f the state’s capacity to m anage the 
econom y creatively is reached, the increasingly authoritarian use o f state 
p ow er -  over both capital and labour (though usually with far more devastat­
ing effects upon the latter) -  appears the only answer. Crises embrace the 
legal, institutional and political fram ew ork o f capitalist society and their
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reso lu tion  increasingly depends upon the deploym ent of naked military and 
repressive pow er. The whole problem atic o f the transform ation  of capitalism  
— either by evolutionary or revolutionary m eans -  is thereby altered. The 
p rob lem s and prospects for the transition to socialism  shift dram atically.

These sh ifts take on even starker m eaning when we drop the assum ption of 
a closed system  and consider international aspects to crisis form ation. The 
discip lin ary  pow er of ‘w orld m oney’ — however that is constituted — and the 
com plex  relations between different m onetary systems become the back­
gro u n d  to  the m obility o f capital and labour on the w orld stage. Crises 
unravel as rival states, possessed  o f  different money system s, com pete with 
each  other over who is to bear the brunt of devaluation. The struggle to 
ex p o rt inflation, unem ploym ent, idle productive capacity, excess com­
m odities, etc ., becom es the pivot of national policy. The costs o f crises are 
sp read  differentially according to the financial, economic, political and mili­
tary  pow er of rival states. W ar, as Lenin insists, becomes one o f the potential 
so lu tio n s to  cap italist crisis (a splendid and im m ediate m eans o f devaluation 
th rough  destruction). Im perialism  and neo-colonialism , as well as financial 
d om in ation , becom e a central issue in the global econom y o f capitalism. We 
take these m atters up  in chapter 13.



C H A P T ER  11

The Theory o f Rent

Rent, it is fair to  say, troubled M arx  deeply. H e sought ‘a scientific analysis of 
groun d-rent’, of the ‘independent and specific econom ic form of landed 
property  on the basis of the capitalist m ode of production ’ in its ‘pure form 
free of all d istortin g and obfuscating irrelevancies’ (Capital, vol. 3, p. 624). 
Yet his w ritings on the subject, all o f  which were published posthum ously, are 
for the m ost p art tentative thoughts set down in the process of discovery. As 
such they often appear contradictory. The form ulations in the earlier 
Theories o f  Surplus Value d iffer substantially from  the few well-honed pas­
sage s in C ap ital, while his analysis in the latter w ork, though extensive and 
often penetrating, is dogged by certain difficulties which do not yield easily to 
the u sual m agic o f his touch. The result is a good deal o f  confusion and an 
im m ense and continuing controversy am ong those few hardy souls who have 
tried to p ick  their w ay through the minefield of his writings on the subject.1

R ent, in the final analysis, is sim ply a paym ent made to landlords for the 
right to  use land and its appurtenances (the resources em bedded within it, the 
bu ild in gs p laced  upon  it and so on). The land, conceived o f in this very broad 
sense, evidently has both  use value and exchange value. Can it also, then, have 
a value? If so, how can the existence of that value be reconciled with theories 
of value that rest on em bodied labour time (such as R icardo ’s) or, in M arx ’s 
case , on socially  necessary labour time?

Im provem ents em bodied in the land are, to be sure, the result o f human

1 Lenin’s (1956edn) The Development o f  Capitalism in R ussia andK autsky’s (1970 
edn) L a  Question agraire (see also Banaji’s (1976) English summary) are the two 
post-M arx classics. M ore recent studies of interest are Rey (1973), Postel-Vinay 
(1974) and Tribe (1977; 1978), all of whom take a very critical line against what they 
consider to be M arx ’s more serious errors. Ball (1977) and Fine (1979) bring matters 
back much closer to M arx ’s original intent. Edel (1976) usefully reviews the recent 
attem pts to find urban applications for M arx ’s concepts but does not deal with the 
French contributions on that subject -  see Lipietz (1974), Topalov (1974) and 
Dichervois and Theret (1979). A good history o f bourgeois theories of rent can be 
found in Keiper e ta l. (1961).
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labour. H ou ses, shops, factories, roads and the like can be produced as 
com m odities and therefore treated as values in course o f circulation through 
the built environm ent (see chapter 8). A com ponent o f rent can then be 
treated as a special case o f interest on the fixed capital or consum ption fund. 
T h e p art of rent that poses the problem  is the pure payment to raw  land, 
independent o f  the im provem ents thereon. This com ponent M arx  refers to as 
ground-rent. W e will, unless otherw ise specified, treat ground-rent as rent in 
w h at fo llow s and assum e that the interest on im provem ents is otherwise 
accoun ted  for.

M a rx  insists, o f course, that rental paym ents are not made to land and that 
rents do  not grow  out of the soil. Payments o f  this sort are made to landlords 
an d  w ould  be im possible w ithout general com m odity exchange, full moneti­
zation  of the econom y and all of the legal and juridical trappings o f private 
p rop erty  in land. But he is equally aw are that this legal basis decides nothing 
and that the full explanation  o f rent has to render com patible a payment 
m ade ostensibly  to land with a theory o f value that focuses on labour.

M a r x  could see quite clearly where R icardo had gone w rong in seeking 
answ ers to this question. But he could not quite figure out how to get over the 
sam e difficulty. H e had a strong prejudice against adm itting the facts of 
d istribu tion  into the heart o f  his theorizing and w as strongly inclined to treat 
rent as a pure relation o f distribution and not o f production. But distribution 
re lation s can , as the case of interest am ply dem onstrates, occupy strategic 
co -ord inating roles within the capitalist m ode o f production. The circulation 
of in terest-bearing capital does not produce value directly but it helps to 
co-ord inate the production  o f surplus value (replete, o f course, with all o f its 
contrad iction s). C ould  it be, then, that the circulation o f capital in search of 
rent perform s an analogous co-ordinating role? I shall later seek to show that 
a positive answ er to  this question lies deeply buried within M a rx ’s writings, 
that the ‘p ro p er’ circulation o f capital through the use o f land and therefore 
the w hole process o f fashioning an ‘appropriate ’ spatial organization of 
activities (replete with contradictions) is keyed to the functioning o f land 
m ark ets, which in turn rest upon the capacity to appropriate rent. Like 
interest-bearing capital, rental appropriation  has both positive and negative 
ro les to  p lay  in relation to accum ulation. Its co-ordinating functions are 
bou gh t at the cost o f perm itting insane form s o f land speculation. But such 
an argum ent is barely discernible within M a rx ’s texts, and he appears extra­
ordinarily  reluctant to adm it o f any positive role fo r  the landlord under 
cap italism .

H is dilem m as here can in p art be traced back  to his perpetual jousting with 
c lassica l political econom y. The R icardians depicted landlords as parasites, 
a s useless and superfluous holdovers from  the feudal era. M althus gave them 
a m ore positive role, as consum ers and therefore as a source o f effective 
dem an d. W here w as M arx  to put him self in all o f this? H e obviously did not
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w an t to put him self in M alth u s’s cam p. H ow  could he distance him self from 
R icard o  w ithout appearing to support M althus? H e therefore overtly sides 
w ith R icardo . But this then presents him with a dilem ma. H e cannot, on the 
one hand, treat the landlord as a purely passive, parasitic agent, appropriat­
ing surp lus value w ithout doing anything in return, and on the other hand 
p rov ide a theoretical basis fo r the continued appropriation  o f rent under 
cap italism  and for the social reproduction o f a distinctive class o f landed 
p rop rietors. When he considers landed property in this last aspect, it is 
difficult to avoid the conclusion that rent entails som ething more than a 
sim ple relation o f distribution and that som e kind o f relation o f production 
ex ists either within it or behind it.

H e knew  full well, o f course, that landed property had played a vital role in 
th at initial ‘production-determ ining distribution ’ which separated labour 
from  m eans o f production  in the land. But the suspicion also lurks that 
‘lan ded  property  differs from  other kinds o f property in that it appears 
superfluous and harm ful a t a certain stage o f developm ent, even from  the 
p o in t o f view o f  the capitalist m ode o f production ’ (Capital, vol. 3, p. 622). 
Behind the am biguous verb ‘app ears’ lies the m ore assertive idea that indeed 
this could  be so . And this view gathers some strength as he builds his case. If 
the dom inan t class relation is that between capital and labour, then ‘the 
circum stances under which the capitalist has in turn to share a part o f the . . .  
su rp lu s value which he has captured with a third, non-working person, are 
only o f secondary im portance’ (Theories o f  Surplus Value, pt 2, p. 152). And 
if that is not explicit enough, he later speaks o f  the ‘reduction a d  absurdum  of 
p rop erty  in lan d ’ and the total separation  o f  the landow n erfrom  control over 
the land as one o f ‘the great achievem ents o f the capitalist mode o f produc­
t io n ’ (C apital, vol. 3, p. 618).

W e m ight well w onder, o f  course, w hat com pels capital to share its 
p ick in gs with so dim inished a social group. But, more disturbing, we then 
read  on the very sam e page that ground-rent is that ‘form  in which property in 
lan d  . . .  p rodu ces value’ and, even m ore surprisingly, that ‘here, then, we have 
all three classes — w age labourers, industrial capitalists, and landowners 
constitu ting together, and in their m utual opposition, the fram ew ork o f 
m odern  society .’ A nd this last thought is expounded upon in the chapter on 
‘C la sse s ’, which Engels p laces at the very end o f Capital. It seems passing 
stran ge to be told, at the end of a w ork that has built an interpretation of the 
dyn am ics of cap italism  on the basis of the class relation between capital and 
lab o u r , that in fact three classes constitute the ‘fram ew ork o f modern 
so c iety ’ .

In w hat sense, then, can property in land ‘p roduce value’ when land itself is 
by definition not a source o f  value? And w hat is the exact class position o f 
lan dow n ers within a capitalist m ode o f production stripped o f all ‘distorting 
and ob fu scatin g  irrelevancies’ ? Does rent pit landed property against
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cap ita lists, w orkers or both? The appropriation  o f rent, in short, entails the 
exp lo itation  o f  w ho, by w h om ?2

The answ ers to such questions are all the harder to spot because o f  a world 
o f app earan ce that m akes it seem as if various factors o f  production -  land, 
lab o u r  and capital — are endowed with m agical pow ers that m ake them the 
so urce o f value. M arx , as might be expected, is at his pungent best in dealing 
with such fetishistic notions (Theories o f  Surplus Value, pt 3, pp. 453—540 ; 
C ap ita l, vol. 3 , ch. 48). Yet he also  concedes that i t is  ‘n atural’ for producers 
‘to  feel com pletely at home in the estranged and irrational form s o f capital- 
interest, land-rent, labour-w ages, since these are precisely the forms of illu­
sion  in which they move abou t and find their daily occupation ’. Individual 
p rodu cers can afford  to  care only about the profit they m ake over and above 
w h at they pay  out on wages, interest, rent and constant capital (Capital, vol. 
3 , p p . 8 3 0 —5). The rent they pay is real enough, and their response to what 
indeed m ay be a fetishistic category has real enough effects which have to be 
taken into account. Arm ed with the theory o f  value, it is easy to strip aw ay the 
necessary  fetishism s that invest daily experience, but m atters do not end 
there. A nd the theoretical challenge is to define a coherent theory o f ground 
rent w ithin the fram ew ork o f value theory itself. This is the immediate task  at 
hand.

I shall tak e  on the problem  in stages. I shall begin with the use value of land. 
T h is m ight be thought a som ew hat incongruous starting point, but it poses no 
dan gers if it is well understood that material qualities are here being 
exam in ed  in their social aspect. I shall then exam ine the role o f landed 
prop erty  in the h istory o f capitalism  in order to try and identify the truly 
cap ita list form  of landow nership. The first two sections lay the basis and 
necessary  background to dissect the form s o f rent, the contradictory role of 
lan ded  property  under the capitalist m ode o f production and the consequent 
d istribu tion al struggles that arise between capitalist and landlord. The final 
section  considers landed property as a form  o f ‘fictitious capital’ operating in 
lan d  m arkets, and attem pts, on this basis, a full justification for the existence 
o f groun d rent by virtue o f the co-ordinating functions that it perform s in 
allocatin g  land to uses and shaping geographical organization in w ays reflec­
tive o f com petition  and am enable to accum ulation. These positive roles of 
landow n ersh ip  also have negative consequences. But the social basis for 
landow n ers as a faction o f capital in general is thereby defined.

I T H E  U S E  V A L U E  OF L A N D

T he land , together with the labourer, constitute the ‘original sources o f all 
w ealth ’ (C ap ital, vol. 1, p. 507). In its virgin state, the land is the ‘universal

2 Rey (1973, p. 24) poses the problem in this way.
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su b ject o f  hum an lab o u r’, the ‘original condition ’ o f all production, and the 
reposito ry  o f  a  seem ingly infinite variety o f potential use values ‘spontane­
ou sly  provided by N atu re ’ (C apital, vol. 1, p. 178 ; Theories o f  Surplus Value, 
pt 2, pp. 4 3 —4). Such a universal conception is only helpful, however, to the 
degree that it indicates conditions that capital must either cope with or 
m odify. The use value o f land and its appurtenances has to be considered in 
relation  to the capitalist mode o f production.

Private persons can, under the law s o f private property, acquire m onopoly 
p ow ers ‘over definite portions o f the globe, as exclusive spheres o f their 
p rivate  will to the exclusion o f all others’ (C apital, vol. 3, p. 615). Since the 
land is m onopolizable and alienable, it can be rented or sold as a commodity. 
C ertain  circum stances arise in which clear private property rights are hard to 
establish  — air, m oving w ater and the fish that swim therein, for exam ple. We 
will not consider such problem s here.

T h e land itself is also  a non-reproducible asset. By contrast, some (but not 
all) the use values em bodied in it are not only reproducible but can be created 
through  com m odity production  (factories, em bankm ents, houses, shops, 
e tc .). Th e quantity o f  lan d  in a state fit for certain types o f  human activity can 
be altered through the creation o f use values in the built environment. But the 
to tal quantity  o f  land on the earth ’s surface cannot be significantly 
augm ented or dim inished through human agency (although reclamation 
from  the sea can be im portant locally).

W hen we push beyond these very general points, an array o f fine distinc­
tions confronts us between, fo r exam ple, wholly ‘natural’ use values and 
those created by human action, or land use actively for production and 
extraction  versus land used sim ply as space (C apital, vol. 3, p. 774). M arx  
argu es that landed property ‘dem ands its tribute’ in all o f these senses. But we 
have to start som ew here, so  we begin with the last o f  these distinctions.

1 The land  a s  the basis fo r reproduction an d  extraction

The use values land contains can be extracted (as with minerals), mobilized in 
produ ction  as ‘forces of nature’ (wind and w ater pow er, for exam ple) or used 
as the basis fo r  continuous reproduction (as in agriculture and forestry). In 
the first tw o  cases we can designate the use values as conditions or elements o f 
production . A griculture is som ew hat special. The land here not only supplies 
a stock  o f nutrients to be converted by p lant grow th and animal husbandry 
into food  and sundry raw  m aterials, but it also functions as an instrum ent or 
m eans o f  production . The production process is partially  em bodied within 
the so il itself.3

3 M arx’s terminology is not always consistent. He variously refers to the land as a 
condition o f  production, a precondition for production, an element o f  production, an 
element within which production takes place, an instrument or means o f  production
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T h is m aterial condition is not the basis for rental appropriation. M uch o f 
M a r x ’s analysis o f  agricultural rent is given over to attacking such an errone­
ous conception  and explaining how it could arise. The distinction between 
p ro d u ced  and unproduced means o f production suggests a valid basis for a 
d istinction  betw een profit on capital (regarded as produced means of produc­
tion) and rent on land (considered as unproduced m eans o f production). This 
is, M a rx  argues, one o f the m ost pervasive o f all illusions within bourgeois 
po litica l econom y (C apital, vol. 3, p. 825). It implies that ‘rents grow  out of 
the so il’ and that land has value even though it is not the product o f human 
lab o u r -  p rop osition s that are as inconsistent with R icardo ’s value theory as 
they are with that of M arx . But we see how such an illusion can arise. We 
attribute social m eaning directly to purely use value distinctions. M arx  
argu es, by way o f contrast, that the hallmark o f landed property under 
cap italism  is the total separation  o f  the ‘land as an instrument o f  production 
from  landed property  and the landow ner’ (p. 618). Only capital com m ands 
the m eans o f production , no m atter whether these means are em bodied in the 
so il o r in the factory. This presum es, o f course, that intermediate form s of 
landow n ersh ip  (such a s  peasan t proprietorship) have given w ay to  a purely 
cap ita list m ode o f production  on the land (see section II below).

The use values in and on the land are ‘free gifts of N atu re ’, and vary greatly 
as to  their quantity and quality. The physical productivity o f  labour power 
therefore varies according to natural circum stances, which are m onopoliz­
ab le  and non-reproducible. Relative surplus value (excess profits) can accrue 
to  cap ita lists with access to use values o f superior quality -  easily mined 
m ineral resources, pow erful ‘forces o f  nature’ or land o f  superior natural 
fertility. The relative surplus value is a perm anent fixture, however, as com ­
p ared  with the norm al case where it is achieved only fleetingly through 
ephem eral technological advantage (Theories o f  Surplus Value, p t2 ,  p. 95). 
T h is  distinction  is  im portant in  understanding the basis for rent.

T h e illustration  M a rx  provides is instructive. One capitalist uses a 
w aterfall (not a product of hum an labour), while another uses coal (a product

(Theories o f  Surplus Value, pt 2, pp. 43, 48, 54, 245; Capital, vol. 3, p. 774). W hat he 
had in mind by these distinctions is best illustrated in the following passage: ‘Actual 
agricultural rent . . .  is that which is paid for permission to invest cap ita l. . .  in the 
element land. Here land is the element o f  production.' As such, it may be regarded as a 
form  o f constant capital (either fixed or circulating). ‘The powers of nature which are 
paid  fo r’, in the case o f rent for buildings, waterfalls, etc., ‘enter into production as a 
condition, be it as productive power or as sine qua non [by which M arx evidently 
m eans as space pure and simple], but they are not the element in which this particular 
branch o f production is carried on. Again, in rents for mines, coal-mines, etc., the earth 
is the reservoir, from whose bowels use values are to be torn. In this case payment is 
m ade for the land, not because it is the element in which production is to take place, as 
in agriculture, not because it enters into production as one o f the conditions of 
production, as in the case of the waterfall or the building site, but because it is a 
reservoir containing the use values.’ (Theories o f Surplus Value, pt 2, p. 245)
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o f hum an  labour) to p ow er machinery. A ny capitalist can go  on the market 
and purchase coal and machinery. But the w aterfall ‘is a m onopolizable force 
of N atu re  which . . .  is only at the com m and o f those who have at their 
d isp osa l particu lar portions of the earth and its appurtenances.’ Furthermore, 
m an ufacturers who ow n w aterfalls are in a position to ‘exclude those who do 
n ot from  using this natural force, because land, and particularly land 
endow ed with w ater pow er is scarce’ (C apital, vol. 3, p. 645). Such m anu­
facturers stand to receive excess profits in perpetuity by virtue o f the natural 
adv an tages they enjoy. Landow ners can appropriate these excess profits and 
convert them into ground-rents w ithout in any way diminishing the average 
profit.

T h e level o f  excess p rofit (and, by im plication, the rent) is fixed  by the 
difference betw een the individual productivity and the average productivity 
an d  price of production  prevailing within the industry. The natural force, it 
m ust be stressed , ‘is not the source o f surplus profit, but its natural b asis’, and 
the excess profits would exist even w ithout their conversion into ground rent. 
The circulation  o f  capital, rather than landed property, is the active factor in 
this process. If, however, the average price o f production falls below that 
ach ievable even with the aid o f N atu re ’s ‘free g ifts’, then the latter will be 
rendered useless (in the w ay that steam engines eliminated the w ater wheel). 
T h e ‘perm anence’ o f  excess profits m ust therefore be judged relative to the 
general processes o f  technological change.

This brings us to the general question o f  the m odification o f ‘natural forces’ 
by hum an action. The soil is capable o f m odification in w ays that are very 
im po rtan t for agricultural productivity. This form  o f technological change 
w ithin  the soil as m eans o f production  has some very peculiar characteristics. 
It can usually be accom plished only slow ly — a fact that in M a rx ’s view 
accoun ts a t least in p art for the relatively slow  pace o f technological change in 
agricu lture com pared with industry (Theories o f  Surplus Value, pt 2, pp. 
9 3 —6). N evertheless, capital ‘may be fixed in the land, incorporated in it 
either in a transitory m anner, as through im provem ents o f a chemical nature, 
fertilisation , etc., or m ore perm anently, as in drainage canals, irrigation 
w o rk s, levelling, farm  buildings, etc.’ (C apital, vol. 3, p. 619). This capital is 
called  land capital, a particu lar form  o f fixed cap ital which circulates and is 
p resum ably  used up in the n orm al w ay (see chapter 8). T h is fixed  capital 
ou gh t to earn at least interest.

C onsider, now , the im plications o f such investm ents fo r the fertility o f the 
soil. Fertility, we should begin by noting, ‘always implies an economic 
relation , a relation to the existing chemical and mechanical level o f develop­
m ent in agriculture, and, therefore, changes with this level o f developm ent’ . 
Fertility can be im proved ‘by an  artificially created improvement in soil 
co m position  or by a mere change in agricultural m ethods’ (Capital, vol. 3, p. 
65 1 ). C onsider the first o f  these tw o possibilities. T w o  peculiarities
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im m ediately  stand out. Successive investments have the capacity to  build 
upon one another and generate perm anent im provem ents. Successive invest­
m ents in m achinery, by w ay o f contrast, do n ot have such an effect. Indeed, 
technological revolutions in industry often entail the devaluation o f old 
equipm ent. Soil im provem ents are not subject to devaluation in the same 
w ay. The so il, ‘if properly treated, im proves all the tim e’ (p. 781). The 
circum stances that destroy the productive capacities o f the land are not, 
therefore, com parab le with those which reign in industry (p. 813).

Th e second peculiarity arises because perm anent im provem ent on  one plot 
o f land usually  m eans creating ‘such properties as are naturally possessed by 
som e other piece o f  land elsewhere’ (C apital, vol. 3, p. 746). C apital creates in 
one p lace conditions of production  that are free gifts o f nature elsewhere. The 
bou n d ary  between interest on capital and rent on land appears som ew hat 
b lurred until the investment is am ortized, when any perm anent improvement 
becom es a free good  and therefore in principle no different from  free gifts of 
nature. ‘Th e productivity o f  the land thus engendered by capital, later 
co incides with its “ n atu ral”  productivity, hence swells the rent.’ On these 
gro u n d s, M a rx  disputes R icardo ’s view that rent is a paym ent for the ‘original 
and indestructible pow ers o f  the so il’, because these pow ers are as much the 
p ro d u ct o f history as they are o f nature.

2 Space, p lace and location

Rent is that theoretical concept through which political economy (of w hat­
ever stripe) traditionally  confronts the problem o f  spatial organization. Rent, 
we w ill later show , provides a basis for various form s o f  social control over 
the sp atia l organization  and developm ent o f capitalism . This can be so 
because  land serves not only as a m eans o f  production but also as a ‘fou n d a­
tion, as a place and space providing a basis o f operations’ — space is required 
as an  elem ent o f  a ll production  and human activity’ (C apital, vol. 3 , pp. 774, 
781 ).

M a rx  did not tackle the use value o f space system atically, but there are 
variou s scattered references to it throughout his work. H is treatment o f it in 
C ap ita l, fo r exam ple, is founded in pure com m on sense, untramm elled by 
appeal to any particu lar theory o f  space. But certain theoretical principles are 
im plied : exactly  which is a question that has bem used and divided those 
concerned with the problem  ever since.4 The difficulties are more apparent

4 O f all m ajor M arxist writers, Henri Lefebvre (e.g., 1974) has been by far the most 
persistent in his striving to incorporate a spatial dimension into M arxian thought. 
Lipietz (1977) attempts a more conventional ‘spatialization’ o f the theory o f accumu­
lation, while a  special issue o f the Review o f  Radical Political Economics (vol. 10, no. 
3, 1978) on uneven regional development broaches similar themes. Considerable 
controversy has arisen, particularly am ong geographers, over the problem o f ‘spatial
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than  real. T h eir solution  lies readily to  hand if we go  back  to the basic 
concepts of use value, exchange value and value.

A use value, recall, is ‘not a thing o f a ir ’ but is limited by the ‘physical 
p roperties of com m odities’. Spatial properties o f location, situation, shape, 
size, dim ension, etc., are to be viewed, in the first instance, as material 
attribu tes o f all use values w ithout exception. And we could, if w e wished, 
equalize all objects ‘under the aspect o f space ’, distinguish them ‘as different 
p o in ts in sp ace ’ and exam ine the spatial relations between them (Theories o f  
Su rp lu s Value, p t 3 , p. 143). But the material properties o f use values ‘claim 
our attention only in so far as they affect the utility . . .  o f  com m odities’. The 
so c ia l aspect o f  use values is w hat counts in the end. But we cannot under­
stan d  this social aspect to  use values under capitalism  independently of 
exchange and the form ation  of values.

W e n ote, then, th at com m odities ‘have to  be brought to  m arket’ for 
exchan ge (although trading of titles can take place at one location), and that 
this eventually involves a physical movem ent in space. The latter is essential 
to  the form ation  o f prices. T o  the degree that exchange becomes general and 
is perfected , so the circulation o f com m odities ‘bursts through all restrictions 
as to time, p lace and individuals’ . Prices form  which reflect production 
cond itions at diverse locations under varied conditions o f concrete labour. 
T he exchange process is, in short, perpetually  abstracting from the specifics o f 
lo catio n  through price form ation. This paves the w ay fo r conceptualizing 
values in place-free terms. The abstract labour embodied at particular loca­
tion s under specific concrete conditions is a social average taken across all 
location s and conditions.

The accum ulation  o f capital involves the expansion  o f  value over time. At 
first blush it w ould seem  that space can be safely laid aside in such an analysis. 
B ut stripped o f  its m aterial reference point in both use values and money, 
accum ulation  could be represented only ideally rather than m aterially. The 
pivot upon which the analysis alw ays turns, we saw  in chapter 1, is the 
relation betw een use value, exchange value and value. The trick, then, is to set 
our understanding o f  m aterial spatial properties o f  use values into m otion 
togeth er with concepts o f exchange value and value. The meaning o f  the 
sp atia l properties o f use values in their social aspect can then be unravelled. 
W e will, in w hat follow s, take certain tentative steps down that path.

The ownership o f private property in land confers exclusive pow er on 
p rivate  persons over certain portions o f  the globe. This entails an absolute

fetishism’ — making social relations between people appear as relations between places 
or spaces. While all M arxists would agree in principle that class relations are of 
param ount importance, the problem still arises as to how and when it is useful to 
consider antagonism s between spatial categories, such as town and country, city and 
suburb, developed versus ‘Third W orld’ and so on, as important attributes of 
capitalism  (see Peet, 1981; Smith, 1981; Soja, 1980).
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conception  o f  space, one o f  the m ost im portant properties o f  which is a 
principle o f individuation established through exclusivity o f occupation o f a 
certain  portion  of space -  no two people can occupy exactly the same location 
in this space and be considered two separate people.5 The exclusivity o f 
control over absolute space is not confined to private persons but extends to 
states, adm inistrative divisions and any other kind of juridical individual. 
Private p roperty  in land, in practice usually recorded through cadastral 
survey and m apping, clearly establishes the portion  o f the earth’s surface over 
which private individuals have exclusive monopoly powers.

W hen com m odity producers take their products to m arket they move them 
acro ss a space that can best be defined as relative.6 Under this conception of 
space the principle of individuation breaks down because many individuals 
can occupy the sam e position relative to som e other point — more than one 
p rodu cer can be exactly ten miles from  m arket, for exam ple — while the 
m etric that prevails within the space can also be altered according to 
circum stance; distances m easured in cost or time are not the same as each 
other, and both are very different from  physical distances (see chapter 12).

P roducers in more favoured locations (‘more favoured’ in this case is 
m easu red  in term s o f lower transport costs) can gain excess profits. These 
excess profits, like differences in natural fertility, are to be regarded in the first 
instance as perm anently fixed as com pared with the usual transitory form  of 
relative surp lus value associated  w ith ephemeral technological advantage. It 
then fo llow s that those who own land in favoured locations can convert the 
excess profits into ground-rent without affecting the average rate o f profit.

But since space is used by everyone — not just producers — we have to 
consider the im plications o f ‘m ore favoured’ locations from the standpoint of 
all form s o f  hum an activity, including those o f  consum ption. When we leave 
the realm  o f strict com m odity production, a wide range o f social and fortuit­
o u s circum stances can come into play. The consum ption preferences o f the 
bou rgeo isie  are, after all, not entirely predictable, shaped as they are by

5 Absolute space in physics refers to a ‘container view’ of a space that is immutable, 
everlasting and unchanging. In practice this boils down to postulating a set o f fixed 
co-ordinates through which matter moves. I argued elsewhere (Harvey, 1973, p. 13) 
that space is ‘neither absolute, relative o r relational in itself, but it can become one or 
all simultaneously depending on the circumstances. The problem of the proper con­
ceptualization o f space is resolved through human practice with respect to it.’ I still 
hold to this view. In the case being considered here, we view private property or other 
territorial divisions as the fixed units through which capital circulates. The con­
ceptualization o f absolute space makes sense because that is how private property in 
land is expressed.

6 The relative view o f space has dom inated Newtonian absolute spacefor a hundred 
years or so in physics, but geographers and other social scientists have picked up on the 
idea relatively recently (Harvey, 1969, ch. 13). M arx, as usual, was remarkably ahead 
o f  his time in clearly acknowledging the relativity o f space with respect to exchange 
processes.



3 4 0 T H E O R Y  OF R E N T

ch anging tastes, the whim s o f fashion, notions o f prestige an d  so on. The 
seem ing incoherence can be reduced som ew hat, however, if the implications 
fo r the com m odity  labour pow er are quickly spelled out. The cost o f repro­
du ction , and therefore the value o f labour pow er, is, given M a rx ’s general 
rule on transport costs, sensitive to the cost o f getting to and from  work. If all 
w orkers receive a flat w age rate, then those w ho live in ‘favoured Ideations’ 
h ave a relative advan tage over those who live further away. If the wage is set 
a t a level needed to ensure the reproduction of the worker who lives furthest 
aw ay  (as can som etim es happen under conditions o f  labour scarcity), then all 
o ther w orkers receive a w age somewhat above value. It then follow s that 
those who hold land can convert the excess w age into ground-rent w ithout in 
any w ay disturbing the value of labour pow er. It is im portant to distinguish 
cases o f this sort from  rack-renting and other secondary form s o f exploitation 
visited  by landow ners upon the labourers occupying their lands. In the latter 
case , o f course, the ground-rent is supplem ented by a deduction out o f the 
value of labou r pow er in exactly the same way that powerful landed interests 
can , under certain circum stances, gain excess rents at the expense of 
cap ita lis t ’s profit.

T h e case o f  labour pow er illustrates that we can, in principle at least, 
investigate each o f the m ultitude o f  different activities within capitalism , seek 
to  d iscover the rational basis o f each and the locational principles that guide 
them , and so establish the basis for rental paym ents in different lines o f 
activity. Som e -  like w holesaling, retailing and money and financial functions 
— are m ore am enable to treatment on this basis than others — for exam ple the 
location  of adm inistrative, religious, ‘ideological’ and scientific functions. In 
the final analysis, however, the use value o f a particular location can not be 
u n d erstood  independently o f  the variegated needs o f  a whole host o f activities 
with which M arx  was only peripherally concerned, and which he therefore 
excluded from his analysis (Theories o f  Surplus Value, p t 2, p. 2 7 0 ).7

The appropriation  of rent on the basis of location becomes a much more 
com plicated  affair as soon as we allow that relative advantages, though a 
perm anent feature o f any landscape, are perpetually altering with respect to 
p articu lar land parcels. They alter ‘historically, according to economic 
d ev e lo p m en t,. . .  the installation o f m eans o f  com m unication, the building of 
tow n s, etc., and the grow th o f popu lation ’ (Theories o f  Surplus Value, p. 
3 1 2 ). The changing capacity  o f the transport industry is particularly 
im po rtan t since ‘the relative differences m ay be shifted a b o u t. . .  in a way that 
d o es not correspond to the geographical distances’ (Capital, vol. 2, pp. 
2 4 9 —50). The net effect in som e cases m ay be to even out differences arising 
from  location , but in others exactly the opposite result can be achieved 
(C ap ita l, vol. 3 , p. 650). The details o f how  and why this m ust necessarily

7 W hat a genuinely M arxist approach to location theory would look like has yet to 
be worked out. Some aspects o f this problem will be taken up in chapter 12.
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occur under capitalism  w ill be taken up  in chapter 12. F or the moment, all we 
need to  know  is that locational advantages for specific land parcels can be 
altered  by hum an agency. Which m eans that the action o f capital itself 
(particularly  through investm ent in transport and com m unications) can 
create sp atia l relationships. The spatial attributes o f use values can then be 
brough t back into the realm  o f analysis as socially created qualities and, 
therefore, as a fit and proper subject for full investigation in relation to the 
op eration  o f  the law  o f  value.

3 Location , fertility and prices o f  production

T h e effects of location and differentials in ‘natural productivity ’ intermingle 
in num erous and confusing w ays, which som etim es reinforce and sometimes 
coun teract each other. Fertile but poorly situated land m ay be abandoned in 
fav o u r of less fertile but more favourably  located land:

The contrad ictory influences of location and fertility, and the variable­
ness o f the location factor, which is continually counterbalanced and 
perpetually  p asse s through progressive changes tending tow ards equali­
sation , alternately carry equally good, better or w orse land areas into 
new com petition  with the older ones under cultivation. (C apital, vol. 3, 
p. 769)

B ut conversely, a m ass  o f fertile soil can have a ‘neighbourhood’ o r ‘spillover’ 
effect on poorer soil situated nearby: ‘if inferior soil is surrounded by superior 
so il, then the latter gives it the advantage o f location in com parison with more 
fertile so il which is not yet, o r is about to become, p art o f the cultivated area ’ 
(C apital, vol. 3, p. 669).

D ifferent activities a lso  exhibit a different degree o f sensitivity to location 
as o p p o sed  to  the other qualitative attributes o f particular sites. Agriculture is 
sensitive, generally speaking, to both fertility and location  jointly, whereas 
factories, houses, sh ops, etc., are prim arily sensitive to location. But the 
qualities o f  terrain — drainage, slope, aspect, healthiness, etc. — are not 
irrelevant to  the siting o f the latter, while certain kinds o f industrialized 
agricu lture depend scarcely at all upon the natural productivity o f the land 
they occupy. ‘The m ore agriculture develops,’ M arx  com m ents, ‘the more all 
its elem ents enter into it as com m odities’ from  outside and, by implication, 
the more it is liberated from  specific qualities o f the soil (Theories o f  Surplus 
Value, pt 2, p. 54).

D ifferent activities com pete with each other for the use o f  space. M arx  
explicitly  ab stracts from  this process (Theories o f  Surplus Value, pt 2, p. 270), 
alth ough  he som ew hat unwisely ventures the opinion (more o r less a s  an 
aside) that the rent on all non-agricultural land ‘is regulated by agricultural 
rent p ro p er’ (C apital, vol. 3, p. 773). Fie should have regarded the rents as
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sim ultan eously  determ ined by m any com peting activities. Behind this con­
ception  lies the idea that landow ners are indifferent as to whether the rent 
they receive is a deduction out of w ages o f labour, out o f excess or even 
average profit of capital, or out o f any other form o f revenue. And M arx  
h im self is certainly well aware that ‘poverty is more lucrative for house-rent 
than  the m ines o f Potosi ever were for Spain ’, and com plains bitterly at how 
the ‘m onstrous p ow er’ o f landed property is ‘used against labourers . . .  as a 
m eans of p ractically  expelling them from  the earth as a dwelling p lace’
(C ap ita l, vol. 3 , p. 773).

M o re  serious difficulties arise when we consider the manner in which the 
investm ent of capital modifies both spatial relations and the qualities o f land 
at p articu lar sites. C ap ital has, in this, a certain am ount o f choice. M oney can 
be p u t to im proving transportation  and so opening up more fertile lands for 
exp lo itation , or it can be put to im proving the inferior lands already in 
cu ltivation. The form er strategy, because it deals with the relativity o f space, 
will likely benefit m any landow ners, whereas the latter is m ore exclusively 
confined to individual ow ners. Leaving aside the obvious social problems that 
arise  from  such a difference, the com plex interaction effects o f investments on 
tw o aspects o f use value that som etim es reinforce and sometimes contradict 
each  other rem ains to be worked out. And if M arx  had bothered to do so in 
any detail he w ould have picked up on certain aspects o f rent that are now 
m issin g from  his analysis.

As it is, M arx  bypasses all such difficulties by eliminating the question o f 
location  and concentrating solely on differentials in fertility as these affect 
agricu lture only. This sim plification perm its him to derive a very im portant 
principle. The price o f production  o f  agricultural com m odities is usually fixed 
by the cost of p roduction  on the worst soil plus the average rate o f profit. This 
is a rad ical departure from  price determ ination in industry, where it is the 
so cial average that prevails. The departure can be justified on two grounds. 
F irst, ‘naturally  b ased ’ differentials in productivity cannot be elim inated by 
technological change in the sam e way as in industry (excess profits are a 
perm an en t fixture for those blessed with more fertile soils). Secondly, an 
exp an sio n  in agricultural production  entails drawing more inferior lands into 
cu ltivation  and intensifying production  on superior soils only when that is 
m ore profitable. W hichever the case, the worst soil must always realize the 
average rate o f profit if it is to stay in cultivation. This is the principle that 
M a rx  is m ost anxious to establish. It form s the basis for much o f his theory of 
rent.

H e recogn izes, o f  course, that circum stances are by no m eans this simple. 
H e presum es an equilibrium  in dem and and supply o f agricultural com ­
m odities, for exam ple. And he assum es also  that the interaction effects 
betw een fertility and location, and the differential patterns o f capital invest­
m ent in both, as well as the competition am ong different lines and branches of
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produ ction  for the land, have, in the final analysis, no effect upon the 
theoretical coherence of the principle. In section III below we will return to 
con sid er the validity o f such assum ptions. But first we must consider the 
so cial position  of landow ners, with their exclusive rights to certain portions 
o f the globe, under the social relations o f capitalism .

II L A N D E D  P R O P E R T Y

‘ In each historical epoch ,’ M arx  writes, ‘property has developed differently 
an d  under a set of entirely different social relations’ (Poverty o f  Philosophy, 
p. 154). The rise o f capitalism  entailed the ‘dissolution o f the old economic 
relation s o f  landed property ’ and their conversion to a form  com patible with 
su stained  accum ulation. From this standpoint capital can be regarded as ‘the 
creator o f m odern  landed property, o f ground rent’. The latter has to be 
un d erstood  as a ‘theoretical expression o f the capitalist m ode o f production ’ 
(G run drisse , pp. 2 7 6 - 7 ;  C apital, vol. 3, p. 782). The hallm ark o f landed 
p rop erty  under capitalism , M arx  argues, is such a thorough dissolution of 
‘ the connection between landow nership and the land’ that the landlord, in 
return for a straight m onetary paym ent, confers all rights to the land as both 
instrum ent and condition  o f production upon capital. The landlord thereby 
assu m es a p assive  role in relation to the dom ination o f labour (which control 
of the land  allow s) and to the subsequent progress o f accum ulation (C apital, 
vol. 3 , pp. 6 1 7 —18, 636). Itfo llow s that, a lth ou gh ‘the income o f the landlord 
m ay be called rent, even under other form s o f society’, the meaning o f that 
paym en t ‘differs essentially from  rent as it appears in [the capitalist] m ode of 
p ro d u ctio n ’ (p. 883). The appropriation  o f rent can then sim ply be defined as 
‘that econom ic form  in which landed property is realised under capitalism ’ (p. 
634 ).

The actual history o f  the transform ation  o f feudal rent into capitalist 
ground-rent, o f  the subjection o f  feudal property to the capitalist m ode of 
p rodu ction , is strewn with com plexities generated to a large degree out o f  the 
cross-currents o f class struggle and social conflict.8 Difficulties also arise 
because  ‘cap italist production starts its career on the presupposition o f 
lan ded  property , which is not its own creation, but which w as already there 
before it’ (Theories o f  Surplus Value, p t 2, p. 243). The original conditions of 
landow nersh ip  varied greatly, and som e, such as those in England, appeared 
easier to transform  than others.9 Since the separation  o f labour from  the land

8 Rey (1973) and Tribe (1978) provide accounts o f the origins of landed property, 
while the general problem of the transition from feudalism to capitalism is taken up in 
D obb (1963) and Hilton (1976).

9 Rey (1973, p. 73) argues that feudal property, subject to  the influence o f  money 
and com m odity production, was forced to create conditions for capitalist production 
(such as the expulsion o f peasants from the land) because it was forced to increase it's 
rents.



3 4 4 T H E O R Y  OF R E N T

as a m eans o f  production  w as (and still is) an essential precondition fo r the 
form ation  of wage labour, the form o f pre-capitalist landownership played 
ju st as im portant a role in prim itive accum ulation as capital played in the 
creation  of the m odern form  o f landed property. Private property in land, like 
m erch an t’s cap ital and usury, is as much a prerequisite as a product o f the 
cap ita list m ode o f production :

The history of landed property, which w ould dem onstrate the gradual 
tran sform ation  o f the feudal landlord into the landow ner, o f the 
hereditary, sem i-tributary and often unfree tenant for life into the 
m odern  farm er, and o f the resident serfs, bondsm en and villeins who 
belonged to the property into agricultural day labourers, would indeed 
be the history o f  the form ation o f modern capital. (Grundrisse, p. 252)

M a r x ’s general version o f th is history can  be divided into two phases. In the 
first, feudal labour rents are transform ed into rent in kind and finally into 
m oney rents. This transform ation  presupposes ‘a considerable development 
of com m erce, o f  urban industry, o f com m odity production in general, and 
thereby o f money circulation ’ (Capital, vol. 3, p. 797). The law o f value 
begins to regulate prices through m arket exchange. The monetization o f 
feudal rents opens up the possibility fo r leasing out land in return fo r money 
paym en ts and, finally, to the buying and selling o f land as a commodity. 
U rban-based  capital can penetrate the countryside and transform  social 
re lation sh ips there. T o  the gentler processes o f m onetization can be added the 
m ore grasp in g  practices o f  the usurer (who does much to loosen the grip of 
trad ition al landholders on their lands) and, finally, violent expropriation 
(with or w ithout the sanction o f  the state):

The spoliation  o f the church’s property, the fraudulent alienation o f the 
State dom ains, the robbery o f the common lands, the usurpation of 
feudal and clan  property, and its transform ation  into modern private 
property  under circum stances o f reckless terrorism , were just so many 
idyllic m ethods o f prim itive accum ulation. (C apital, vol. 1, p. 732)

B ut the privatization  o f lan d  ownership an d  the form al subjection o f the 
p rodu cer to a system  o f  com m odity production and exchange does not 
necessarily  achieve that form of landed property which is a pure reflection of 
cap ita list relations o f production. All kinds o f intermediate form s can arise 
that are perh aps better interpreted, in the m anner o f Rey, as ‘com plex 
articu lation s’ o f d ifferent m odes o f production, one upon the other. This does 
not im ply acceptance o f R ey ’s basic conclusion that rent under capitalism  can 
be understood only as a relation o f distribution, which reflects a relation o f 
p rodu ction  o f  another m ode o f  p roduction  (e.g. feudalism) w ith which 
cap ita lism  is articulated (Rey, 1973, p. 60). Situations arise in the transition 
to cap italism , however, in which Rey’s conception is highly appropriate.
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L an dow ners frequently exploit the labouring producers directly, for exam ­
ple. This is as true for slave econom ies (the Am erican South prior to the Civil 
W ar) as it is for system s o f peasan t production that have survived into the 
presen t era. In the latter case, the landlord has every incentive to extract the 
m axim u m  rent, not only because this m axim izes the landlord’s revenues, but 
a lso  because it forces the p easan t to  w ork harder and harder and to produce 
m ore and m ore com m odities for the market at ever lower prices (given the 
increase in supply). The m assive exploitation o f a rural peasantry by a 
lan d lord  class is, from  this standpoint, entirely consistent with industrial 
cap italism  when it provides cheap food for the urban w orkers and a cheap 
su pply  o f raw m aterials for industry. A pow erful alliance can be created 
betw een the landed interest and an industrial bourgeoisie on this basis.

B ut such a form  o f rural exploitation , like absolute surplus value in general, 
has its lim its. The interm ediate form s o f production tend to inhibit ‘the 
developm ent o f  the social productive forces o f  labour, social form s o f labour, 
social concentration  o f c a p ita l . . .  and the progressive application o f science’ 
(C apital, vol. 3 , p. 807). For this reason the intermediate form s ultimately 
give way to a production  system which achieves the real subjection o f labour 
to  cap ital (rather than to the landlord) and which liberates the land from  the 
barriers that inhibit the developm ent o f the productive forces. And the only 
w ay this can occur is through the complete removal o f the landowner from  
any direct pow er over the use o f the land, over the labour pow er employed 
thereon, and over the capital advanced, in return for a money payment.

M a rx  evidently did not feel too secure in his rendition o f  how  the capitalist 
form  of landed property  came to be. H e w as later to claim that he had merely 
sough t to ‘ trace the path by which, in W estern Europe, the capitalist 
econom ic system em erged from  the w om b o f the feudal economic system ’. He 
attacked  those who transform ed ‘my historical sketch o f the genesis of 
cap italism  into an historico-philosophical theory o f the general path of 
developm ent prescribed by fate to all nations, whatever the historical 
circum stances in which they find them selves’, and freely adm itted th a t ‘events 
strik ingly  an alogo u s but taking place in different historical surroundings led 
to  totally  different results’ (M arx and Engels, Selected Correspondence, 
p p . 3 1 2 - 1 3 ) .

H e  w as, for exam ple, som ew hat exercised by the problem  o f the form  
lan ded  property  took  in those countries, such as the United States, where 
there w as no feudalism  to replace. His argument here is that, where capital 
does not find landed property as a precondition, ‘it creates it itself’, for the 
very sim ple reason s that ‘the separation  o f  the labourer from  the soil and from 
ow nersh ip  of land is a fundam ental condition for capitalist production and 
the p rodu ction  of cap ital’ (Theories o f  Surplus Value, pt 1, p. 51; pt 2, p. 
3 1 0 ). H is  chapter on the theory o f  colonization in the first volume o f  C apital 
m ak es the sam e point. But there are occasional hints that the form that landed
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p rop erty  w as tak in g  in the U nited States w as som ew hat special {Capital, vol. 
3, pp. 6 6 9 —72 ; M arx  and Engels, Selected Correspondence, pp. 2 2 6 —8). It is 
a pity he did not exam ine this form  in greater depth because the United States, 
as we shall see, is the one country in which land, from the very beginning, was 
treated  in a manner that cam e closest to that dictated by purely capitalistic 
considerations (though even here the correspondence w as far from  exact).

Instead, M a rx  spent immense energy in his later years tracing the history of 
landed  property  in R ussia. He w as fascinated by the possibility that the 
R u ssian  village com m une might provide the basis for a direct passage to ‘the 
highest com m unist form  o f landed property ’ without going through ‘the sam e 
p ro ce ss o f disintegration as that which has determined the historical develop­
m ent o f the W est’. Whether this could happen depended, in his view, upon the 
p rio r  elim ination o f those ‘deleterious influences’ — chiefly those o f money 
an d  m erchant cap ital — that normally assailed such communal forms of 
property  from  every quarter. Under conditions o f general socialist revolution, 
the trad itional form s o f com m unal property could indeed be the ‘m ainspring 
of R u ss ia ’s social regeneration ’ (Preface to the Russian edition of the Com ­
m unist M an ifesto ; Selected Correspondence, p. 340).

B ut even within the W est, M a r x h a d to  concede that there w as a great deal 
o f h istorical variation which differentiated the experience o f one nation from  
anoth er and even one region from  another. This could be attributed in part to 
residual features ‘dragged over into m odern times from  the natural economy 
of the M iddle A ges’ , but also to the uneven penetration o f capitalist relations 
under h istorical circum stances showing ‘infinite variations and gradations in 
ap p earan ce ’, which dem and careful em pirical study (Capital, vol. 3, pp. 
7 8 7 - 9 3 ) .  The actual history o f landed property under capitalism  has been a 
confused and confusing affair. It is difficult to spot within that history the 
log ic o f a necessary transform ation  o f landed property into its capitalistic 
form .

T h ese  confusions are still with us. They are the focus o f great controversies 
in societies where pre-capitalist elements are strongly entrenched, where 
landed property  exercises a pow erful independent influence, and where the 
alliance between a rural oligarchy and an industrial bourgeoisie still reigns. In 
these societies, R ey ’s thesis still holds good, indicating that relationships on 
the land have been extraordinarily slow  to adapt to the dictates o f purely 
cap ita list relations o f production  in m any areas o f the w orld .10

B ut the confusions are equally in evidence in advanced capitalist countries. 
In Britain , as M assey  and C atelano (1978) have recently shown, landed 
property  no longer exists (if it ever did) as a unified and relatively hom ogene­
o u s class interest, but com prises motley and heterogeneous groups ranging all 
the way from  ancient institutions (the Church, the Crown, large aristocratic

10 Besides Rey (1973), Amin (1976), Laclau (1977) and Taylor (1979) fashion 
typical arguments from different points of view.
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estates), through financial institutions (banks, insurance an d  pension funds) 
to a wide range o f individual and corporate owners (including workers who 
own their ow n hom es) and government agencies. This heterogeneity is hard 
to  reconcile with the idea that landlords constitute ‘one o f  the three great 
c la sses in cap italist society ’. But if we probe hard within this diversity we can 
begin to sp o t a central guiding feature in the behaviour o f all economic 
agen ts, regardless o f exactly who they are and what their im m ediate interests 
d ictate: this is the increasing tendency to treat the land as a pure financial 
asset. H erein  lies the clue to both the form  and the mechanics o f the transition 
to  the purely capitalistic form  of private property in land.

If land is freely traded, then it becom es a com m odity o f  a ratherspecial sort. 
B ecau se the earth is not the product o f labour it cannot have a value. The 
p urch ase  o f land ‘merely secures for the buyer a claim to receive annual rent’ 
(C ap ita l, vol. 3 , p. 808). Any stream  o f revenue (such as an annual rent) can 
be considered as the interest on some im aginary, fictitious capital. For the 
buyer, the rent figures in his accounts as the interest on the money laid out on 
land purchase, and is in principle no different from  sim ilar investments in 
governm ent debt, stocks and shares o f enterprises, consum er debt and so on. 
T he m oney laid ou t is interest-bearing capital in every case. Th e land becomes 
a  form  of fictitious capital, and the land m arket functions simply as a 
p articu lar branch — albeit with some special characteristics -  o f the circula­
tion o f interest-bearing capital. Under such conditions the land is treated as a 
p ure financial asset which is bought and sold according to the rent it yields. 
Like all such form s o f  fictitious capital, w hat is traded is a claim  upon future 
revenues, which m eans a claim upon future profits from the use o f the land or, 
m ore directly, a claim  upon future labour.

W hen trade in land is reduced to a special branch o f the circulation o f 
in terest-bearing capital, then, I shall argue, landownership has achieved its 
true cap italistic  form. M arx  does not reach this conclusion directly, although 
there are various hints scattered in the text to suggest that land-trading could 
indeed be treated as a form  o f  fictitious capital (C apital, vol. 3, pp. 805—13). 
O nce such a condition becom es general, then all landholders get caught up in 
a general system  of circulation of interest-bearing capital and ignore its 
im peratives at their peril. Owner-producers, for exam ple, are faced with a 
clear choice between purchasing the land or renting it from another. H ow  
th at choice is exercised, under pure conditions o f capitalist landownership, 
sh ou ld  m ake no difference. In the sam e way that capitalists can collect 
interest and profit on their capital when they use their own funds in produc­
tion, so they can collect rent and profit on their capital if they ow n the land 
they use. But the roles are quite separate. A  producer, as landowner, can just 
as easily  sell o ff  the land and lease it back from  another, or m ortgage it to a 
bank . The rent m ust be paid  either directly to another or indirectly in the form 
o f  an incom e forgone because the producer fails to mobilize the fictitious
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cap ita l that the land represents and put that money into motion to realize 
su rp lus value through production. But this also  presupposes a capitalistic 
form  o f  p roduction  upon the land itself (peasant proprietorship has been 
elim inated, etc.). Furtherm ore it is clear that the capitalistic form  o f private 
property  w ould  be unthinkable in the absence o f a sophisticate^ and all- 
em bracing credit system . M arx  m akes very little o f this idea. We will return to 
it in section VI below.

It is all very well, and undoubtedly useful, to specify the characteristics o f 
lan ded  property  as these ought to exist in pure capitalist state. But we ought 
a lso  to specify the historical process whereby landed property is reduced to 
such  a condition. The ability to alienate and to  trade land in no way 
gu aran tees that it will be traded as a pure financial asset, and for much o f the 
history  o f  cap italism  land has not been freely traded according to such a 
sim ple principle. The growth of com m odity exchange, the spread o f m onet­
ary  relation sh ips and the grow th o f the credit system  all form  contextual 
cond itions favourable to the increasing treatm ent o f land as a financial asset. 
T he attractiveness o f  land as an investment (its security as well as the prestige 
that traditionally  attaches to ow nership o f it) has always made it vulnerable 
to surp lus capital. The m ore surplus capital there is (in both the short term, 
through overaccum ulation , and the long term), the m ore likely will land be 
ab so rb ed  into the fram ew ork  o f  capital circulation in general. The growth of 
m ortgage m arkets, the taxation  o f land as a financial asset by the state (which 
forces m onetization) and the whole com plex history o f primitive accum ula­
tion and the m onetization  o f landed property relations (which M arx  gives a 
p artia l accoun t of in the G run drisse) also play their respective roles. But in the 
final analysis, it is probably  the need to revolutionize the productive forces on 
the land , to open up the land to the free flow of capital, that forces the 
reduction  o f landow nership to the holding o f a pure financial asset. This 
im plies that traditional form s o f rural exploitation  (the absolute surplus value 
extracted  from  the peasantry) can no longer meet the needs o f capital in 
general (the supply o f food  and raw  m aterials). The alliance between rural 
landow n ers and industrialists becomes an antagonism  o f the sort that 
characterized the first half o f the nineteenth century in Britain.

Th e treatm ent o f land as a pure financial asset, and the reduction of 
landh olders to  a faction  o f  money capitalists who have simply chosen, for 
w hatever reason , to hold a claim on rent rather than on some other form  o f 
future revenue, is not free o f its contradictory aspects.11 The normal condition 
o f ow nersh ip  o f a means o f  production entails, in the case o f land, ownership 
of a claim upon revenue which attaches to a use value with peculiar qualities 
(see section I above). M onopoly  pow er over the use o f land -  implied by the 
very condition o f landownership — can never be entirely stripped o f its

11 Some o f the more extraordinary episodes o f out-of-control land speculation are 
recounted in Studenski and K roos (1952).
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m o n op olistic  aspects, because land is variegated in term s o f  its qualities of 
fertility, location , etc. Such m onopoly pow er creates all kinds of 
opportun ities for the appropriation  o f rent which do not arise in the case o f 
o ther kinds o f financial asset except under special circumstances. M onopoly 
control can arise in any sector, o f course, but it is a chronic and unavoidable 
aspect w hich inevitably infects the circulation o f interest-bearing capital 
through land purchase. The ‘insane form s’ o f speculation and the ‘height o f 
d isto rtio n ’ achieved within the creditsystem  (see chapter 10) stand, therefore, 
to be greatly  magnified in the case o f  speculation in future rents. The integra­
tion o f landow nership within the circulation o f interest-bearing capital may 
open  up the land to the free flow of capital, but it also opens it up to the full 
p lay  of the contradictions o f capitalism . T h at it does so in a context 
characterized by appropriation  and m onopoly control guarantees that the 
prob lem  of land speculation will acquire deep significance within the overall 
unstable dynam ic o f capitalism . We will revert again and again to this theme 
in what follow s.

Ill T H E  F O R M S  O F  R E N T

M  arx  considered that rent, under capitalism , could take four different form s: 
m onopoly , absolute, and two types of differential rent. These categories are 
ad ap ted  from  classical political economy. Fairly early on in his investiga­
tions, M a rx  declared:

The only thing I have got to prove theoretically is the possibility of 
ab so lu te  rent, w ithout violating the law  o f value. This is the point 
around which the theoretical controversy has turned from  the days of 
the Physiocrats up till now. R icardo  denies this possibility. I maintain 
that it exists. (Selected Correspondence (with Engels), p. 134)

The od d  thing is, however, that differential rent takes up hundreds o f pages 
in C ap ita l and Theories o f  Surplus Value while absolute rent is dealt with 
m ost sum m arily. I shall argue that M a rx ’s initial concern for absolute rent 
w as d ictated  m ore by his fascination  with the contradictions o f bourgeois 
po litical econom y than by deep theoretical considerations, and that his real 
contribution  lies in pushing the theory o f differential rent into entirely new 
terrain .

1 M onopoly rent

All rent is based on the m onopoly  pow er o f private owners o f  certain portions 
o f the globe. But we can  also assum e, w ithout contradiction, that users freely 
com pete for p lo ts of land o f different quality in different locations and that 
landow n ers likewise com pete with each other for the rent they can com m and.
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C ircum stances som etim es arise, however, in which such competitive condi­
tion s do  not prevail. M onopoly  rents can then be realized. T w o  different 
situ ation s app ear relevant (C apital, vol. 3, p. 775). First, property owners 
w h o control land o f  such special quality or location in relation tq a certain 
k ind o f activity may be able to extract m onopoly rents from those desiring to 
use that land. In the realm o f production, the m ost obvious exam ple is the 
vineyard producing wine of extraordinary quality which can easily be sold at 
a m onopoly  price. In this circum stance, ‘the m onopoly price creates the rent’ . 
M a rx  did not, evidently, think this kind o f m onopoly rent would be very 
w idesp read  in agriculture, but suggests that in densely populated areas house 
and land  rents m ay be explicable only in these terms (Theories o f  Surplus 
Value, pt 2, pp. 30 , 38). Prestige and status locations create all kinds of 
possib ilities to  realize m onopoly rents from  other factions o f the bourgeoisie, 
fo r exam ple. Secondly, landow ners m ay refuse to release the unused land 
under their control unless paid  such a high rent that the m arket prices o f 
com m odities produced on that land are forced above value. In this instance, 
which depends upon the scarcity o f land and upon the collective class pow er 
and position  o f the landed interest, the rent charged creates the m onopoly 
price. Th is form  o f m onopoly rent can be im portant in all sectors and affect 
the co st of food  grains as well as the cost o f w orking-class housing.

In both  cases, o f  course, the m onopoly rent depends upon the ability to 
realize a m onopoly  price for the product (wine, grain or housing). And in 
both  cases, also , the m onopoly  rent is a deduction out o f the surplus value 
p rod u ced  in society as a whole, a redistribution, through exchange, o f aggre­
gate surp lus value (C apital, vol. 3, p. 833). The first case can be eliminated 
from  consideration  because, like trade in antiques and works o f art, it is o f 
peripheral concern to any study o f general com m odity production. The 
secon d case p oses som e more general problem s, which can best be taken up in 
relation  to abso lu te rent.

2 A bsolute rent

Th e conditions for the existence o f absolute rent are not hard to derive given 
the too ls already to hand. W e begin by noting the general difficulty of 
instituting technological change in sectors using land as a m eans o f produc­
tion (see above, p. 336). A griculture is the m ost obvious exam ple. There is, 
then, a strong likelihood that the value com position o f capital in agriculture 
will be lower than the social average. If a complete equalization o f the rate of 
p rofit across all sectors is assum ed, then the prices o f production in 
agricu lture will be well below  values (see chapter 2, section III). In other 
w o rds, a capital o f a certain size in agriculture produces greater surplus value 
than  it receives in the w ay o f profit, because sectors contribute to the total
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social surp lus value according to  the labour pow er they em ploy but receive 
su rp lu s value according to the total capital they advance. But this supposition 
rests ‘upon the constantly changing proportional distribution of the total 
so cial capital am ong the various spheres o f production, upon the perpetual 
inflow  and outflow  o f cap ita ls’, and assum es that no barriers exist to the 
equalization  o f  the rate o f  profit. Absolute rent can arise when landed 
property  erects a systematic barrier to this freeflow  of capital:

If capital meets an alien force which it can but partially, or not at all, 
overcom e, and which limits its investment in certain spheres, admitting 
it only under conditions which wholly or partially exclude that general 
equalisation  o f surplus-value to an average profit, then it is evident that 
the excess o f the value o f com m odities in such spheres o f production 
over their price o f production  w ould give rise to a surplus profit, which 
could  be converted into rent and as such made independent with respect 
to profit. Such an alien force and barrier are presented by landed 
property , when confronting capital in its endeavour to invest in land; 
such a force  is the land lord  vis-a-vis the capitalist. (Capital, vol. 3, 
pp. 7 6 1 - 2 )

It fo llow s that agricultural products can trade above their prices o f produc­
tion , and so yield absolute rent, while selling below  or even up to their values. 
An abso lu te  rent can exist w ithout in any way infringing the law  o f value. The 
app aren t dilem m a that led R icardo to deny the possibility o f absolute rent is 
neatly overcom e. Part o f the excess surplus value produced in agriculture by 
virtue o f its labour intensity (lower value com position) is ‘filched’ (as M arx  
p uts it) by the landlord, so  that it does not enter into the equalization o f the 
rate o f  profit. T o  be sure, the com m odity sells at a m onopoly price. But this 
represents a failure to  redistribute surplus value from  agriculture to sectors 
with higher than average value com positions, rather than an active redis­
tribution  o f surplus value into agriculture, as w ould be the case under 
m on opoly  rent. The level o f absolute rent depends upon supply and dem and 
cond itions as well as upon the area o f new land taken into cultivation. The 
increase in the price of the product is not the cause of rent, ‘but that rent is the 
cause of the increase in the price of the produ ct’, even though the commodity 
still trades at less than or equal to its value (C apital, vol. 3, pp. 7 6 2 -3 ) .

A  num ber o f  com m ents on  this conception o f absolute rent are in order. 
First o f  all, its validity has frequently been attached to the successful resolu­
tion o f the so-called ‘transform ation  problem ’ (chapter 2, section III). M a rx ’s 
‘ e rro rs’ with respect to the latter, it is som etim es argued , totally destroy his 
conception  o f  absolute rent. Certainly, the level o f absolute rent would 
depend upon the excess profit available after all interaction and feedback 
effects had been taken into account. Far from disturbing M a rx ’s conception 
o f ab so lu te  rent, I believe his approach to the latter sheds light upon the
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p ro p er interpretation to  be put upon the tranform ation process.12 W hat 
M a rx  was after w as to identify the rules o f distribution o f surplus value as 
these are achieved through social processes (market exchange in particular) 
and to  show that these rules were entirely distinct from , and therefore in 
poten tial conflict with, the processes o f production o f  surplus value. W ithout 
such a separation  and opposition  between production and distribution, the 
w hole M arx ian  interpretation o f crises would fall apart. We now encounter a 
specific version o f  this opposition . The social necessity for private landow ner­
sh ip  under cap italism  entails distributional arrangem ents — the capacity to 
app rop riate  rent — which are in potential conflict with sustained accum ula­
tion. W hat M a rx  w ill ultimately seek to show us is that a  ‘rational’ organiza­
tion o f  agriculture is im possible to achieve. The use o f the land is necessarily 
irrational, not merely from  the poin t o f  view o f meeting human w ants and 
needs (for that goes alm ost without saying), but also  from  the standpoint of 
su sta in ed  accum ulation  through expanded reproduction. Th is is a fundam en­
tal contrad iction , to which we will return in due course.

T h e second poin t is that absolute rent depends upon the pow er of landlords 
to  create a barrier to the equalization of the rate o f profit and the persistence 
o f  a low  value com position  o f cap ital within agriculture. If the value com posi­
tion becom es equal to or higher than the social average, then absolute rent 
d isap p ears (C ap ital, vol. 3, p. 7 6 5 ; Theories o f  Surplus Value, p t2 ,  pp. 244, 
3 93). T o  w h at extent, then, does the barrier posed by landed property to the 
free flow of investm ent d iscourage agricultural improvement and thereby 
ensure the basis for the perpetuation  of absolute rent? M arx  barely hints at 
such  a possib ility  on one occasion  (Theories o f  Surplus Value, pt 2, p. 112), 
a n d  this seem s n o t to  be h is m ain point. Certainly, anachronistic social 
structures on the land — peasan t proprietorship, for exam ple — are associated 
with a retardation o f the productive forces in agriculture, but M arx  does not 
tie ab so lu te  rent to  the persistence o f such structures. He considers it, rather, 
in relation  to large-scale landow nership open to capitalistic agriculture. The 
low  value com position  of capital in agriculture is attributable more to  tech­
n ological and scientific lag  in that sector than to anything else. Once 
agricu lture catches up, which at som e point it m ust, then absolute rent 
d isap p e ars, leaving the landow ners to take m onopoly rents if they can .13

B u t if landlords are sufficiently powerful to  extract absolute rent, then why 
do they not take m onopoly rent also  by forcing the price of com m odities

12 Rey (1973, p. 40) invokes M a rx ’s correspondence o f 1862 as evidence that the 
study o f rent led M arx to the conception of price o f production (as distinguished from 
values), rather than the other way round.

13 Rey’s (1973) characterization o f M arx ’s theory o f absolute rent as a ‘fiasco’ is 
partially correct in the sense that there is a lot o f elaborate theorization about what 
ends up being o f minor importance. But the tendency to damn all o f M arx ’s rental 
theory on the basis of such a ‘fiasco’ is seriously misplaced.
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above value to an arbitrary m onopoly price? They can, an d  frequently do, 
artificially  w ithdraw  land from  production  and so raise the rents on the 
rem ainder (Theories o f  Surplus Value, pt 2, pp. 33 2 —3; Capital, vol. 3, p. 
7 5 7 ). T h e  answ er is that landlords m ay indeed d o  so  under certain conditions. 
But the im plications are fundam entally different. W ith absolute rent, land­
lo rd s do not interfere with surplus value production directly. They simply 
intervene w ith respect to the distribution o f  the surplus value produced. 
M o n o p o ly  rent actively curtails surplus value production (though not, of 
co u rse , w hen levied on  consum ption) and forces a redistribution o f surplus 
value from  other sectors not into agriculture but into the hands o f  the 
lan d lo rds. The effects on accum ulation are likely to be quite different.

Both k in ds of rent depend, however, upon the ability o f the capitalist 
p rodu cers to  realize m onopoly  prices. Com petition between producers there­
fore limits the ability o f landlords to appropriate either absolute or m onopoly 
rent (the sp atia l aspects to this com petition are dealt with in chapter 12). The 
capacity  o f landed property, by virtue o f  its ow nership o f  land, to erect a 
barrier to investm ent does not autom atically presum e that the users o f that 
lan d  are in a position  to charge a m onopoly price for the com m odities they 
p rodu ce , or that cap italist producers will be willing to pay the exorbitant 
rents charged. F or this reason, M arx  argues that ‘ under norm al conditions’ 
even the abso lu te  rent charged in agriculture w ould be small, no m atter what 
the difference w as between price o f production and value (C apital, vol. 3, p. 
7 7 1 ). W e can, on  this basis, better interpret M a rx ’s rather sum m ary treat­
ment of a problem  that initially loom ed so important to him. Absolute rent is 
not the im portant category. The real theoretical problem s, he discovered, lay 
not so m uch with R icard o ’s failure to  adm it o f  absolute rent, but in R icardo ’s 
erron eous interpretation o f  differential rent. This is the topic to which we 
m ust now  turn.

3 D ifferential rent

In his early w orks, M arx  evidently viewed R icardo ’s form ulation o f differen­
tial rent as reasonably  unproblem atic. But in C apital he begins to discover 
p rob lem s and wrinkles in the Ricardian form ulation and generates the out­
lines o f a quite different theory -  one that is scarecely hinted at in Theories o f  
Surplus Value and is by no means completely w orked out in Capital. Recent 
w o rk s by Ball and Fine, however, have begun to unravel w hat it w as that 
M a rx  w a s driving at in chapters full of seemingly convoluted argument and 
e lab orate  arithm etic calcu lation s.14

Th e conditions necessary to derive differential rent o f the first type (DR-1) 
have already  been described. The m arket value o f  products in  which land is 
used as a basic  m eans o f production is fixed by the price o f production on the

14 In what follows I will lean heavily upon Ball (1977) and more particularly on Fine 
(1979).
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w orst land — that land which has the highest price of production because o f its 
p articu lar com bination  o f fertility and location. Producers on better land 
therefore receive excess profits. If we assume equal applications o f capital to 
land o f differing qualities, then the excess profits can be considered a perm a­
nent feature. They can be converted into D R-1 w ithout affecting market 
values. In other words, DR-1 is fixed by the difference between individual 
prices o f production  and the m arket value determined by conditions of 
p rodu ction  on the w orst land. This conception is, in principle, no different 
from  that which R icardo advanced.

True, M arx  m odifies R icardo to the extent that he show s that, when the 
du al effects o f location  and fertility are taken into account, agriculture can 
ju st as easily  expand on to m ore fertile as on to less fertile soils (depending 
upon  where they are located), and that the general Ricardian assum ption o f 
d im inishing returns in agriculture w as not therefore justified. But, interest­
ingly enough, M arx  him self eliminates location from  consideration and 
concentrates solely on fertility in fashioning his argum ent (Capital, vol. 3 , p. 
6 5 1 ). The exclusion  is n ot entirely innocent. Locational advantages are as 
im portan t to  certain branches o f industry as they are to  agriculture, and this 
underm ines the uniqueness o f  the agricultural case. It also happens that the 
‘perm an en ce’ of locational advantage is perpetually in the course o f altera­
tion through investm ent in transportation and the shifting geographical 
distribu tion  o f  econom ic activity and population . Locational advantages 
therefore alter for reasons that m ay have nothing to do with agriculture per se 
and that are, in any case, generally outside the control o f individual p ro ­
ducers. C hanges occur as the result o f social processes o f great complexity 
and generality , although we should note the im portant role played by specu­
lation  in land rents (of all sorts). But M arx  eliminates speculation (Capital, 
vol. 3, p. 776) as well as location  and com petition of different uses from  the 
p icture. We will take these m atters up in section VI, below.

D R-1 is easy to interpret given such simplifying assum ptions. It reflects the 
m ateria l conditions that m ake fertility differentials perm anent features to 
p rodu ction . Lan ded property, which appropriates the D R-1, assum es a neut­
ral p osition  with respect to the determination o f market value and can 
therefore be exonerated from  all blame for lagging accum ulation or any other 
so c ia l ills.

Th is interpretation undergoes substantial m odification when we introduce 
the second form  o f differential rent (DR-2) into the picture. It is fairly easy to 
set up a version o f D R -2 in isolation  from D R -1. It sim ply expresses the effects 
of differential applications o f capital to lands o f equal fertility. But M arx  
insists that D R-1 must alw ays be viewed as the basis for D R-2, while the 
w hole thrust of his enquiries is to discover exactly how the tw o form s o f rent 
‘ serve sim ultaneously  as limits for one another’ (Capital, vol. 3 , p. 737). The 
relation sh ips between the tw o form s o f rent are, in the end, what count. And
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these relationships are not so easy to  untangle. It is here that M arx  departs 
m o st rad ically  from  Ricardo and m akes his original contribution to the 
theory of rent in general.

W e begin, however, with the sim plest case. If land is o f equal fertility 
everyw here (and location  has no effect), then DR-1 would not exist. If all 
p rodu cers invest exactly the same am ount o f capital on their land — call this 
the ‘n orm al’ capital invested — then there w ould be no D R-2 either. But if 
som e p rodu cers invest m ore than the ‘n orm al’ capital, and gain  returns to 
scale on the cap ital they invest, then their individual price o f production will 
be low er than the m arket value fixed by the application o f the ‘n orm al’ 
cap ital. All or som e o f  this difference may then be appropriated as DR-2.

We are here dealing with the flow o f capital organized by producers using 
lan d  as a means o f production. We assum e that agriculture is completely 
o rgan ized  on a capitalist basis, and that ‘no soil yields any produce without 
an investm ent o f capital, (C ap ital, vol. 3, p. 704). The problem is then to 
understan d  the logic that guides the flow o f capital into agriculture given the 
p ecu liar conditions that attach to land as a means o f production and the 
phenom enon  of private landow nership. This is, evidently, the m ost 
im po rtan t o f  all the tasks we face in constructing the theory o f ground-rent in 
its distinctively cap italist form . H ere capital, conceived o f as a flow o f value, is 
confron ted with the peculiar circum stance that it m ust flow actively through 
the soil itself (which is owned by another) in order to be realized as surplus 
value.

W e can  im m ediately enter certain observations. The flow o f capital will be 
p artly dependen t upon the pace o f accum ulation and concentration o f capital 
within agriculture, but it will also be highly sensitive to the existence o f a 
cred it system  and to the general conditions that prevail within capital m arkets 
— ‘in p eriod s o f stringency it will not suffice for uncultivated soil to yield the 
tenant an average profit’, whereas ‘in other periods, when there is a plethora 
of cap ital, it will p ou r into agriculture even without a rise in m arket price’ 
(C ap ita l, vol. 3, p. 7 7 0 ; cf. pp. 676 , 690). For the sake o f simplicity we will 
hold these external conditions constant, although the connection between the 
tendency tow ards overaccum ulation (chapter 7) and the creation o f fixed 
cap ita l im provem ents in agriculture (chapter 8) should be noted as o f great 
poten tial im portance. We should also m ark the possibility for some peculiar 
fo rm s of circulation that arise when, as som etim es happens, landlords are 
a lso  the financiers. In such cases, the money rents landlords appropriate may 
be circulated directly back into agriculture as credit. The landlord then 
receives both rent and interest while the producer is confined to profit of 
enterprise, which, under particularly repressive conditions, m ay end up being 
m ore like a m anagerial w age.

M o re  im portant for our present purpose, however, is to consider the 
im plications o f  shifts in the ‘n orm al’ flow o f capital. This, M arx  argues, can
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alter ‘g rad u ally ’ as the result o f  successive investments — ‘as soon as the new 
m ethod o f cultivation has becom e general enough to be the norm al one, the 
price o f production  fa lls’ {C apital, vol. 3 , p. 706). The basis for DR-2 is 
therefore likely to be eroded with the passage of time. Since DR-2 is the 
p ro d u ct of shifting flow s o f capital on to the land, it m ust also be regarded, in 
the first instance at least, as a transient, as opposed to permanent, effect. H ow  
is it, then, that landlords are in a position to  appropriate D R-2? The m ost 
o b v iou s, but least interesting, case arises when investments create perm anent 
im provem ents (because successive investments, as we have seen, can often 
bu ild  upon  rather than devalue each other). ‘Such improvements, although 
p ro d u cts o f capital, have the same effect as natural differences in the quality 
of the lan d ’ (p. 707). But w hat happens is that investment destroys the ‘equal 
fertility ’ assum ption  and so  creates a basis for the appropriation o f DR-1. 
Fertility  is, after all, a social product. D R-2 is  converted directly into DR-1.

T h e m ore interesting cases arise because D R-2 ‘at any given m oment occurs 
on ly  within a sphere which is itself the variegated basis o f differential rent 1 ’ 
(C ap ita l, vol. 3 , p. 677). And we here find that D R-2 can b e appropriated only 
on the basis o f D R -1. It is the latter that converts the otherwise transient 
qu alities o f  the form er into perm anent enough effects to allow a rental 
ap p rop ria tion  to occur. Let us see how  this can be.

Since fertility alw ay s im plies ‘an econom ic relation ’, it changes with the 
‘ level o f developm ent’ (C ap ita l, vol. 3, p. 651 ; above, p. 336). The worst soil 
can n o t be identified, therefore, independently o f  the application o f the ‘nor­
m a l’ cap ital (and the technology and m ethods that go along with it). But the 
‘n o rm al’ cap ital m ust also  vary according to the nature o f the soil (what is 
‘n o rm al’ for heavy clay soils w ould not do fo r light loam s, assum ing the sam e 
com m odity  is produced). The concept o f  ‘n orm al’ capital becom es as var­
iegated as the variegated fertilities to which that capital is applied. The 
‘n orm al’ case is, therefore, the unequal application o f capital to soils o f 
unequal fertility. M arx  then considers what happens when an extra invest­
m ent of capital is m ade. H e considers nine cases, cross-tabulated according to 
w hether the m arket price is constant, rising or falling and whether the 
productivity  o f the second investment in relation to the first increases, 
declines or rem ains constant. Depending upon the particular com bination, 
M a rx  is able to dem onstrate situations in which the ‘w orst soil’ goes out o f 
cu ltivation, remains the regulator, or is replaced by an even more inferior soil. 
D R -1 , which w as originally conceived to be the reflection o f permanent 
differentials, now becom es variable according to the condition o f supply and 
dem an d (as reflected in market price movements) and the productivity o f  the 
cap ita l flow ing into agriculture. Furthermore, we can now see that even 
investm ents o f decreasing productivity would lead to a rise in m arket price 
only when such investm ents were made on the worst land (p. 680). Since 
increasin g investm ents will norm ally be on the better lands, it is entirely
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p o ssib le  that increasing concentration o f production on the better lands will, 
even under conditions where the investm ents entail dim inishing returns, lead 
to a fall in m arket prices and a dim inution o f D R -1, because production  on 
the w orst so ils ceases altogether (the regulator o f m arket prices shifts to better 
so ils).

There are tw o im m ediate im plications o f  all this. First, as Fine (1979, 
p. 254) p u ts it, ‘there is no presum ption that the interaction o f DR-1 and 
D R -2  is sim ply add itive ’. We see m ore clearly how  the tw o form s o f rent 
indeed do ‘serve sim ultaneously as limits fo r one another’. But by the same 
token , it also becomes im possible for either landow ner or capitalist to sepa­
rate the tw o form s o f  rent, to distinguish w hat is due to the flow  o f  cap ital and 
w h at is due to the ‘perm anent’ effects o f natural differences in fertility. The 
true b asis for the appropriation  o f rent is rendered opaque. In the end, the 
lan d ow n er appropriates differential rent without know ing its origin. But 
exactly  how  the landow ner appropriates it does indeed have implications for 
m arket prices and the accum ulation of capital. And it is here that the second, 
even m ore interesting, im plication o f M a rx ’s argum ent becom es apparent.

C on sid er the case o f decreasing productivity o f additional capital applied 
to  the w o rst soil. ‘W hether the price o f production is equalised at the average 
p rice  o r whether the individual price o f production o f the second investment 
becom es regulating’ depends entirely upon whether the ‘landowner has 
sufficient tim e until dem and is satisfied to fix as rentthe surplus profit derived’ 
a t the price dictated by the second investment (C apital, vol. 3, p. 744). The 
intervention o f  landed property here affects m arket value, and the neutral 
p o stu re  o f  the landow ner with respect to accum ulation is undermined.

C on sid er, by way of contrast, the case o f additional capital of decreasing, 
even negative, productivity m oving on to superior soils when the market 
value rem ains constant at a level fixed by production conditions on the worst 
so il. In the absence of rental appropriation , ‘additional capital with under­
productiven ess, or even increasing under-productiveness, might be invested 
until the individual average price per quarter from  the best soils became equal 
to  the general price o f  p rodu ction ’, thus eliminating excess profit and 
differential rent on  the superior soil. ‘U nder the law o f landed property ’, 
how ever, ‘the case in which the additional capital produces only at the 
general price o f production w ould have constituted the limit. Beyond this 
po in t, the additional investm ent o f  capital in the sam e land w ould have had to 
cease. . . . The equalisation  o f the individual average price, in the case of 
under-productiveness, is thereby prevented.’ (C apital, vol. 3, p. 735) In this 
case , then, it seem s that the intervention o f  landed property and the appropri­
ation  o f rent have a beneficial effect in relation to accum ulation. They prevent 
the flow o f capital down channels that would otherwise be unproductive of 
su rp lus value (though not o f profit).

F inally, we contrast the im pact o f property relations in ‘countries with
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m aturer civilisations’ , where a ‘reserve price’ o f som e sort ex ists on 
uncultivated lands, with countries in which capital can flow with only the 
hindrance of clearing costs on to new land. T h at the latter will lead to 
extensive form s o f investm ent and the form er to intensive form s is obvious 
(C ap ita l, vol. 3, p. 672). H ow ever, ‘the concentration o f capital — upon a 
sm aller area of land increases the amount o f rent per acre, whereas under the 
sam e conditions, its dispersion over a larger area . . .  does not’ . Consequently, 
‘given tw o countries in which the prices o f production are identical, the 
differences in soil type are identical and the sam e am ount of capital is invested 
— but in the one country m ore in the form  o f successive outlays upon a limited 
area o f land, whereas in the other more in the form o f coordinated outlays 
u pon  a larger area — then the rent per acre, and thereby the price o f land, 
w o u ld  be higher in the first country and lower in the second, although the 
to tal rent w ould  be the sam e for both countries’ (Capital, vol. 3, p. 692). 
p rop erty  can have positive, negative o r neutral effects upon m arket prices, the 
accum ulation  of capital, the degree o f dispersal o f production and so on. A 
su bsid iary  conclusion is that differential rent can, under certain conditions, 
arise even on the w orst soil (C apital, vol. 3, ch. 4 4 ) .1S M arx  had arrived at 
such  general conclusions, without any evidence to back them up, much 
earlier. ‘R ent,’ he wrote, ‘m ay not determine the price o f the product directly, 
bu t it determ ines the method o f production, whether a large am ount of 
cap ita l is concentrated on a small area o f land, or a sm all am ount o f capital is 
sp read  over a large area o f land, and whether this or that type o f product is 
p ro d u ce d .’ (Theories o f  Surplus Value, pt 3, p. 515) The appropriation o f  rent 
can  be variously  viewed as socially  necessary, totally deleterious or a matter 
of indifference in relation to the accum ulation of capital. This conclusion 
helps us to understand the contradictory role o f landed property and rental 
ap p rop ria tion  under capitalism .

IV T H E  C O N T R A D I C T O R Y  R O L E  O F  G R O U N D  R E N T  A N D  L A N D E D
P R O P E R T Y  W I T H I N  T H E  C A P I T A L I S T  M O D E  O F  P R O D U C T I O N

Th e m onopoly  o f lan ded  property, besides being an ‘historical prem ise’, is 
a lso  a ‘continuing b asis’ fo r  the capitalist m ode o f production (Capital, vol. 3, 
p . 6 1 7 ). T h e im plication is th at the appropriation  o f rent and the existence o f 
private property  in la n d a re  socially necessary conditions for the perpetuation 
of cap italism . The basis o f such a social necessity has to be firmly established. 
W e can  then explain  why the revolutionary force o f capitalism , which is so 
frequently destructive o f  o ther social barriers that lie in its path , has left 
lan ded  property  intact (albeit in a transform ed state) and permitted the 
app rop riation  of rent (a p art of the surplus value that would otherwise accrue

15 Fine (1979, pp. 2 6 6 —8) examines how rent can arise on the worst land.
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to  cap ital) by ‘a class that neither w orks itself, nor directly exploits labour, 
nor can find m orally edifying rationalisations’ for its continued existence (p. 
829 ). W hat, in short, is the real social basis fo r the reproduction o f landed 
p rop erty  under capitalism ?

M a r x ’s answ er is clear enough:

Lan ded  property  has nothing to do with the actual process o f produc­
tion. Its role is confined to transferring a portion o f the produced 
surp lus value from  the pockets o f capital to its own. H ow ever, the 
land lord  plays a role in the capitalist process o f production not merely 
through the presure he exerts upon capital, nor merely because large 
landed property is a prerequisite and condition o f capitalist production 
since it is a  prerequisite and condition o f the expropriation o f the 
labourer from  the m eans o f production, but particularly because he 
ap p ears as the personification o f  one o f the m ost essential conditions of 
production . (C ap ital, vol. 3, p. 821)

Let u s consider these three roles m ore carefully.

1 The separation  o f  the labourer from  the land as means o f  production

‘ If the land were . . .  at everyone’s free disposal, then a principal element for 
the form ation  of cap ital w ould be m iss in g .. . .  The “ producing”  of someone 
e lse ’s unpaid  labou r would thus becom e im possible and this w ould put an end 
to  cap ita list production  altogether.’ (Theories o f  Surplus Value, pt 2 , pp. 
4 3 - 4 )  Given the fundam ental character o f land as an original condition of 
p rodu ction , those who w ork it m ust som ehow  be draw n or forced into 
com m odity  exchange. The extraction o f  rent from  peasants by landlords 
p lay s a vital role in forcing the peasan ts to part with at least a portion o f their 
p rodu ct rather than consum ing it themselves. But if the full domination of 
cap ital over labour is to be achieved, then a w age labour force, a landless 
p ro letariat, m ust first be brought into being. Primitive accum ulation off the 
land produ ces wage labourers. A definite form  o f landed property fulfils this 
h istorical role and continues to fulfil it in so far as the widening and deepening 
o f cap italism  on the w orld stage requires it. W hen capital encounters situa­
tion s in which private property in land does not exist, then it must take active 
steps to create it to ensure the production o f  w age labour. And the need to 
deny labou r access to  the land as m eans o f production in no way diminishes 
w ith the advance o f capitalism . Indeed, it rem ains a perm anent necessity if the 
reproduction  o f the class relation between capital and labour is to be assured.

The barrier that landed property places between labour and the land is 
socially  necessary to the perpetuation o f capitalism . But in creating landed 
p rop erty  as a barrier to labour, capital also creates barriers to itself. In 
m ak in g  the reproduction of w age labour possible, the appropriation o f rent
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also  becom es possib le. H erein lies one aspect to the contradictory position  o f 
lan ded  property  under capitalism .

2 Landow nersh ip  an d  the principle o f  p rivate property

C ap ita lists could  organize the separation  o f labour from the land simply by 
ensuring that the ‘land should not be com m on property, that it should 
confront the w orking class as a condition o f production not belonging to it, 
and this purpose is completely fulfilled if it becomes state property . . . the 
com m on  property  o f the bourgeois class, of capital’ (Theories o f  Surplus 
Value, pt 2 , p. 44). This state ow nership o f the land should not be confused 
with ‘p eop le ’s p rop erty ’, which would effectively abolish the whole basis of 
cap ita list p roduction  (p. 104). But there is a serious barrier to state ownership 
of the land and the abolition o f rent. A part from  the practical fact that many 
m em bers o f  the bourgeoisie (including capitalists) are landowners, ‘an attack 
upon  one form  of property  . . . m ight cast considerable doubt on the other 
fo rm ’ (p. 44). A nd the other form  is ow nership o f the means o f  production 
from  which cap ital derives its own legal standing and legitimacy. The preser­
vation , and even the enhancem ent, o f private property in land therefore 
p erform s an ideological and legitim izing function for all form s o f private 
p rop erty ; hence, some would argue, the im portance o f conferring privileges 
o f hom e ow nership (possession  o f a means o f consum ption) upon the w ork­
ing class. From  this standpoint, we can regard rent as a side-payment allowed 
to landow n ers in order to preserve the sanctity and inviolability o f private 
p rop erty  in general. Th is ideological and juridical aspect to landed property 
h as im portant im plications, but it is not in itself sufficient to explain either the 
cap ita list form  o f  rent or the contradictions to which the capitalist form  o f 
lan ded  property  gives rise.

3 L an ded  property an d  cap ital flow

The flow  o f  capital on to and through the land as both condition and means of 
p rodu ction  is m odified in im portant respects by landed property and the 
app rop riation  o f rent. W hile much is m ade o f the ‘barrier’ that landed capital 
p o se s to  capital flow and o f  the negative im pacts o f rental appropriations on 
accum u lation , it turns ou t that landed property also has a role to play in 
forcin g the p rop er allocation  of capital to land. The difficulty is to ensure the 
enhancem ent o f this positive role while restricting the negative.

In the case of both m onopoly and absolute rent, landed property poses 
barriers that are hard to justify in relation to the basic requirements o f 
cap italism . T h e appropriation  o f these form s o f rent m ust therefore be 
regard ed  as a  totally  negative influence over the proper allocation of capital to 
the land and, hence, to the form ation  o f valid m arket prices and the susten­
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ance o f  accum ulation . For this reason  it  is plainly in the interest o f  capital in 
general to keep absolute and m onopoly rents strictly within bounds, to ensure 
th at they remain sm all (as M arx  insisted they m ust be) and o f sporadic 
occurrence.

T h e m o st interesting problem  arises in the case o f the com plex interaction 
betw een the tw o form s o f differential rent which (see section III, above), can 
have positive, negative or neutral effects upon the form ation  o f market prices, 
the concentration—dispersal o f capital, and accum ulation. Unfortunately, 
m uch o f the polem ic directed against the m onopoly and absolute form s of 
rent and the parasitic  and superfluous role o f  the landowner in such situations 
h as carried  over into the discussion o f differential rent. The negative aspects 
o f the interventions o f landed property have therefore been stressed, while 
very little attention has been paid  to the positive role o f co-ordinating the flow 
of cap ita l on to and through the land in ways broadly supportive o f further 
accum ulation . Let us consider landed property in its positive aspect.

One o f the ‘great achievem ents o f the capitalist m ode o f production ’, M arx  
w rote, w as the ‘rationalising o f agriculture’ so  that it could operate on a 
‘social sca le ’ with the ‘conscious scientific application of agronom y’, capable 
o f  generating the surplus agricultural product so  vital to the accum ulation o f 
cap ital through industrial production . Th e achievement o f a proper balance 
in the division o f  labour betw een industry and agriculture, and o f a proper 
a llo catio n  o f  the total social labour in society to different lines o f  production 
within agriculture, depends crucially on the ability o f capital to flow freely on 
and through the land (C apital, vol. 3, pp. 617—18, 635). Th e form that 
lan ded  property  assum es under capitalism , in contrast to all preceeding or 
alternative m odes o f control over the land, appears a superlative set of 
arrangem ents totally adapted to cap ital’s requirem ents. The fact that such 
arran gem en ts entail the appropriation  o f  ground rent m akes no difference. 
The land is liberated and transform ed into an open field for the operation of 
cap ita l. M arx  put it very succinctly in The Poverty o f  Philosophy (p. 159): 
‘Rent, instead of binding man to N ature, merely bound the exploitation of the 
land to  com petition ’ -  and, we may add, to the accum ulation of capital.

There is a sense in which the appropriation  o f differential rent enhances 
rather than lim its com petition. By taxing aw ay excess profits that are rela­
tively perm anent, the landlord operates to equalize rates o f  profit between 
com petin g producers. T o  the extent that producers compete, they must do so 
on the basis of new m ethods (which, like those in industry, can quickly 
becom e general) rather than upon the basis o f ‘un fair’ advantages which are 
due either to  ‘ free g ifts o f  N atu re ’ or to the inherited results o f human 
endeavours that stretch back over many centuries. When the unfair 
ad v an tages are elim inated, competition forces producers into further de­
velopm ent o f the productive forces and further rationalization o f  production. 
T h is principle carries over, as we shall see in section VI below, to the
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rationalizin g of the spatial organization  o f capitalism  through competition.
Th e trouble is that there is no way to ensure that the appropriators o f rent 

take their due and only their due. The brilliance o f M arx ’s analysis of 
d ifferential rent now  becom es apparent. The com plex interactions o f DR-1 
(ow ing plainly to the landlord) and DR-2 (at least partially due to capital) 
m ake it im possible to distinguish who should get what: the real relations are 
rendered opaque. The existence o f  land rent not only binds the use o f the land 
to  com petition  and all the contradictions that flow therefrom , but it also 
introduces a wholly new kind o f  difficulty into the processes o f reproduction 
o f cap italism . W hat at first appears as a neat rationalizing device for co­
ord inatin g investment in and on the land becomes a source o f contradiction, 
confusion  and irrationality .16 It is against such a background that we have to 
interpret the active struggle between landed proprietors and capitalists. A 
so c ia l p rocess of som e sort has to fix, openly and clearly, what has become 
o p aq u e  from  the stan dpoin t o f the real social relations o f production.

V D I S T R I B U T I O N  R E L A T I O N S  A N D  C L A S S  S T R U G G L E  B E T W E E N  
L A N D L O R D  A N D  C A P IT A L IS T

T h e to ta l annual value produced in capitalist society is distributed in the 
fo rm s of w ages, rent, interest, profit o f enterprise and taxes. W hat is the 
equilibrium  share o f  rent in this total annual value, and how  is that 
equilibrium  share determ ined? The most obvious answer is to appeal to the 
relative pow er o f the different classes and to see distribution relations as an 
ou tcom e of class struggle. From  the standpoint of landed property, such a 
struggle is m ultidim ensional because the landow ner is pitted against all users 
o f land  -  capitalists (using the land as m eans o f production  or sim ply as 
sp ace), peasan ts, w orkers, financiers, the state and various other factions of 
the bourgeoisie. Rent can be appropriated out o f revenues (thus giving rise to 
m any secondary form s o f  exploitation) as w ell as out o f the surplus value 
directly produced  through production. The landlord is presum ably indiffe­
rent to the particu lar source as long as the rent keeps rolling in.

M a r x ’s theoretical investigation o f ground rent deals only with the relative 
sh ares o f landlord  and capitalist in surplus value produced on the land. But it 
invites us to  look  at the evident struggle over distributive shares as an 
expression  o f deeper forces which circumscribe the relative pow ers o f the 
c lasses involved.

T ak e  the relation betw een land lords and peasant producers, fo r  exam ple. If 
the latter are regarded as independent labourers in control o f their own

16 This explains an otherwise som ewhat confusing theme in Capital (vol. 3, pp. 
6 1 7 —22), where landed property is viewed simultaneously as the great rationalizer of 
agricultural production and as the source of all kinds of deleterious effects.
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p rodu ction  process, then landlords exist in a direct relation o f exploitation to 
them and have every incentive to extort as much rent as possible in order to 
force labou r from the peasan t and to force expanding commodity produc­
tion. T he struggle between landlord and peasant is directly engaged. Force 
decides the ou tcom e.17 The interest o f capital, all the while an adequate 
su p p ly  of cheap food  and raw  m aterials is achieved, is to ally with landlords 
and encourage ever higher levels o f exploitation on the land.

The situation  is very different when landlords appropriate rents from 
cap ita lists using the land as m eans of production. The former could, if 
pow erfu l enough, appropriate much o f the capitalist’s profit. But here we 
encounter lim iting circum stances which m aterially alter the class relations. 
L an d lord s cannot com pel capitalists to invest in the sam e way that they can 
com pel p easan ts to labour. And to the degree that m axim izing the extraction 
o f rent dim inishes the flow o f capital on to the land, it is plainly a self- 
defeatin g tactic on  the p art o f the landlord. Indeed, if we look more closely, 
we see strong incentives for landlords to open up the land to capital flow. The 
use value o f land to its owner, after all, is that it perm its the appropriation of 
rent, an d  it is the rent per acre that m atters. The use value o f land to the 
cap ita list is as a m eans for the production o f surplus value: it is the rent in 
relation  to  cap ital advanced and surplus value produced that matters. The 
difference between the tw o perspectives permits a ‘terrain of com prom ise’ to 
ex ist betw een them. The rate o f rent on land can continue to rise, for exam ple, 
at the sam e tim e as the rate o f rent on capital advanced remains constant or 
even dim inishes (C apital, vol. 3, p. 683). Under certain conditions, the 
lan d lord  has a strong incentive to remain passive and to minimize the barriers 
that landed property places to the flow of cap ital18

The relationship between capital and landed property is not reduced 
thereby to one o f perpetual harm ony. It is not easy to distinguish, for 
exam ple, between peasan t producers and independent capitalist producers, 
and lan d lords are not necessarily sophisticated enough to see the virtue o f 
altering their strategy  from  m axim izing the rent they extract from  peasants 
and ad justin g  their sights when it com es to capital. A lso, the development of 
social labou r ‘stim ulates the dem and for land itself’, and landed property 
acquires thereby ‘the capacity o f  capturing an ever-increasing portion’ o f the 
su rp lus value produced (C apital, vol. 3, pp. 637—9). Blessed with such a 
capacity , w hat landlord  could resist using it? The landlord is perpetually

'7 Landlords attempt to extract the equivalent o f absolute surplus value in commod­
ity form  rather than directly as labour. The analogy between the landlord—peasant 
struggle and the struggle over the working day is useful.

18 The implication that landlords should maximize the extraction o f rent from 
peasants and hold down the appropriation o f rent from agricultural capitalists 
immediately follows. Postel-Vinay (1974) provides a mass of evidence in support of 
this idea. But Rey misinterprets the significance of the findings and so views them as 
inconsistent with M arx ’s theory o f rent.
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cau gh t betw een the evident foolishness o f taking too little and the penalties 
that accrue from  taking too much.

The sam e tension hovers over the conditions o f contract relating to perm a­
nent im provem ents. T hough im provem ents may be made by the capitalist, 
they ‘becom e the property o f the landow ner’ as soon as ‘the time stipulated by 
con tract has exp ired ’ . The interest on buildings, for exam ple, ‘falls into the 
h an ds o f the industrial capitalist, the building speculator, or the tenant, so 
lon g  as the lease  la sts ’, bu t afterw ards it ‘passes into the hands of the landlord 
together with the land, and [so] inflates his rent.’ Herein ‘lies one o f the secrets 
o f the increasing enrichment o f the landow ners, the continuous inflation of 
their rents, and the constantly grow ing money value o f their estates.’ But 
herein also lies ‘one o f  the greatest obstacles to the rational developm ent o f 
agricu ltu re ’, as well as all other form s o f investment in the built environment, 
because  the tenant ‘avoids all improvements and outlays for which he cannot 
expect com plete returns during the term o f his lease’ (Capital, vol. 3, 
p p . 6 1 9 - 2 2 ) .

T h e  struggle over the length and terms o f tenancy and just com pensation 
fo r cap ital investm ent in perm anent im provem ents predictably becomes the 
central contractual issue in the relation between capital and landowner. And, 
like the contract over the w orking day (so central to the relationship between 
cap ita l and labour), it is ultimately regulated by the state, either by legislation 
or legal precedent.

The outcom e o f this struggle has im portant im plications fo r accumulation. 
If cap ita l acquires a perpetual right to the perm anent improvements capital 
itself creates, then excess profits become a perm anent rather than transitory 
feature within the com petition for relative surplus value. The forces that tie 
the exp lo itation  o f the land to com petition are blunted. The allocation of 
social labou r to activities will be distorted in com parison with balanced 
accum ulation . The over-concentration o f  activities in space will alm ost cer­
tain ly result. A variety o f serious im balances will arise within the capitalist 
accum u lation  process.

T h e theory  o f ground-rent illustrates th at such consequences can  be 
avoided  only if landed property ruthlessly appropriates the excess profits to 
be had from any kind of perm anent advantage, whether it is created by 
hum an agency or not. But if the landlord appropriates too quickly or too 
savagely , then the stim ulus to make investments in the first place is also 
blunted. Is it possib le to  identify an equilibrium  point between these two 
contrary  requirem ents? The m ost obvious point to look  is at that time when 
the investm ent has been fully am ortized. But that point is hard, if not 
im possib le, to identify because the physical lifetime o f these investments is 
exceedingly  long while the econom ic lifetime suffers from  all the ambiguities 
that face the circulation o f fixed capital in general (see chapter 8). T o  the 
degree that the lifetime o f fixed capital is standardized according to the
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in terest rate, and to  the degree that rent is assim ilated to interest on a form o f 
fictitious cap ital, so the conflict is regulated by at least some kind of social 
p ro ce ss (although the interest rate, as we saw  in chapters 9 and 10, is not 
exactly  a coherent or contradiction-free regulator).

The evident tensions involved in all of this adm it of a variety o f possible 
so lu tions. Perhaps the m ost interesting, from  the standpoint o f the social 
h istory  o f cap italism , is the ow ner-occupied fam ily farm . Under such a 
system , p rodu cers can be both capitalists and landow ners so  that the conflict 
betw een the tw o roles seems to disappear. M arx  considers such a situation 
both  exception al and fortuitous (Capital, vol. 3, pp. 7 5 1 - 2 ) . It is hard to 
deny his reason ing. O w ner-occupiers are liable for the purchase price o f the 
lan d , and even when the land has been handed down freehold over many 
generation s the incom e forgone by virtue o f the fictitious capital locked up in 
the ‘ value’ o f the land cannot be cavalierly thrust aside. And in many in­
stan ces, nom inal ow ner-occupancy conceals a m ortgage relation (equivalent 
to  rent) and a credit relation (equivalent to interest on capital loaned for 
current production), leaving the ow ner-occupier with profit o f enterprise 
only. T o  the extent that ow nership o f land guarantees the circulation of 
interest-bearing capital, m odern form s o f  ow ner-occupancy in agriculture 
sim ply  achieve all that would be expected under the social relations of 
cap italism . Indeed, some curious form s o f circulation can arise here which 
deserve fuller investigation. If producers grow  on contract, perform  much o f 
the labou r them selves an d  are  heavily indebted to  financial institutions for 
both m ortgage paym ent and credit on current operations, the nominal 
‘ow ner-occupier’ is probab ly  better regarded as a m anager or even a labourer 
w ho receives a kind o f ‘p iecew ork’ share o f  the total surplus value produced. 
It is im portant, as alw ays, to penetrate beneath the surface appearance and to 
estab lish  the real social relations o f production that prevail.

W hile the struggle betw een capitalist and landlord occurs m ost obviously 
on  the terrain  o f  (1) the conditions o f  contract regulating the use o f land, (2) 
the m agn itude o f  rent an d  (3) the length o f  lease an d  com pensation for 
im provem ents, there are other m ore general considerations that affect dis­
tributional arrangem ents. Lan dlord  revenues -  rents — form  part o f the 
general revenues of the bourgeoisie. These revenues can be either hoarded or 
throw n  back  into circulation. In the former case the circulation of capital in 
general stan ds to be seriously disrupted. In the latter, the revenues can 
continue to  circulate through the purchase o f  services, luxury goods and so 
forth , or be converted into m oney capital, which flows into both production 
and consum ption  via the credit system. H ow  the revenues are used has 
im po rtan t im plications.

R evenues that flow back in the purchase o f  luxury goods can play an 
im po rtan t role in stim ulating effective dem and, though not, as we have 
already seen (chapter 3), in solving the ‘realization ’ problem  for capital.
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L an dlord s in this case also  operate as one o f the ‘consum ing classes’ o f society 
w hose activities are integrated into the overall dynam ics o f the circulation o f 
cap ital. But, given their placem ent within this system, it is not hard to see their 
activities as disruptive o f the necessary proportionalities between agriculture 
and industry, between city and countryside and between the production of 
basic  wage goo d s (food, in particular) and luxury items.

The use o f landlord revenues as money capital is more interesting to 
contem plate. It suggests a strong potential link between landed property and 
banking — a link that is easily observable and o f great importance in capitalist 
h istory. It also indicates a pow erful potential to m obilize surplus product o ff 
the land (by forcing producers into commodity exchange) while centralizing 
cap ita l, albeit in the hands o f  landow ners, through the appropriation o f rent 
from  innum erable small producers. T o  the degree that landlords use the 
cap ital they centralize in productive ways, rather than living o ff the fat o f the 
1 and in conspicuous consum ption, they play a vital and very central role in the 
h istory  of accum ulation.

Indeed, one o f  the trium phs o f  capitalism  has been to force upon land­
ow ners such a positive role as a condition for survival. But herein lies a rather 
m ore general line o f class struggle, because the landed interest w as by no 
m eans necessarily willing to treat the land under its com m and as a pure 
financial asset, nor w as it necessarily willing to use the m oney pow er it 
centralized sim ply as money to be thrown into circulation as capital. But the 
so c ia l pow er o f money was, in the end, destined to dom inate over the social 
p ow er o f land. The use o f  land to acquire money had long been the goal o f the 
m o st dynam ic segm ents o f the landed interest, and in the long run this meant, 
qu ite simply, the fusion o f landed property with rentiers o f all types.19 The 
lan ded  interest lost its autonom ous and independent role and w as necessarily 
transform ed into a faction o f capital itself. The historic struggles between the 
lan ded  and industrial interests in nineteenth-century Britain, and the continu­
ing struggles o f like character in m any other parts o f  the world, have to be set 
aga in st the background o f  such a necessary transform ation  which assim ilates 
both within the fram ew ork o f the circulation o f interest-bearing capital. In 
the process, the share o f  rent in total surplus value produced is less and less the 
p ro d u ct o f  overt class conflict between two quasi-independent social classes 
and m ore and m ore internalized within the logic that fixes the circulation o f 
interest-bearing capital am ong the various form s o f fictitious cap ital that 
arise  within the cap italist mode o f  production. W hich brings us more directly 
to  how  and why interest-bearing capital comes to circulate through land 
itself.

19 Spring (1963) and Thom pson (1963) document the gradual absorption o f the 
British landed aristocracy into the ranks o f the bourgeoisie as capitalists, financiers, 
etc.
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VI T H E  L A N D  M A R K E T  A N D  F IC T I T I O U S  C A P IT A L

M a r x  did not undertake any detailed analysis o f land m arkets. He gave 
priority  to constructing the theory o f ground rent because this w as where he 
considered the real theoretical challenge lay. But, in the sam e way that 
p in ning the origins o f  money to the different form s o f value embodied in the 
com m odity  does not say everything there is to say about the role o f  money 
and credit, so tying the origin o f land price to a capitalized ground-rent does 
not exh au st all o f  im portance that can be said about land m arkets under 
cap italism . Land markets exhibit peculiar characteristics and perform 
im po rtan t functions. They deserve analysis in their ow n right.

The theory o f ground-rent resolves the problem  o f how land, which is not a 
p ro d u ct of hum an labour, can have a price and exchange as a commodity. 
G round-rent, capitalized as the interest on som e im aginary capital, consti­
tutes the ‘value’ o f  the land. W hat is bought and sold is not the land, but title 
to  the ground-rent yielded by it. The money laid out is equivalent to an 
interest-bearing investment. The buyer acquires a claim upon anticipated 
future revenues, a claim upon the future fruits o f  labour. Title to the land 
becom es, in short, a form  o f  fictitious capital (see above, pp. 266—70). ‘If 
cap ital is lent out as money, as land and soil, house, etc., then it becomes a 
com m odity  as capital, or the com m odity put into circulation is capital as 
c a p ita l’ (G rundrisse, p. 724). This much we have already established.20

The basic  forces regulating the price o f land and its appurtenances are the 
rate o f interest and anticipated future rental revenues. M ovem ents in the 
interest rate im pose strong tem poral rhythms and bring land price m ove­
m ents within an overall fram ew ork defined by the relation between the 
accum u lation  o f  capital and the supply and dem and for money capital (see 
ch apters 9 and 10). Long-run tendencies tow ards a falling rate o f interest or 
tem porary  p lethoras o f m oney capital will generally result in enhanced land 
values (rents rem aining constant).

C h an gin g anticipations o f future rents, tied to both future capital flows and 
future labour, likewise affect land and property prices. For this reason even 
unused land can acquire a price (C apital, vol. 3 , p. 669). The speculative 
elem ent is alw ays present in land trading. The im portance o f this has now to 
be establish ed , though M arx  in general excludes speculation from his 
purview . H e does, however, take up one interesting exam ple. In the case of 
house building in rapidly grow ing cities, he notes, the profit from building is 
extrem ely sm all and ‘the m ain profit com es from  raising the ground-rent’, so

20 The social incentives to hold land — prestige, symbolic important, tradition, etc., -  
are also very important in practice, but we exclude them from consideration here 
because they have no direct root within a pure theory of the capitalist mode of 
production.
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th at it is the ‘ground-rent, and not the house, w hich is the actual object o f 
bu ild in g sp eculation ’ (C apital, vol. 3, pp. 7 7 4 —6; vol. 2 , p. 234). The holders 
of land  by no m eans assum e a passive stance in this case. They play an active 
role in creating conditions that perm it future rents to be appropriated. The 
advan ce o f capital and the application o f labour in the present ensures an 
increase in future rents.

T h is case is o f m ore general significance than M arx  appears to have 
realized . By actively pursuing the appropriation  o f values, landholders can 
force production  on the land into new configurations and even push surplus 
value production  on a scale and with an intensity that m ight not otherwise 
occur. In so doing, o f course, they condemn future labour to ever-increasing 
levels o f exp loitation  in the name o f the land itself. The activist role of 
fictitious capital operating on the land and the contradictions it engenders 
deserve careful scrutiny. It perform s certain im portant co-ordinating func­
tions and thereby legitim ates and justifies the appropriation  o f rent within the 
overall logic of the capitalist mode o f production.

The circulation o f interest-bearing capital through land m arkets co­
ord in ates the use o f  land in relation to surplus value production  in much the 
sam e w ay that it helps to co-ordinate allocations o f labour pow er and to 
equalize the rate o f  profit across different lines o f production  in general. The 
peculiarities o f land add  some new wrinkles to this process. In practice there is 
little to  force capitalists to forgo  the relatively perm anent advantages (of 
fertility or location) they enjoy on a particu lar p lo t o f land in order to 
p ro m o te  a different but higher rent-yielding use, particularly if the benefits to 
be had fro m  investing in such a change are im m ediately drawn o f  fin  the form 
of higher rents. The situation changes m aterially if interest-bearing capital 
circulates through land m arkets perpetually in search o f  enhanced future 
ground-rents and fixes land prices accordingly. In this case, the circulation o f 
interest-bearing cap ital prom otes activities on the land that conform  to 
h ighest and best uses, not simply in the present, but also in anticipation of 
future surp lus value production . The landow ners who treat the land as a pure 
financial asset perform  exactly such a task. They coerce (by raising rents, for 
exam ple) or co-operate with capital to ensure the creation o f enhanced 
gro u n d  rents. In the case o f an activist alliance between landowner and 
cap ita list, the form er takes on the role o f developer who seeks to capture 
enhanced rents while the capitalist captures profit.21 Situations o f the sort that 
M a rx  notes can then all too easily arise: the enhanced rents far outweigh the 
p rofit to be had from  direct investment.

By perpetually  striving to put land to its ‘highest and best use’, landow ners 
create a sorting device which sifts land uses and forces allocations o f  capital 
and labou r th at m ight not otherwise occur. By looking to the future, they also

21 Lam arche (1976) provides one o f the best theorizations o f the role o f developer 
from  a  M arxist perspective.



L A N D  M A R K E T  A N D  FICTITIOUS CAPITAL 3 6 9

inject a fluidity an d  dynam ism  into the use o f land that w ould otherwise be 
h ard  to  generate. The m ore vigorous landow ners are in this regard, the more 
active the land m arket and the m ore adjustable does the use of the land 
b ecom e in relation to social requirem ents — in the present instance, the 
accum u lation  o f capital.

W e can now  bring the argum ent with respect to the role o f  landownership 
and rental appropriation  under capitalism  full circle. N o t only is the 
ap p ro p ria tio n  o f rent socially necessary, but landowners m ust necessarily 
take an active role in the pursuit o f enhanced rents. There is nothing inconsis­
tent in such behaviour, provided, o f course, that the land is treated simply as a 
financial asset, a form  of fictitious capital open to all investors. The freer 
interest-bearing cap ital is to roam  the land looking for titles to future ground- 
rents to  appropriate , the better it can fulfil its co-ordinating role.

B u t by the sam e token, the m ore open the land m arket is, the more 
recklessly can surplus money capital build pyram ids o f  debt claim s and seek 
to  realize its excessive hopes through the pillaging and destruction of produc­
tion on the land itself. Investment in appropriation , so necessary to the 
p erform an ce of these co-ordinating functions, is here, as elsewhere, the 
‘fou ntainhead  o f all m anner o f  insane form s’ and the source o f potentially 
serious d istortions. Speculation  in land m ay be necessary to capitalism , but 
speculative orgies periodically become a quagm ire o f destruction for capital 
itself.

T he significance of these pow ers o f co-ordination, together with their 
negative consequences, are particularly evident when it com es the problem  of 
sp atia l organ ization , a topic M arx  also tends to exclude from  his theoretical 
purview , except as a peripheral concern. The land m arket shapes the alloca­
tion o f cap ita l to land and thereby shapes the geographical structure of 
p rodu ction , exchan ge and consum ption, the technical division o f labour in 
space, the socioeconom ic spaces o f  reproduction, and so forth. Lan d  prices 
form  sign als to which the various econom ic agents can respond. The land 
m ark et is a pow erful force m aking for the rationalization o f geographical 
structures in relation to com petition.

Lan dow ners, furtherm ore, play an active role in the process o f geographi­
cal structuring and re-structuring, provided, o f course, they treat the land as a 
pure financial asset. C onsider transportation  relations. The stimulus to 
revolutionize these arises out o f  the need to diminish the circulation time of 
com m odities, to extend m arkets geographically and so sim ultaneously to 
bu ild  the possib ility  for cheapening raw  m aterial inputs, expanding the basis 
fo r realization  while accelerating the turnover time o f capital. If rent depends 
upon  relative location, and the relative location stands to be transform ed by 
im proved transportation , then transport investment stands to enhance land 
values in areas proxim ate to it. Landow ners stand to gain (or lose) accord­
ingly. They have a strong vested interest in the where and when of transporta­
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tion investm ent. They m ay even be willing to prom ote it at a loss (preferably 
u sing other peop le ’s m oney or through the agency o f the state) in order to 
benefit from enhanced ground-rents. The English landed interest learned this 
trick  relatively early, and it has remained a basic facet o f capitalism  ever since.

Lan dow ners are generally draw n to com pete fo r that particular pattern o f 
developm ent, that particu lar bundle o f investments and activities, that has 
the best prospect o f enhancing future rents. Shaping the geographical pattern 
of use of land to com petition depends upon com petition am ong landholders 
fo r enhanced rents. The co-ordinations rendered possible by the existence of 
land m arkets and price signals are, in this regard , o f vital importance.

But the anarachistic character o f such com petition can have strong nega­
tive consequences. Surplus capitals m ay be put to w ork in profligate ways; 
indiv idual landholders, acting in their own im m ediate self-interest and seek­
ing to m axim ize the ground-rent they can appropriate, m ay force allocations 
o f cap ital to land in w ays that m ake no sense from  the standpoint o f the 
overall requirem ents o f  accum ulation. T o  this landed property version o f the 
forces that create general disequilibrium  under capitalism  (see chapter 7) 
m ust a lso  be added the particu lar problem s that arise out o f the com plex 
interactions o f D R-1 and D R-2. These ensure that no one landowner can 
confine the costs and benefits o f  the schemes he or she prom otes to his or her 
ow n plot o f land. Taken  together, the forces that shape the geography of 
cap italism  through the functioning o f land m arkets are in perpetual danger of 
d isso lv ing into a nightm are o f incoherency and periodic orgies o f speculation. 
Future labou r is forced into configurations that are unsustainable (from the 
p o in t of view of labour, capital or both). The problem  is to prevent such a 
d isso lu tion , while preserving the land m arket as a basic co-ordinating device.

C ap ita l has only tw o lines o f  defence in such situations: m onopolization or 
state  control. N either solution is free o f  internal contradictions. The m ono­
p olization  o f the land developm ent process through large-scale concentration 
o f landow nership  perm its a coherent process o f land development in which 
the various synergistic effects o f investments can be orchestrated to 
advan tage. H erein, incidentally, lies the tem ptation to connect landowner­
sh ip  with high finance — a connection that stretches back over a long period 
and m akes the landed version o f ‘finance cap italism ’ historically prior to the 
industrial cap ital version which we have already considered (chapter 10).22 
Th e trouble with this kind o f m onopolization  is, of course, that it opens the 
possib ility  to  appropriate m onopoly rents -  a form  of appropriation that is in 
generally  inim ical to accum ulation. The financiers can partially offset this 
tendency by taking charge o f their own account. The credit system structures

22 M arx  considered that th e ‘glorious Revolution’ of 1688 in Britain forged a ruling 
oligarchy out o f a ‘natural alliance’ between ‘the new landed aristocracy’ and ‘the new 
bankocracy, . . . the newly-hatched haute finance, and . . . the large manufacturers’ 
(C ap ital, vol. 1, p. 724).
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the land m arket to  preserve the circulation o f interest-bearing capital as a 
w hole. The result is a kind of double co-ordination achieved through the 
interlocking of the various form s o f circulation o f interest-bearing capital. 
The trouble with this solution is that, although land m arkets may be better 
co-ordinated , they becom e more directly exposed to all the problem s inherent 
within the credit system itself.

Th e final line o f defence is the state, which can take on a variety o f pow ers 
o f land use regulation, land expropriation , land use planning and, finally, 
actual investment, to counter the incoherency and periodic speculative fevers 
land m arkets are periodically  heir to. W hile the state can undoubtedly put its 
stam p  on geographical structures, it does not necessarily do so in ways that 
effectively bind the use o f  land to com petition or the process o f geographical 
re-structuring to the accum ulation o f capital. T o o  great a level o f state 
involvem ent also begins to call into question the whole validity o f property 
rights over the m eans o f production  in general as well as over the land.

C ap ita lism  cannot do w ithout land price and land m arkets as basic co­
ord in atin g devices in the allocation o f land to uses. It can merely strive to 
constrain  their operation  so as to m ake them less incoherent and less vulner­
able to  speculative disorders. Tw o im plications then derive from this general 
conclusion .

F irst, land prices could  not ex ist w ithout the m onopoly pow er o f private 
p rop erty  in land and the capacity to appropriate rent which that power 
confers. B oth  rent and private property in land are socially necessary to the 
p erp etu ation  o f  capitalism . The necessity for the social reproduction of 
landed property  and for the appropriation  o f rent has been fully defined. The 
qu estions with which we began this chapter are effectively resolved.

There is an im portant caveat to this argum ent. Only that kind o f land­
ow nersh ip  that treats the land as a pure financial asset will do. All other form s 
of landed property  must give way. The land must become a form o f fictitious 
cap ita l and be treated as an open field for the circulation o f interest-bearing 
cap ita l. O nly under such a condition does the apparent contradiction be­
tween the law  o f value and the existence o f rent on land disappear. H ow  far 
cap ita list social form ations have advanced down such a path  is a m atter for 
h istorical investigation. T h at the law of value under the capitalist mode of 
p rodu ction  entails such a transform ation  process is incontrovertible.

Secondly, land price captures sim ultaneously the tem porality o f accum ula­
tion (as registered by m ovem ents in the rate o f interest) and the specificity o f 
m aterial use values distribu ted  in space, and therefore unites both tem poral 
and sp atia l considerations within a single fram ew ork defined by the law of 
value. But it does not do all this in a passive or neutral manner. Lan d  price 
m u st be realized through future rental appropriation, which rests on future 
labour. The paym ent o f land price by capital therefore condemns labour to 
very specific activities in particu lar locations over the time span fixed by the
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rate o f  interest — if, that is, the capital advanced in land purchase is not to be 
devalued. H ere we see, once m ore, how  the operation  o f the law  o f value 
constrain s living labour. We will take up further im plications o f this result in 
ch apter 12.

T h e  circulation  o f interest-bearing capital in land titles plays an analogous 
role to that o f  fictitious capital in general. It indicates locational paths for 
future accum ulation  and acts as a catalytic forcing agent that reorganizes the 
sp atia l configuration  o f  accum ulation according to the underlying im pera­
tives o f accum ulation . The fact that it sometimes forces too hard (beyond the 
capacity  o f either capital or labour to bear) o r in erroneous directions 
(because o f the inevitable distortions that arise when the circulation o f money 
cap ital encounters and m akes use o f  the m onopoly privileges that attach to 
p rivate  property  in land) simply establishes that the land market necessarily 
internalizes all the fundam ental underlying contradictions o f the capitalist 
m ode o f production . It thereby im poses those contradictions upon the very 
physical landscape o f capitalism  itself. Yet it is, at the same time, a vital 
co -ordinating device in the struggle to organize the use o f land in ways that 
contribute to the production o f surplus value and the structuring o f capitalist 
social form ations in general.
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The Production o f Spatial 
Configurations: the Geographical 
Mobilities o f Capital and Labour

The h istorical geography o f cap italism  has been nothing short o f remarkable. 
P eoples p ossessed  o f  the utm ost diversity o f historical experience, living in an 
incredible variety o f  physical circum stances, have been welded, sometimes 
greatly  and cajolingly but m ore often  through the exercise o f ruthless brute 
force, into a com plex unity under the international division o f  labour. M onet­
ary  relations have penetrated into every nook and cranny o f the world and 
into a lm ost every aspect o f social, even private life. This form al subordination 
o f hum an activity to capital, exercised through the m arket, has been increas­
ingly com plem ented by that real subordination which requires the conversion 
o f lab o u r into the com m odity labour pow er through prim itive accumulation. 
This rad ical transform ation o f social relations has not progressed evenly. It 
h as m oved faster in some places than in others. It has been stongly resisted 
here and m ade m ore welcome there. It has penetrated relatively peaceably in 
one p lace and with genocidal violence in another.

It has a lso  been accom panied by physical transform ations that are breath­
tak in g  in scope and radical in their implications. N ew  productive forces have 
been produ ced  and distributed across the face o f the earth. V ast concentra­
tion s o f capital and labour have come together in m etropolitan areas of 
incredible com plexity, while transport and com m unications systems, 
stretched in far-flung nets around the globe, perm it inform ation and ideas as 
well as m aterial goods and even labour pow er to move around with relative 
ease. Factories and fields, schools, churches, shopping centres and parks, 
ro ad s and railw ays litter a landscape that has been indelibly and irreversibly 
carved ou t according to the dictates o f capitalism . Again, this physical 
tran sform ation  has not progressed evenly. V ast concentrations o f  productive 
p ow er here contrast with relatively empty regions there. Tight concentrations 
of activity in one place contrast with spraw ling far-flung development in 
another. All of this adds up to w hat we call the ‘uneven geographical develop­
m ent’ of cap italism .
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This surface appearance of extraordinary historical—geographical change 
cries out for theoretical exam ination. There is much to do here and unfortu­
nately not much theoretical guidance as to how to do it.1 The difficulty is to 
find a way to approach  the issue that is both theoretically grounded in basic 
M arx ian  concepts and robust enough to handle the evident confusions, 
an tagon ism s and conflicts that characterize the spatial articulation o f human 
activities under capitalism . The phenom ena to be looked at are, besides, of 
seem ingly infinite variety. They include events and processes as diverse as 
individual fights over jurisdictional rights to a plot o f land; colonial and 
neocolonial policies carried out by different nation-states; residential dif­
ferentiation  within urban areas; fights between street gangs over ‘tu rf’; the 
organ ization  and design o f space to convey social and symbolic m eanings; the 
sp atia l articulation  o f diverse market systems (financial, commodity, etc.); 
regional patterns o f  grow th within a division o f  labour; spatial concentra­
tions in the distribution  o f the industrial reserve arm y; class alliances built 
arou n d  territorial concepts like community, region and nation; and so on.

It w ould be all too easy in the face o f such diversity to succumb to that 
‘ spatial fetishism ’ that equalizes all phenomena sub specie spatii and treats 
the geom etric properties o f spatial patterns as fundam ental. The opposite 
dan ger is to see spatial organization  as a mere reflection o f the processes of 
accum ulation  and class reproduction. In what follows I shall try to steer a 
m iddle course. 1 view location as a fundam antal material attribute o f human 
activity but recognize that location is socially produced. The production of 
spatial configurations can then be treated as an ‘active m om ent’ within the 
overall tem poral dynamic o f  accum ulation and social reproduction.

' M arxist v\ork on the problem of spatial organization has been remarkably 
sporadic and unsystematic. There is a vast and variegated literature on imperialism 
and neo-eolonialism which is suffused with spatial concepts. But the terms are descrip­
tive rather than well-grounded theoretically. Phrases like ‘centre and periphery’ and 
‘ first and third w orld’ slip easily in and out o f the literature without much forethought. 
The forces that produce and sustain spatial configurations often get lost in the 
intricacies of particular historico-geographic descriptions. The literature which helps 
tow ards the construction o f theory is much more limited. I have found the formula­
tions of Palloix (1975a; 1975b) and Aydalot (1976) very suggestive. Henri Lefebvre 
(1 972 ; 1974) has repeatedly drawn attention to the importance of the production of 
space, the politics of space and the role o f space in social reproduction (mainly in the 
urban context). The rich literature on urbanization that has emerged since Castells, 
1 9~7, for exam ple, is useful but by no means definitive. Studies on regional develop­
ment have likewise \ci to pin the whole problem down in any rigorous way (see 
l.ipietz. 1977; the Review of Radical Political Econom ics, vol. 10, no. 3, 1978; 
D ulong, 1978; Santos (1979); Carney, Hudson and Lewis, 1979; and the interesting 
w ork o f M assey, 1978; 1979). De Gaudem ar’s (1976) study is a pioneering attempt to 
write theoretically on the issue while Shaikh’s (1979—80) study on foreign trade and 
the law of value i.s trenchant. The next two chapters have benefited immeasurably 
from discussions with Beatriz Nofal and Neil Smith, both of whom contributed many 
Original ideas to these last chapters.
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The theoretical basis for this was laid down in part in chapter 11. Space, we 
there show ed, is a m aterial attribute o f all use values. But com m odity produc­
tion converts use values into social use values. We then have to consider how 
m aterial sp atia l attributes o f use values — location in particular — are con­
verted into social spaces through com m odity production. Since commodity 
produ ction  entails relations between use value, exchange value and value, it 
fo llow s that our understanding of spatial configurations in their social aspect 
m u st likewise be built upon an understanding o f how use value, exchange 
value and value integrate with each other in the production and use o f spatial 
configurations. The investigation o f the land market in chapter 11 provides 
an  exam ple o f the path to take. We must now  construct a more general kind 
of argum ent.

C oncrete useful labour produces use values at a particular place. The 
different labours undertaken at different locations are brought into a rela­
tionship  with each other through acts o f exchange. Spatial integration — the 
linking of com m odity  production  in different locations through exchange — is 
necessary  if value is to becom e the social form o f abstract labour. This is, 
presum ably , w h at M arx  had in m ind when he wrote:

A bstract w ealth , value, m oney, hence abstract labour, develop in the 
m easure that concrete labour becom es a totality o f different modes of 
lab o u r em bracing the w orld m arket. C apitalist production rests on the 
value or the transform ation  o f the labour em bodied in the product into 
social labour. But this is only possible on the basis o f foreign trade and of 
the w orld  m arket. This is a t once the pre-condition and the result of 
cap italist production . (Theories o f Surplus Value, pt 3, p. 253)

It then follow s that failure to achieve spatial integration disturbs the 
universality  of the value form. And in some cases this may lead to exchange 
betw een different ‘value system s’ or unequal exchange between different 
trad in g  sy stem s:2

H ere the law  o f  value undergoes essential m odification. The relation­
sh ips between labour days o f different countries m ay be similar to that 
ex istin g between skilled, com plex labour and unskilled, simple labour 
within a country. In this case, the richer country explo its the poorer one, 
even where the latter gains by the exchange. (Theories o f  Surplus Value, 
pt 3, pp. 1 0 5 - 6 )

So h o w  is a spatial integration achieved? Exchange o f  com m odities is a 
necessary  condition, as is the availability o f a ‘universal equivalent’ (such as 
gold) as the m oney basis o f world exchange. Physical barriers to the m ove­
m ent o f both  com m odities and money over space have to be reduced to a 
m inim um . The sufficient conditions for spatial integration are, however,

2 The theme o f unequal exchange is explored by Emmanuel ( 1972 ) and the general 
problem  of value in international exchange by Shaikh (1979-80).
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given by the geographical m obilities o f capital and labour pow er.3 ‘In capital,’ 
after all, ‘the independent existence o f value is raised to a higher pow er than 
in m oney ’ (Theories o f  Surplus Value, pt 3, p. 131), while ‘the tendency to 
create the w orld m arket is directly given in the concept o f capital itself’ 
(G run drisse , p. 408). The geographical m ovem ent o f money and com ­
m odities a s  cap ital is not the sam e as the m ovem ent o f products and o f 
p reciou s m etals. C apital is, after all, m oney used in a certain w ay, and is by no 
m eans identical with all m oney uses.

If sp atia l integration is achieved through the circulation o f capital over 
sp ace , then our attention must focus on how capital and labour power move. 
W e cannot here appeal to com m on bourgeois notions o f the m obility of 
separate  ‘factors o f  production ’ — ‘things’ that can be shunted from  one point 
in space to another. The M arxian  conception is necessarily som ew hat more 
com plicated . C apital can m ove as com m odities, as money, or as a labour 
p rocess em ploying constan t and variable cap ital o f different turnover times. 
Furtherm ore, the relation between the m obility of variable capital and that o f 
the labourers themselves introduces another dimension into class struggle, 
w hile the problem s that attach to the circulation o f capital in the built 
environm ent also call for special attention. This disaggregation follows auto­
m atically , given M a r x ’s depiction o f the circulation o f capital as:

(etc.).

T he ability  o f  cap ital to move depends upon which o f  these various states it 
occupies. In what follow s we will consider the separate mobility potential of 
cap ita l in each o f these states, before integrating the separate motions into an 
understan din g of tem poral and spatial rhythms to the circulation and ac­
cum ulation  o f  capital. In this w ay we may hope to unravel how spatial 
integration  is achieved through concrete m aterial circulation processes of 
cap ita l itself.

I T R A N S P O R T  R E L A T I O N S  A N D  T H E  M O B I L I T Y  O F  C A P IT A L  AS 
C O M M O D I T I E S

Th e ability to  m ove g o o d s around defines the mobility o f capital in com m od­
ity form .4 T h is mobility depends upon transport relations modified by the 
a ttribu tes o f com m odities such as their weight, size fragility, perishability, 
etc. M a rx  argues that ‘the spatial condition, the bringing the product to

3 The failure to make the distinction between exchange o f commodities and money, 
on the one hand, and the circulation of capital, on the other, mars the otherwise 
interesting work of Wallerstein (1974).

4 De la Haye (1979) collects together many o f the basic texts out of M arx’s and 
Engels’s writings on this topic.
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m arket, belongs to the production  process itself’ (G rundrisse, pp. 5 3 3 - 4 ; 
C ap ita l, vo l. 2 , pp. 1 4 9 —51). The transport industry is therefore productive 
o f value because it is a ‘ sphere o f material production ’ that effects a material 
change in ‘the object o f labour — a spatial change, a change o f  p lace’. The 
tran sp o rt industry ‘sells change o f location ’ as its product (C ap ital, vol. 2, p. 
5 2 ; Theories o f  Surplus Value, p t 1, p. 412).

L ike any other interm ediate input, the value o f  the com m odity ‘change of 
lo ca tio n ’ enters into the cost price o f other com m odities. The value o f all 
com m odities is therefore inclusive o f all socially necessary costs o f transpor­
tation , defined as the average cost o f getting products to their final destina­
tions. The cost o f  movem ent is not the sole consideration. The regularity and 
reliability o f  transport flows can reduce the need for inventories o f both raw 
m ateria ls and finished products and so release ‘fa llow ’ capital for active 
accum u lation  (C ap ita l, vol. 2, p. 142). Continuity in the circulation o f capital 
can  be assured  only through the creation o f an efficient, spatially integrated 
tran sp o rt system , organized around som e hierarchy o f urban centres (such as 
th at represented in the location  theory o f Losch, 1967, and Christaller, 
1966 ). Th e speed o f movement is also vital. ‘Spatial distance’ then reduces 
itse lf to time because ‘the im portant thing is not the m arket’s distance in space 
but the speed with which it can be reached’ (G rundrisse, p. 5 3 8 ; Capital, vol. 
2, p . 2 4 9 ).

R edu ctions i n the cost and time o f movem ent, together with improvements 
in the regularity and reliability o f transport services, belong to the ‘develop­
m ent o f the forces o f  production by cap ital’. M arx  depicts the consequent 
im pulse to revolutionize transport relations in very general terms. C apital, he 
w rites, m ust ‘ strive to  tear dow n every spatial barrier to . . . exchange, and 
con quer the w hole earth fo r its m arket’, it m ust ‘annihilate this space with 
tim e’ in order to reduce the turnover time o f capital to ‘the twinkling o f an 
eye’ . ‘The m ore production  com es to rest on exchange value, hence on 
exchan ge, the more im portant do the physical conditions o f  exchange — the 
m ean s o f com m unication  and transport — become for the costs o f circulation’ 
(G ru n drisse , pp. 5 2 4 —39). A nd as technological revolutions in other sectors 
ex p an d  the volum e o f com m odities to be exchanged so  do revolutionary 
ch anges in the m eans o f  com m unication and transportation become an 
ab so lu te  necessity (C apital, vol. 1, p. 384).

T h e  effects a re  legion. The mobility o f capital in com m odity form is 
accom plish ed  within a perpetually shifting fram ew ork o f relative spaces since 
‘co st and time distances m ay be shifted about by the developm ent o f the 
m eans o f  transportation  in a w ay that does not correspond to geographical 
d istan ces’ (C ap ita l, vol. 2, p. 249). Falling average costs o f movement directly 
reduce the value (and price o f production) o f the commodities moved. The 
indirect effects are no less im portant. Put simply, if we conceive o f value as a 
social average taken over all locations integrated into some network of
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exchan ge, then expansion  or contraction o f that network through changes in 
tran sp o rt capability  alter value relations. Previously inaccessible products 
and resources brough t into the netw ork o f exchange through new transporta­
tion arrangem ents can have startling effects upon values (and prices of 
p rodu ction ). The dom ain  o f locations across which ‘value’ is averaged 
depends, in short, upon the level and degree o f  spatial integration achieved 
under specific transport relations. It then follow s that such crucial 
m agn itudes as the value o f labour pow er and the value com position o f capital 
are highly sensitive to the productive forces brought to bear within the 
tran spo rt industry.

A s space relations alter in response to transport investment, so do the 
relative fortunes o f capitalists in different locations. Some suffer devaluation 
o f lab ou r pow er, their fixed capital and consumption fund (housing, etc.) 
w hile others enjoy, tem porarily  a t  least, excess profits an d  an upw ard revalu­
ation  o f  available means o f production and consum ption. An im portant 
conclusion  then follow s, a conclusion that necessarily modifies the general 
concept of overaccum ulation-devaluation laid out in chapter 7: devaluation, 
arisin g  fo r  w hatever reason, is alw ays particular to a place, is alw ays location 
specific.

W e w ill take up the im plications o f  this fa r  reaching principle later. We 
confine attention  here to its effects within the transport industry itself. Since 
change o f  location  is produced and consum ed at the sam e m om ent, im­
m ediate overproduction  and devaluation is a technical impossibility. Only 
the fixed capital can be devalued. But the fixed capital required in the 
tran sp o rt industry is extensive and a lot o f it is embedded in the built 
environm ent as roads, rails, terminals, etc. Fixed capital o f this sort is 
particu larly  vulnerable to the cold winds o f devaluation. But the devaluation 
is alw ays on a particu lar route or at a particular place -  a terminal loses trade 
here, a new highway supplants traffic over a rail line there. Revolutions in 
produ ctive forces within the transport industry always have location specific 
effects. C om petition  within the industry therefore acquires som e peculiar 
characteristics. Th is is so in p art because when fixed capital is em bedded in 
the land , com petition is between what A dam  Smith called ‘natural m ono­
p o lie s ’ in space. The quality o f this ‘natural m onopoly’ implies that several 
com petin g rail lines between two cities hardly m ake sense, whereas com peti­
tion between several carriers over com m on routes (as in road haulage) has a 
stron ger rationale. Since large quantities o f capital are often called for to 
build the rail lines, docks and harbours, airports, etc., capitalists m ay be 
unw illing to invest without protection against the risk o f location specific 
devaluation  through com petition. This means restriction o f competition and 
the creation  o f  state-regulated or even state-ow ned m onopolies. Herein lies a 
dilem m a. The com petitive stim ulus to revolutionize the productive forces 
w ithin  the industry is blunted. Yet we have already seen that capitalism in
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general requires perpetual reductions in the cost and time o f movement, the 
elim ination  o f all spatial barriers and the ‘annihilation o f space by tim e’.

T h e  tension can  in p art be resolved i f  capital within the transport industry 
sp lits into fixed capital o f an independent kind circulating in the built envi­
ronm ent and other kinds o f capital (trucks, ships, etc.) which are free to move 
in space. The place bound quality o f devaluation is minimized in the latter 
sector and the barriers to open com petition and investment are correspond­
ingly dim inished. The really serious problem s o f place-specific devaluation 
through  technological change in transportation are then confined to the fixed 
cap ita l which circulates independently in the built environment.

Such a split can occur only through the involvement o f the credit system 
and the state (G run drisse, pp. 5 2 3 —33). The ‘natural m onopoly’ element can 
then be brought under collective regulation and control, while the effects o f 
devaluation  are socialized to a corresponding degree. Furtherm ore, as we saw  
in ch apters 7 and 8, investments o f this sort can be organized so as to yield 
interest only and so  diminish the overall upw ard pressure on the value 
com po sition  o f capital. The disadvantage is that the pace o f technological 
change within this portion o f  the transport industry is subject to the economic 
p ow er, policies and sometimes arbitrary whims o f associated capitalists (a 
pow erfu l cab al o f financiers, for exam ple) or o f state bureaucrats. The 
co ord in ation  of investment strategies for the form ation o f new physical 
in frastructures within the transport industry then becom es problem atic. 
Land price m ovem ents (of the sort discussed in chapter 11) now enterinto the 
p icture because those who organize investments in immobile transport 
in frastructures can often appropriate the benefits o f rising land values in the 
areas served (this is as true for the state as it is for associated capitalists). This 
m eans that it is beneficial (from  the standpoint o f capital in general) to let 
loose  land speculation and the appropriation o f  rents and land taxes as a 
m eans to pull, push  and guide transport investments. We here find additional 
va lidation  for the general thesis set out in chapter 11 — that the appropriation 
o f  rent perform s vital co-ordinating functions within capitalism. The effect, 
how ever, is that the creation o f transport infrastructures depends upon 
speculative and political mechanisms rather than upon m ore usual market 
m echanism s.

T h ere are som e m ajo r contradictions in all o f this. Accum ulation requires 
th at m ore and more capital should shift into the production o f m eans of 
tran spo rtation  and com m unication (Capital, vol. 2, p. 251). But the transport 
industry  typically  has a high technical and value com position o f capital and 
w eak  pow ers of surplus value production  within its confines. This weakness 
h as therefore to be offset by com pensating advances in capacity for surplus 
value production  in the sectors served by the transport industry if aggregate 
rates of profit are to be m aintained.

But w orst o f all, we see that capitalism  seeks to overcom e spatial barriers
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th rough  the creation o f physical infrastructures that are immobile in space 
and highly vulnerable to place-specific devaluation. R oads, railw ays, canals, 
a irp o rts, etc., cannot be m oved without the value em bodied in them being 
lost. V alue has to be im m obilized in the land to an increasing degree, there­
fore, in order to achieve spatial integration and to eliminate spatial barriers to 
the circulation  of capital. A t some point or other, the value embodied in the 
p rodu ced  space of the transport system becom es the barrier to be overcome. 
Th e preservation  o f particu lar values within the transport network means 
constrain ts to the further expansion o f value in general. Strong devaluations 
and re-structurings within the transport system, with all that this implies for 
the sh apin g  o f spatial configurations and levels o f spatial integration, then 
becom e inevitable. This is the central contradiction which modifies and 
circum scribes the m obility o f capital in com m odity form.

II T H E  M O B I L I T Y  OF V A R I A B L E  C A P I T A L  A N D  L A B O U R  P O W E R

L a b o u r p ow er is a com m odity, but the conditions that govern its mobility are 
very special. It is the only com m odity that can bring itself to m arket under its 
own steam . The term ‘m obility o f labour’ therefore occupies a special p osi­
tion  in econom ic discourse. In bourgeois theory, and frequently in common 
p arlan ce , it refers to the freedom  o f the labourer to sell his or her labour 
p ow er whenever, wherever, for whatever purpose and to w hom soever he or 
she p leases. Such freedom  o f contract is crucial to bourgeois conceptions o f 
hum an  rights and civil liberties. M a rx  does not deny the significance o f these 
p ositive  freedom s, but he does insist they be seen in relation to another, 
darker side o f things. The labourer is ‘free in the double sense, that as a free 
m an  he can d ispose of his labour pow er as his own commodity, and that on 
the other hand he has no other commodity for sale, is short o f everything 
necessary  for the realization o f his labour pow er’ (C apital, vol. 1, p. 169). 
‘F reed ’ by the process o fprim itive accum ulation from  control over the means 
o f  p rodu ction  (including access to the land), m ost labourers have no option 
but to  sell their labour pow er to the cap italist in order to live.

Th e duality o f this freedom  translates into radically  different w ays of 
v iew ing its geograph ical m obility.5 As creative subjects (see above, 
pp. 111—19), labourers perpetually roam  the w orld seeking to escape the 
d epred ation s o f  cap ital, shunning the w orst aspects o f exploitation, always 
struggling, often with some success, to better their lot. Capital m ust necessar­
ily accom m odate to this process, and to the extent that this is so labourers 
fash ion  both the history and geography o f capitalism . Conceived o f as an 
ob ject essentially dom inated by capital, however, the labourer is nothing but

5 De Gaudem ar (1976) has an excellent discussion and provides good summaries of 
Lenin’s and Luxem burg’s views on labour migration under capitalism.
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variab le  cap ital, an  aspect o f  cap ital itself. The law s that govern the move­
m ent of variab le capital are em bedded within those that regulate the mobility 
and accum ulation  o f capital in general.

M a rx  em phasizes the second o f these viewpoints in Capital. In so doing he 
counters prevailing bourgeois m yths as to the supposed freedom  of the 
labourer. Given the general conditions o f wage labour, the freedom  of the 
lab ou rer to  move is converted into its exact opposite. In search o f em ploy­
ment and a living w age, the labourer is forced to follow  capital wherever it 
flow s. This im plies the ‘abolition o f all laws preventing the labourers from  
transferrin g from  one sphere o f production to another and from  one local 
centre o f p roduction  to another’, and the elimination o f ‘all the legal and 
trad itio n al barriers that w ould prevent [capitalists] from buying this or that 
kind of labou r pow er’ (C ap ital, vol. 3, p. 196; Results o f  the Im mediate 
P rocess o f  Production, p. 1013). It likewise entails the disruption and 
destruction  o f traditional ways of life and sustenance through primitive 
accum ulation  — a process that M arx  considers at length. It also pushes 
cap ita lists to ad o p t labour processes that are not dependent upon traditional 
m on op olizab le  skills. The im plications for the labourer are legion. The 
‘ind ifference’ o f capital to the particu lar form s o f the labour process is 
im m ediately  extended to the w orker, while ‘free w orkers’ m ust accept that 
‘ their lab ou r alw ays produces [for them] the same product, m oney.’ They 
m u st be ‘ in principle’ always ‘ready and willing to accept every possible 
variatio n  in . . . [their] activity which prom ises higher rew ards.’ W age 
differentials then provide the m eans to co-ordinate w orkers’ moves to capi­
ta l ’ s requirem ents. The versatility and geographical mobility o f labour pow er 
as well as the ‘indifference’ o f w orkers to the content o f  their w ork are 
essential to the ‘fluidity o f cap ital’ . ‘N ow here’, M arx  opines, do such condi­
tions ‘app ear more vividly than in the United States’ (Results o f  the 
Im m ediate Process o f  Production, pp. 1014, 1034). Under these conditions 
the ‘ freedom  o f  the labourer’ is in practice reduced to the ‘freedom  o f cap ital’ 
(C ap ita l, vol. 1, p. 671). The m ore m obile the labourer, the more easily 
cap ita l can adopt new labour processes and take advantage o f superior 
location s. Th e free geographical m obility o f  labour pow er appears a neces­
sary  condition  for the accum ulation  o f capital.

T h is p roposition  is not free o f contradiction. If the geographicalm obility  of 
lab o u r pow er is to meet cap ital’s needs, then the absolute freedom o f the 
labou rer to m ove m ust be strictly circumscribed. The reserve arm y o f the 
unem ployed, for exam ple, so  uncerem oniously ‘freed’ from  its means of 
livelihood by technological change, can create conditions favourable to 
further accum ulation  only if it rem ains availab le to capital. This often means 
that it must stay in place. Escape routes m ust be blocked o ff by legal require­
m ents or other social m echanism s — land ow nership and rent, for exam ple, 
prevent labourers from  going back to the land and so escaping from  the
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clutches o f  capital. T h e industrial reserve arm y cannot be allowed to  die o ff 
either, unless cap ital can absorb  ‘primitive and physically uncorrupted 
elem ents from  the country’ or m obilize the latent as opposed to the active 
reserve army (C ap ita l, vol. 1, pp. 269, 642). O therwise, capital must find 
w ays to m aintain  a reserve arm y alive and in place by unemployment benefits, 
so cial security, w elfare schemes and so on. Individual capitalists cannot easily 
assu m e such burdens, which typically devolve upon the state.

V ariou s dilem m as then arise. A social support system, like factory act 
legislation  and regulation o f  the w orking day, is inherently worth struggling 
fo r from  the stan dpoin t o f the working class. The condition o f the reserve 
arm y is a focus for class struggle — who is to bear the cost and how can capital 
su stain  access to labour reserves becomes problem atic. D ifferent govern­
m ents m ay squabble over the issue; but m ost im portant o f all, from  the 
stan dp oin t of the present argument, the ‘free’ m obility o f labour power is 
checked by cap ita lists’ desire to keep labour reserves in place. This principle 
becom es even more evident when labourers possess skills or when capitalists 
invest in education , job-training, health care, etc. The qualities o f labour 
p ow er then becom e im portant. M arx  notes, for exam ple, that during the 
co tton  fam ine of the 1860s in Lancashire, the ‘m anufacturers acted in secret 
agreem ent with the governm ent to hinder em igration as much as possible, 
partly  to retain  in readiness the cap ital invested in the flesh and blood o f the 
lab o u rers ’ (C ap ita l, vol. 3, p. 134). Tactics to bind preferred workers to 
p articu lar  firms and locations abound. Em igration and immigration policies 
can be m anipulated at the behest o f particular capitalists, while firms may 
them selves confer non-transferable seniority rights and pension agreements 
w hich act as barriers to m ovem ent. Even geographical mobility can be in part 
controlled  within the internal labour m arket o f  the large corporation through 
p rom o tion  and incentive schemes. Thus can the social and geographical 
m obility  o f labour pow er be orchestrated according to particular needs. But 
p articu lar needs are not necessarily com patible with the general requirements 
fo r accum ulation . Individual capitalists or factions o f capital can, in pursuing 
their ow n self-interest, curb the aggregate m obility o f labour pow er in ways 
that may be inim ical to the reproduction o f the capitalist system as a whole. 
For these reason s, the ‘free’ m obility o f labour dissolves into a m ess of 
contrad ictory  requirements even when viewed purely from  the standpoint o f 
cap ital.

T he m obility o f labour pow er has also  to  be understood in the context o f 
the processes th at govern its production and reproduction. It takes many 
years to raise a labourer, and ingrained skills, attitudes and values are hard to 
change once acquired. L abou r power is, besides, the one commodity pro­
duced outside the direct capitalist relations o f production. W orkers raise their 
ow n fam ilies, and no m atter how sophisticated the bourgeois institutions that 
su rro u n d  them, the reproduction o f labour power always remains outside of
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direct cap italist control. Nevertheless, long-lasting and often immovable 
so cial and physical infrastructures, difficult to build and just as difficult to 
d ism antle or transform , are required to facilitate the production o f labour 
pow er o f  a certain quantity and quality.6 Such infrastructures may also 
ab so rb  considerable quantities o f  cap ital (chiefly in the form  o f government 
debt).

The supply  o f labour pow er also  necessarily exhibits internal differentia­
tions. T o  begin with, labour pow er as a com m odity always has a ‘joint 
p ro d u c t ’ aspect — men, women and children, the old and the young, the weak 
and the strong, are all available for exploitation. Secondly, social 
in frastructures that help produce labour pow er o f  one sort may inhibit the 
creation  of another. Herein lies the logic o f residential differentiation in the 
contem porary  m etropolis, since neighbourhoods organized for the reproduc­
tion o f p ro fession als are necessarily different from those given over to the 
reprodu ction  o f blue-collar w orkers. When super-im posed upon historical, 
re ligious, racial and cultural differentiations, this tendency tow ards 
geograp h ical specialization in social reproduction can take on even more 
em phatic form. The processes o f social reproduction then crystallize into a 
relatively perm anent patchw ork quilt o f local, interregional and even inter­
n ation al specialization . This patchw ork quilt may then also be associated 
w ith m arked  differentials in the value and value-productivity o f labour 
pow er.

C ap ita lists can an d  do seize upon  such differentiations and actively use 
them to divide and rule the w orking class — hence the im portance o f racism, 
sexism , nationalism , religious and ethnic prejudice to the circulation of 
capital. In so  doing, how ever, capitalists support the perpetuation of barriers 
to  free individual m obility, which is, in the long run, also vital to accum ula­
tion. C ap ita lists can therefore move back and forth between support and 
o p p o sition  for social policies that eliminate racial, sexual, religious, etc., 
d iscrim ination  in labour m arkets, depending upon the circumstance. We 
sh ou ld  a lso  note that free individual m obility may not be consistent with the 
sustenance o f  appropriate m echanism s o f social reproduction. M arx  ob­
served that t is typically destructive o f traditional w ays o f life and that it 
necessarily  fragm ents and underm ines the social cohesion o f the family and 
the com m unity. C ertain  negative consequences, from  the standpoint o f capi­
tal, flow  from  this. If the qualities o f labour pow er associated with a particu­
lar system  o f social reproduction are im portant to even a faction o f 
cap ita lists, then the latter, ou t o f  pure self-interest, m ay seek to stabilize 
in stitution s o f the fam ily and the com m unity, either through private 
ph ilan th ropy  o f through the state. For these reasons also, a segment of the 
bourgeoisie  may support civic im provem ent, educational and urban reform,

6 D o n z e l o t  ( 1 9 7 9 )  a n d  h is  crit ics  p ro v id e  in terest ing  insights .
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housin g and health care m easures and so on.7 But in so doing, capitalists 
su p p ort differentiations that necessarily act as barriers to individual mobility.

A gain, we can identify fundam ental tensions and am bivalences on the part 
o f cap ital. Free individual m obility o f the labourer is an im portant attribute to 
be prom oted. B ut capitalists also  need to keep labour reserves in place, keep 
lab o u r m arkets segm ented as a m eans o f social control and support adequate 
social reproduction  processes for labour powers o f certain qualities. Such 
contrad ictory  im pulses, which derive from  the internal contradictions o f 
cap ita lism  in general, generate countervailing influences over the geographi­
cal m obility  o f  labour power, independently o f the will o f the workers 
them selves.

But w orkers are more than mere objects for capital. Geographical mobility 
h as quite a different meaning for them. It represents the possibility o f escape 
from  tyranny and oppression, including that visited on labour by capital. It 
represents the hope and striving for a better life, even if that striving plays into 
the h an ds o f cap ital as w orkers respond to the m aterial incentives capital 
o ffers (higher w ages and im proved w ork conditions). There is, in this, a 
certain  irony. C apital in general relies upon this perpetual search by workers 
for a better life — defined in m aterial and money terms — as m eans to 
orchestrate labour m obility to its requirements and to discipline individual 
cap ita lists to class requirem ents. The ‘free’ geographical mobility o f labour­
ers helps equilibrate, for exam ple, the w age rate to that average value o f 
lab o u r  pow er that keeps accum ulation in balance (see chapter 2).

But geograph ical m obility also im poses burdens upon the labourer. D is­
ruption  o f  trad itional support m echanism s and w ays o f life can be hard to 
bear. W e here encounter the reverse side o f the push fo r mobility as a m eans o f 
escape. T h e netw orks o f personal contacts, the support systems and elaborate 
cop in g  m echanism s within fam ily and community, institutional protections, 
to  say nothing o f the m echanism s for political m obilization, can all be built up 
through  the creative efforts o f w orkers and their fam ilies into islands o f 
strength and privilege within a sea o f class struggle. Protection o f such islands 
often  assum es great im portance in the lives o f workers. Strong loyalties to 
fam ily , com m unity, place and cultural milieu act as barriers to geographical 
m obility . Exclusion  o f other w orkers — on economic, social, religious, ethnic, 
racial, etc., grounds — m ay also be seen as crucial to the protection o f the 
islan d s o f strength already established. This was a problem that M arx  
encountered as he ventured into the com plex politics o f English and Irish 
w ork ers under nineteenth-century British capitalism .8

7 The nineteenth century urban reform movements on both sides of the Atlantic 
provide splendid examples o f commitment to the welfare o f the working classes 
through moral and material reform.

8 ‘Every industrial and commercial centre in England now possesses a working class 
divided into two hostile camps, English proletarians and Irish proletarians. The
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The u psh ot is that labour, if it cannot escape entirely from  the clutches o f 
cap ita l, is faced  w ith  a bitter choice. It can flee an d  seek the better life 
elsew here, or it can stay in place and fight. The choice is not all or nothing — 
seaso n al, period ic and even relatively long-term m igrations (together with 
rem ittances to take care of fam ilies left behind) are some o f the intermediate 
so lu tio n s. The choice, in the final analysis, belongs to labour no matter what 
the influence o f  capital. But the irony remains. W hatever path labour takes 
h as the poten tial for conversion into som ething advantageous to capital. It 
fo llow s from  M a r x ’s argum ent that this potential is bound to be realized 
(albeit w ith m any a quirk and wrinkle) if the one fundam ental condition that 
defines the position  o f the labourer in capitalist society rem ains intact. If 
labou rers m ust sell their labour pow er in order to live, then there is no escape. 
T h is w as, o f  course, the political point that M arx  always sought to hammer 
h om e. The only solution  to the contradictions o f capitalism  entails the 
abo lition  o f w age labour.

Short o f  such a dram atic resolution, labour and capital are forced into 
cu riou s patterns of struggle and com prom ise over the geographical mobility 
o f labour. Both  capital and labour have rights to move, and between tw o 
rights force decides. But the outcom es are not easy to interpret. In struggling 
to  achieve their ow n ends — either by moving or by staying in place and 
fighting to im prove conditions o f social reproduction -  w orkers m ay help, if 
the ends alw ays remain lim ited, to stabilize capitalism  rather than undermine 
or overthrow  it. The erratic movement o f capital, on the other hand, may 
d isrupt conditions o f labour reproduction and so threaten the very basis of 
further exp lo itation  o f labour power. C apital m ay then be forced back into 
p attern s o f  su p p ort for fam ily and com m unity which may, in turn, enhance 
the w o rk ers’ base" for political struggle. The geographical m obility o f both 
cap ita l and labour is not an unam biguous a ffair  from  either standpoint. This 
is the condition  that is fundam ental to understanding the m obility o f labour. 
It is the condition  that will rem ain in place until w orkers no longer have to sell 
their labou r pow er as a com m odity in order to live.

I l l  T H E  M O B I L I T Y  O F  M O N E Y  C A P IT A L

D ifferen t fo rm s o f  m oney — gold bullion, coins, notes, credits, etc. — vary 
accord in g  to  the ease and security with which they can be moved. G old  coins, 
with high value-to-w eight ratio, are not that costly to move physically, but 
time taken and the risks attached pose definite limitations. Under modern

ordinary English worker hates the Irish w orker as a competitor who lowers his 
standard of l ife .. . .  This antagonism is kept alive and intensified . . .  by all means at the 
disposal of the ruling classes, (It) is the secret o f  the impotence of the English working 
class, despite its organization. It is the secret whereby the capitalist class maintains its 
pow er’ (Selected Correspondence (with Engels), pp. 236—7).
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cond itions, credit m oneys are the m ost m obile o f all. They can m ove around 
the w orld  as quickly as inform ation and instructions concerning their use will 
allow . T he only physical barrier lies in the com m unications system through 
w hich m essages can be transm itted.

Im provem ents in techniques o f inform ation  transfer are therefore as funda­
m ental to accum ulation  as the revolutions in transportation  that enhance the 
m obility  o f com m odities (G rundrisse, p. 161).9 Post, telegraph, telephone, 
rad io , telex, electronic transfers, etc -  all help credit money to traverse space 
‘ in the tw inkling o f an eye’. M oney capital o f this sort can apparently roam  
the w orld  with scarcely any let or hindrance, integrating and co-ordinating 
produ ction  and exchange with alm ost no regard for material spatial barriers. 
Since M a rx  argues (see above, chapter 1) that values becom e the regulators o f 
com m odity  exchan ge only to the degree that a well-integrated exchange 
system  evolves, it follow s that the more freely credit moneys move, the more 
perfectly exchange relations reflect value relations and the more meaningful it 
com es to sp eak  of a money com m odity as a universal equivalent.

But w e immediately encounter certain paradoxes and contradictions that 
im pinge socially  upon the free mobility o f even credit moneys. The latter can 
function only in the context o f  certain firm institutional arrangem ents, the 
m o st im portant o f which are those provided by the state. M arx  insists that all 
‘id e a l’ form s of money posses a ‘local and political character’, and his chapter 
on ‘M o n ey ’ in C ap ita l is strewn with allusions to the nation-state as the basic 
m onetary  unit when money is used as pure m edium  o f circulation. Relations 
betw een the money system s o f different nation-states and between monetary 
b locs then enter into the picture. Social barriers arise to money movement 
because o f  the different legal, institutional and political arrangem ents that 
back  the m oney system . The drive to create a credit system as free as possible 
from  m aterial spatial constraints therefore rests, paradoxically , upon territo­
rial d ifferentiations, which can prevent the m ovem ent o f money under certain 
conditions. W e have encountered this kind o f contradiction before. The 
sp atia l m obility o f com m odities depends upon the creation o f a transport 
netw ork  that is im m obile in space. In both cases, spatial barriers are over­
com e only through the creation o f particular spatial structures. When the 
latter becom e the barriers, which, with time, they m ust, then we can see more 
clearly  how it is that ‘the universality tow ards which [capitalism] irresistably 
strives encounters barriers in its own nature’ (G rundrisse, p. 410).

C red it m oneys could freely roam  the world, o f  course, i f  they were directly 
tied to a money com m odity, like gold. But it is the central virtue o f credit 
m oney that it is liberated from  being so pinned down. It must necessarily be 
liberated  from  m onetary restraints during the upsw ing, fo r exam ple, if new 
configurations o f  surplus value production and organization are to be

9 See De la Haye (1979) who emphasizes the communications aspects in his intro­
duction to M arx ’s writings on the topic.
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achieved. By the sam e token, it  stands to be devalued in relation to ‘high- 
q u a lity ’ m oney during a crisis. W here that high-quality m oney is located, and 
its strength as a m easure o f social labour, then becom e im portant. W hen gold 
still functions as the sole m easure o f value, then the gold reserves o f the 
central banks form  the m onetary basis. When inconvertible paper money 
b ack ed  by the state functions as the sole m easure o f  value within a country, 
then the supply  and quality o f  central bank money is all that counts as internal 
back in g fo r credit m oney. International exchanges then occur according to 
the fluctuating exchange ratios established between different national 
m oneys. In either case, the value o f social labour as registered either by the 
gold reserves or by the foreign exchange position o f the nation state become 
fun dam en tal supports o f the credit system. The stronger its foreign exchange 
p ositio n  an d /o r gold reserves, the m ore leeway a central bank has to provide a 
firm m onetary  basis for the credit system. M arx  w as well aware o f the 
im portan ce of such relations, as his writings on crisis form ation and ‘bullion 
drain ’ clearly illustrate (C ap ita l, vol. 3, ch. 35).

Th e upshot is  this: while credit m oneys can roam  the world a s  fast as 
in fom ation  can  move, they also encounter social barriers posed by the exist­
ence o f different national moneys o f varying quality (depending upon foreign 
exch an ge position , gold reserves, central bank policies and the like).10 At 
tim es of crisis, credit m oneys are forced to relate back to a monetary basis that 
is geograph ically  differentiated. Each nation-state strives to protect its 
m on etary  basis if the viability of the credit system is to be assured. This means 
enhancing value and surplus value production within its borders or 
a p p ro p ria tin g  values produced elsewhere (through colonial or imperialist 
ventures). Interstate com petition with respect to flows o f capital (in whatever 
form ) autom atically  follows. Each nation-state m ay then find it necessary to 
p rotect its m onetary basis by restricting the movement of capital (through 
protective tarrifs, production subsidies, foreign exchange controls, etc.). The 
m ovem ent o f labour pow er m ay also  be controlled.

But the whole logic now  collapses back on to itself. In order to protect the 
m onetary  b asis that form s the foundation for credit m oney—the m ost mobile 
form  o f cap ital — it m ay becom e necessary to restrict the spatial mobility of 
cap ital in general! Such a situation is inherently unstable and contradictory. 
And instability  breeds uncertainty and further defensiveness on the part of 
m onetary  authorities in different nation-states. We are then well on our way 
to understanding how, in the absence o f any supra-national agreement (of the 
so rt negotiated at Bretton W oods in 1944), the international monetary 
system  can dissolve into chaos as crises unfold geographically upon the world 
stage . W e will pick up this theme later.

10 M andel’s analysis o f The Second Slump is an instructuve study o f how such 
processes come together at a particular conjuncture.
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IV T H E  L O C A T I O N  O F  P R O D U C T I O N  P R O C E S S E S

Th e orig in  o f  surplus value lies in a concrete labour process organized under 
cap ita list relations o f production  and exchange. The m aterial transform ation 
of nature, the production  o f social use values, necessarily occurs at a particu­
lar p lace . W ith the sole exception o f the transport industry (which produces 
ch ange o f  location  as its product), the production  o f com m odities is tied to a 
p articu lar  location  for the duration o f the labour process. Locations can be 
ch anged w ithout incurring devaluation o f the capital em ployed only after the 
lab o u r process has run its course. The duration o f each labour process is fixed 
by the real turnover time o f the capital em ployed. The longer these turnover 
tim es, the h arder it is to  shift locations unless com ponents o f that capital — 
m achines and inventories — can be moved at nom inal cost. Producers are 
firm ly pinned down for long time periods through reliance upon fixed capital 
o f long turnover time embedded in the land itself. They can be liberated to 
som e degree from  such constraints if the state or another faction o f  capital 
(property  owners, financiers) hold such elements o f fixed capital and rent 
them  out to users on a short-term  basis.

Th e location  o f  production  under capitalism  is a very intricate affair 
su b ject to m ultiple determ inations. The advantage o f a particular location to 
the indiv idual cap italist depends on the cost of constant and variable capital, 
o f tran sportation  to m arkets with sufficient effective demand, the cost o f 
interest-bearing cap ital, the cost and availability o f a w ide range o f ancillary 
services, as well as land price. These costs vary according to the munificence 
of nature (so-called ‘n atu ral’ resource endowm ents), social, political and 
econom ic conditions which affect the value o f labour power, costs of 
interm ediate inputs, levels o f effective demand, etc. Producers also engage in 
sp a t ia l com petition  — that is, com petition fo r favourable sites and locations, 
fo r dom ination  o f particu lar m arket areas, and the like. These considerations 
are dealt with, o f course, in bourgeois location theory.11 Our task here is to 
interpret them from  a M arx ian  perspective.

T h e ‘coercive law s o f  com petition ’ play an im portant role in M a rx ’s 
theory. B ut he tends to ignore spatial aspects. They are briefly alluded to in the 
an alysis o f  rent (see chapter 11) and receive an occasional m ention elsewhere. 
Indeed, M arx  frequently asserts that the details o f how  com petition actually 
w ork s can reasonably  be left until later. H e is interested in the underlying 
re lation s which prevail after com petition, dem and and supply, price fluctua­
tions, and all the other surface phenom ena characteristic o f the m arket have 
done their w ork. For his purpose a crude assum ption o f perfect competition is

11 The best survey is still that by Isard (1956) and the most intriguing work on the 
w hole subject is still that o f Losch (1967).
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sufficient. W hat happens, then, when w e build the spatial aspects to com peti­
tion  more explicitly into the argum ent?

Under com petition, relative locational advantage translates into excess 
p rofit. T h is excess profit, like that which accrues to capitalists w ho use 
su p erior technologies, m ay be regarded as a form  o f relative surplus value. It 
accrues to individual capitalists who sell at the social average but produce at 
local costs which are lower than the social average. It m ust be distinguished 
from  the perm anent form  o f relative surplus value which affects the capitalist 
c lass as a whole through the decline in the value o f labour power. T o  keep the 
distinction  clear I will stick to the term inology o f  excess profit to indicate the 
relative surplus value which individual capitalists can gain from  technologi­
cal o r location al advantage. In so far as producers can re-locate at will, the 
excess profit from  a superior location, like that from  superior technology, will 
be ephem eral. If, on the other hand, the excess profit turns out to be relatively 
perm anent, then it will be taxed aw ay as land (location) rent (see chapter 11). 
T h e rate o f  profit to capitalist producers will tend to be equalized across 
location s either through the appropriation  o f  rent or through the geographi­
cal m obility  o f production  capital.

O ur focus here, however, is upon spatial competition and the consequent 
geograp h ical m obility o f capitalist production. In order to get some sense o f 
where the argum ent is headed, we begin w ith a highly simplified model. 
A ssum e that all capitalists turn over all elements o f their capital on an annual 
b asis and that they are free to change location w ithout incurring any devalua­
tion at the end o f  each year. Imagine, also, a closed plain upon which 
com peting cap italists with identical technologies accumulate capital through 
the p rodu ction  and exchange o f a hom ogeneous product. Assum e, finally, 
that all cap italists have perfect inform ation about profit opportunities on the 
p lain . A t the end o f each year capitalists can shift into a spatial configuration 
o f p rodu ction  locations which equalize the profit rate. But what, then, do they 
do with their accum ulated capital ? If one capitalist expands output and shifts 
location  to m axim ize the prospects o f realizing values (in both production 
and exchange), then other capitalists are forced to follow  suit in order to 
defend their com petetive p o sitio n .12 The aggregate long-run effect on a closed 
p lain  is that the search for individual excess profits from  location forces the 
average profit rate closer and closer to zero. This is an extraordinary result. It 
m eans that com petition for relative locational advantage on a closed plain 
under conditions o f accum ulation tends to produce a landscape o f produc­
tion  that is antithetical to further accum ulation. Individual capitalists, acting 
in their own self-interest and striving to maximize their profits under the

12 The bourgeois literature on location theory is full o f all manner of intricate 
discussions on the different forms of spatial competition. For purposes o f argument I 
ad opt a highly simplified version here. The problem is not to describe the processes of 
com petition but to get to the social relationships that underlie its results.
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coercive pressures o f com petition, tend to  expand production and shift 
location s up to the point where the capacity to produce further surplus value 
d isap p ears. There is, it seem s, a spatial version o f M arx ’s falling rate o f profit 
th e sis .13

T h is m odel is not particularly realistic but it does help identify some 
useful w orking hypotheses. First, the processes making fo r ‘spatial 
equilibriu m ’ — broadly  spelled out in bourgeois location theory — are, from 
the M arx ian  perspective to be seen as part and parcel o f the processes which 
lead  to crises o f accum ulation. Conversely, those countervailing forces 
(including those unleashed in the course o f crises) which push the space 
econom y o f  production  into some seem ing state o f chronic disequilibrium, 
have a potentially  im portant role to play in staving o ff, lim iting or resolving 
aggregate  spatial crises o f  accum ulation. The general im port o f these hypoth­
eses is to confirm that location is an active moment within the overall 
circulation  and accum ulation  o f capital, that what we will later call ‘uneven 
geograp h ical developm ent’ together with radical re-structurings of the space 
econ om y o f capitalism  play a vital role in the processes o f crisis form ation and 
resolution , and that there may even be a ‘spatial fix’ (as we call it) to the 
internal contradictions o f capitalism . In w hat follows we will strive to put 
flesh on the bare bones o f  these ideas.

1 Technology versus location a s  sources o f  relative surplus value

C ap ita lists can individually hope to acquire relative surplus value for 
them selves — excess profits — by adopting superior technologies or seeking out 
su p erior locations. A  direct trade o ff exists, therefore, between changing 
technology or location in the competitive search for excess profits. Producers 
in d isad van taged  locations, for exam ple, could compensate for that disad­
van tage by adopting a superior technology, and vice versa. The relations 
betw een these tw o potential sources o f excess profit therefore deserve close 
consideration .

W e first note that in both cases the excess profit which accrues to individual 
cap ita lists is in principle tem porary. It d isappears as soon as other capitalists 
a d o p t the sam e technology or shift to equally advantageous locations. Under

13 It should then follow that the spatial equilibrium set out in Losch’s Economics o f  
Location , with its neat hexagonal networks of market areas and its hierarchies of 
central places, is a landscape o f zero accumulation, totally inconsistent with the 
capitalist mode o f production. Hardly surprisingly, such landscapes are not observed 
and Losch himself had the greatest difficulty injecting dynamics into his argument. 
Technological change is treated as an externally given, unexplained phenomena when 
what we really have to show is how and why technological change is induced within a 
locational system by competitive pressures. A closer investigation of this point suggests 
that ‘spatial equilibrium’ in the bourgeois sense is an impossibility under the social 
relations o f capitalism for deeply structural reasons.
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cond itions o f  instantaneous and costless re-location, the excess profit due to 
location  w ould  be negligible except in the case of m onopolizable and special 
resources o f the sort that give rise to rental appropriation. T o  the degree that 
barriers exist to re-location (through cost, the time taken to com plete a given 
lab o u r p rocess, etc.). islands of relative locational advantage could be p ro­
duced through the action  o f  capital. The analogy with the case o f differential 
rent o f the second sort (see chapter 11) is exact. Relatively permanent spatial 
configurations o f  excess profits would dull the incentive o f  capitalists to 
engage in technological change in those advantaged locations, unless the 
excess profit is taxed  away as land rent. We here re-affirm the thesis explored 
in chapter 11, that the appropriation  o f rent plays an im portant role in 
equalizing the rate of profit to producers across locations, thus forcing 
individual cap italists back onto the straight and narrow path of seeking 
excess profits through technological change.

C onsider, now, a situation in which the mobility o f production capital and 
rental appropriation  have equalized the rate o f profit across all locations 
within a bounded plain on which there is a finite supply o f labour power. 
A ccum ulation  will proceed unchecked all the time there are surpluses o f 
lab o u r pow er. A s the labour surpluses are absorbed, m ore and more 
cap ita lists, in pursuit o f excess profits, will be forced to adopt new tech­
nologies. These disturb and alter the conditions under which the preceding 
sp atia l equilibrium  (defined as equalization o f the profit rate) was achieved. 
Spatia l com petition is reactivated in a variety o f ways:

First, producers with superior technologies may extend their market areas 
at the expense o f others who are then forced to respond either by shifting 
location s or adopting the new technology. If the new technology effects 
econom ies o f scale and is neutral with respect to the value o f labour power 
(i.e., it does not give rise to the perm anent form  o f relative surplus value), then 
the surp lus value produced on the plain rem ains constant. It is merely 
redistributed. If the new technology requires an increase in the capital 
advan ced, then the average rate o f profit declines, although advantaged 
individual cap italists still stand to gain excess profits. Here again we see the 
sp atia l aspect o f the falling profit rate in action. If the profit rate is to be 
stab ilized  then som e o f the com petitors m ust be driven out o f  business — and 
that m eans place-specific devaluation.

Secondly, when producers increase the technical and value com positions o f 
cap itals they em ploy then three related effects follow:

(1) The dem and for labour pow er in the vicinity o f the innovators may drop 
triggering unem ploym ent, falling wages and extra opportunities to ac­
quire relative surplus value on the basis o f local labour market conditions 
favourable to expansion  (we presum e, for the moment, no mobility of 
labour).
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(2) T h e m arket fo r  w age goods in that vicinity declines and local suppliers o f 
w age goods are at least tem porarily disadvantaged. They can innovate or 
re-locate in response.

(3) T he dem and for m eans o f production will rise locally and suppliers will 
be tem porarily  advantaged.

T h e total interaction effects are, evidently, legion and the econom y will 
take som e time to ‘shake down’ into some kind o f ‘spatial equilibrium in 
w hich profit rates are again equalized.

T h irdly , substitutions within the categories o f  constant and variable capital 
through  technological change will also play a role in altering the calculus of 
location al advantage:

(1) The sh ift from  skilled to unskilled labour (or vice versa) consequent upon 
changes in the labour process will alter the significance o f access to 
different kinds of labour supply (quantity and quality), while the separa­
tion o f  design from  execution may even allow  split locational decisions 
fo r different phases o f an otherwise integrated labour process.

(2) Th e substitution  o f one kind o f raw  m aterial for another has direct 
locational consequences depending upon the availability o f such 
m aterials ‘in nature’ .

(3) C hanging techniques alter the sensitivity to  overall spatial constraints — 
w ater pow er perm its sm all-scale, spatially constrained but dispersed 
locations, the steam  engine liberated production  from such constraints 
but tied location  m ore closely to convenient transport nodes, while 
electric pow er perm its relatively unconstrained dispersal or concentra­
tion o f p roduction  as the case may require (cf. Capital, vol. 1, pp. 
3 7 7 - 8 ) .

Fourthly , technological and organizational change — co-operation, the detail 
d ivision  o f labou r and the em ploym ent o f machinery — all tend to prom ote the 
increased spatial concentration o f production  activities. Economies o f scale 
reinforce a trend that may also  be prom oted by the increasing centralization 
o f cap ital (see chapter 5). Grow ing interdependency within the division of 
lab o u r (as op posed  to competition for control over spatially distinct markets) 
m eans that technological and organizational changes may well lead to the 
agglom eration  o f  activities within large urban centers. M arx  frequently 
a lludes to such processes but he also points out that co-operation ‘allows of 
the w ork  being carried on over an extended space’ while the social division of 
lab o u r and the opening o f new product lines stim ulates the territorial division 
o f lab o u r and geographical dispersal (C ap ital, vol. 1, pp. 328—9, 388). The 
tension  between geographical concentration o f production on the one hand 
and territorial specialization and dispersal on the other is very evident and
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can n ot be understood independently o f the technological dynamism 
a sso c ia ted  with the accum ulation o f capital. Such geographical effects in turn 
create opportun ities for individual capitalists to acquire excess profits 
(tem porarily) through locational moves.

T h e general conclusion to be draw n from  all o f the above points is that the 
search  fo r excess profits through technological change is not independent o f 
the search  fo r  excess profits through re-location. T o  the degree that 
oppo rtu n ities fo r excess profits from  location are elim inated (by the mobility 
o f p rodu ction  or through the appropriation  o f rent), individual capitalists are 
forced  to seek excess profit through technological changes. The latter typi­
cally  create new openings to acquire excess profits from  location. Put another 
w ay, the closer production  approaches some spatial equilibrium condition 
(the equalization  o f profit rates across locations, for exam ple), the greater the 
com petitive incentive for individual capitalists to disrupt the basis o f that 
equilibrium  through technological change. And this is so independently of 
any other forces — such as the mobility o f labour or changes in transportation 
-  w hich will also alter the basis o f spatial equilibrium . Com petition, we may 
conclude, sim ultaneously  prom otes shifts in spatial configurations o f  produc­
tion , changes in technological m ixes, the re-structuring o f value relations and 
tem poral shifts in the overall dynamic o f accum ulation. The spatial aspect to 
com petition  is an active ingredient in this volatile mix of forces. In the absence 
o f any restraining o f countervailing forces, the individual search fo r excess 
p ro fits w ould keep the space econom y of capitalist production in a state that 
resem bles an incoherent and frenetic gam e o f m usical ch airs.14

T h is conclusion  is m odified to the degree that the initial assum ptions o f a 
fixed  labou r supply  and a bounded plain are relaxed. Under conditions o f 
la b o u r su rp lus (and a high rate o f  exploitation) the competetive incentive 
tow ard s technological change or re-location is much reduced, while on an 
u n bou n d ed  p lain  the conditions prevailing at cap italism ’s geographical 
fron tier becom e im portant. There are, in addition, other influences at work 
w hich tend to stabilize location  patterns. We now turn to consider them.

2 The turnover time o f  cap ital in production — geographical and 
tem poral inertia and the problem  o f  devaluation

The different elem ents o f capital employed in production turn over at diffe­
rent rates within different industries. The longer these turnover times the 
greater the geographical and tem poral inertia within the space economy of

14 This parallels the bourgeois thesis, first advanced by Koopm ans and Beckman, 
that there is no set o f prices which will assure the optimal assignment of activities to 
locations under conditions of decentralized profit maximization when the facilities 
being located are indivisible and interlinked in any way. The failure of the price system 
here m akes any location pattern unstable.
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cap ita list production . Th e inertia is im posed specifically by the threat o f  
devaluation .

Individual cap italists can  m ove without incurring devaluation only under 
the unlikely circum stance o f a sim ultaneous closing out o f  all turnover times 
and w orking periods o f  the capital (variable, constant, fixed, etc.) they 
em ploy. L ack  of sim ultaneity means some degree o f devaluation always 
attach es to a move. The only question is how  much and with what effect? A 
‘ra tio n a l’ re-location rule would simply have the gain in surplus value from  
the m ove outw eigh the devaluation incurred. But what social processes 
gu aran tee that cap italism  can come close to implementing such a rational 
rule?

The threat o f devaluation  im poses restraints upon both the pace o f tech­
n ological change and the speed o f  locational adjustm ent. The longer the 
turnover times the greater the geographical and temporal inertia within the 
sp ace  econom y o f  production . The effect is to stabilize the landscape of 
p rodu ction  — a not altogether undesirable countervailing influence to the 
tendency tow ards frenetic instability identified in the preceding section. But 
p rob lem s o f another sort then emerge.

Industries em ploying large quantities o f  fixed capital cannot re-locate 
easily . In a production  system  characterized by both interdependency and 
com petition , differentials in turnover times as between industries, specific 
structures o f  agglom eration and dispersal, and the like, problem s o f  co­
ord ination  abound and barriers to the spatial reorganization o f production 
m ultip ly  to corresponding degree. Space and location then appear as active 
sources o f  surp lus value to individual capitalists. By the sam e token, the 
th reat o f devaluation  through spatial reorganization loom s ever larger. The 
effect m ay be to  tip the scales from chronic instability tow ards locational 
stagn ation . W e here encounter an even deeper version o f  that contradiction 
w hich p lagu es the circulation o f fixed capital. C apitalism  increasingly relies 
u pon  fixed cap ital (including that em bedded in a specific landscape o f  p ro­
duction) to revolutionize the value productivity o f labour, only to find that its 
fixity (the specific geographical distribution) becom es the barrier to be over­
com e. The tension between the instability generated by newly form ing capital 
and the stagn ation  associated with p ast investm ents, is ever-present within 
the geography o f  cap italist production.

H erein  lies a basis for understanding the processes o f crisis formation and 
resolution  within the space econom y of capitalist production. A break with 
p ast  technological m ixes and spatial configurations often entails massive 
devaluation . But failure to ‘rationalize’ technological m ixes and spatial con­
figuration s underlies crises o f overaccum ulation in the first place. The general 
devaluation  which occurs in the course o f  the crisis ‘liberates’ capital to 
estab lish  new technologies and new spatial structures sim ultaneously.15 But

15 This theme has been explored in recent works by M assey (1979) and Walker and 
Storper (1981).
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we now have to add a further wrinkle to this already com plex picture. The 
devaluation  is alw ays, we have show n, place-specific. It does not have to be 
sp read  evenly acro ss the plain. Indeed, the very nature o f spatial competition 
assu res th at excess profits at one place will be gained at the expense of 
devaluation  losses elsewhere. C rises therefore unfold with differential effects 
acro ss the surface of the plain.

V T H E  S P A T I A L  C O N F I G U R A T I O N  OF B U IL T  E N V I R O N M E N T S

If p rodu ction  cap italists can purchase the use values which attach to the 
cap ita l em bedded in the land on a ‘fee for service’ or annual basis, then they 
can m ore easily shift locations without incurring m assive penalties o f devalu­
ation . It is therefore advantageous to them if  the capital embedded in the land 
is ow ned by som ebody else. T h is advantage — which applies to all other 
econ om ic agents (m erchants, financiers, and even labourers) — is realized 
when a portion  of the total capital circulates through the built environment as 
‘fixed cap ital o f an independent k in d ’ (see chapter 8). The general principle at 
w ork  is this: both capital and labour can become m ore geographically mobile 
at the price o f freezing a portion o f the total social capital in place.

Such a condition  is inherently conflictual. If the portion  o f capital free to 
m ove takes full advan tage o f  its potential m obility, then that portion o f the 
cap ita l locked in place will surely suffer from  all manner o f uncertain revalua­
tions (both increase and decline). If the capital locked into the built environ­
m ent is ow ned by a separate faction o f capital, then the stage is also set for 
in ter-factional conflict. W e now consider the underpinnings o f this.

T h e pecu liar necessities o f circulation o f capital through built environ­
m ents h as m eant to evolution o f a special kind o f  production-realization 
system  which defines new roles for econom ic agents. Landow ners receive 
rent, developers receive increm ents in rent on the basis o f improvements, 
bu ilders earn  profit o f  enterprise, financiers provide m oney capital in return 
fo r interest at the sam e time as they can capitalize any form  of revenue acruing 
from  use o f the built environm ent into a fictitious cap ital (property price), and 
the state can use taxes (present or anticipated) as backing for investments 
w hich cap ital cannot or will not undertake but which nevertheless expand the 
b asis for local circulation o f  capital. These roles exist no matter who fills 
them . W hen cap italists buy land, develop and build upon it using their own 
m oney, then they assum e multiple roles. But the more capital they advance 
into this kind o f activity, the less they have to put directly into production. For 
this reason , the production  and m aintenance o f built environments often 
crystallizes out into a highly specialized system linking econom ic agents who 
perform  each role separately  or in limited com binations.16

16 T opalov (1974) and Lam arche (1976) provide analyses of this system forproduc- 
tion of built environments.
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H ow  this system  w orks cannot be understood without invokingthe facts o f 
d istribu tion  — rent, interest and taxes. Rent (see chapter 11) is the basis o f 
land price and operates to allocate capital and labour to  land, guides the 
location  o f future production , exchange and consum ption, fashions the 
geograph ical division o f labour and the spatial organization o f social repro­
duction . This is true only to the degree that land becomes a pure form  of 
fictitious capital. Property titles to land m ust be freely traded as a pure 
financial asset. Rent is then assim ilated as a form  o f interest identified 
specifically  with locational attributes. M oney capital, for its part, can also be 
converted into a m aterial use value and lent ou t as such in return for an 
interest paym ent (see chapter 8). Interest-bearing capital can therefore circu­
late directly through the built environment and the revenues so generated can 
be cap italized  and property  titles traded. The state can also facilitate the 
circulation  o f capital in the built environment by issuing bonds against future 
tax  revenues. The latter can be capitalized and converted into form s of 
fictitious cap ital also.

W ithin th is w hole system , the circulation o f interest-bearing capital p lays a 
hegem onic role. The pow er of m oney capital is continuously exerted over all 
facets o f production  and realization at the sam e time as spatial allocations are 
brou gh t within its orbit. The credit system affects land and property markets 
and the circulation o f state debt. Pressure is thereby brought to bear on 
landow n ers, developers, builders, the state, and users. The form ation of 
fictitious cap ital, furtherm ore, perm its interest-bearing money capital to flow 
on a continuous basis in relation to the daily use o f fixed, long-lived and 
im m obile use values. The titles to such revenues can even circulate on the 
w orld  m arket though the assets themselves are immobile. The advantage of 
this are legion. The gap between production need and realization possibilities 
can be continuously m onitored through fluctuations in rents, interest rates 
and taxes, while m arkets for land, property and government debt provide 
e lab orate  signals for investm ent and disinvestment from  one place to another. 
M a jo r  one-shot devaluations can be avoided by allow ing multiple and minor 
price ad justm en ts over the lifetim e o f som e fixed and immobile asset. In­
vestors can push money capital in or take it out at any time (sometimes with a 
gain  and som etim es at a loss). The om nipresent risk of devaluation can also 
be p artia lly  socialized because a serious loss here m ay be more than offset by a 
p articu la r  gain there. And if m assive localized devaluations do occur, they 
can  be partia lly  absorbed  within the credit system or by the state.

Th e intricate m ediations o f diverse econom ic agents appropriating 
revenues o f different types are brought within a common fram ew ork—that of 
the credit system  perform ing fundam ental co-ordinating functions (see 
ch apter 9). The effect is to reduce time and space to a common socially 
determ ined m etric -  the rate o f interest, itself a representation o f value in 
m otion . T em poral and geographical horizons o f  capital flow are sim ultane­
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ously  defined. R esources are taken from  the earth and land taken up at the 
periphery, for exam ple, at rates dictated by the prevailing rate o f interest 
rather than in accord with some other conception o f current or future 
w ell-being. And as the rates of interest -  themselves a product o f accum ula­
tion  through the exploitation  o f labour pow er (see above, pp. 2 9 6 —305) — 
fluctuate, so the tem poral and geographical horizons of capital flow pulse 
o u tw ard s or contract.

W ithin this general system  a w ide variety o f  special kinds o f  institutional 
arran gem en ts spring up to deal with the day-to-day problems o f co­
ordination  in the production , use, transform ation and abandonm ent o f 
p articu lar elem ents within the built environm ent.17 For exam ple, ‘red-lining’ 
by financial institutions and urban renewal often  entail organized abandon­
m ent. Th e state also  establishes urban and regional planning strategies and 
channels both public and private investments accordingly. Legal and 
adm in istrative regulations arise to control and prom ote interactive benefits 
and co sts o f different kinds o f  proxim ate land uses. A rrangem ents o f this sort 
m odify  the basic  land and property  m arket mechanisms, founded on trading 
in fictitious cap itals. The effect is the creation o f a hierarchy o f means — 
m arket, institutional and state — for the production, m odification and trans­
form ation  o f sp atia l configurations to the built environment.

The general purpose o f such intricate arrangem ents is to establish indepen­
dent m eans and independent form s o f circulation which can shape the spatial 
configurations o f  the built environment to the variegated requirements o f 
both  cap ital and labour in general. This gran d  objective is achieved, however, 
a t trem endous cost. The appropriation  o f rent, for exam ple, fosters the fetish- 
istic illusion  that land and even location  are directly productive o f value. 
S im ilar illusions surround property m arkets and the circulation o f govern­
m ent debt. Fictitious capitals are, after all, fictitious. The circulation o f titles 
to claim s on future labour is inherently speculative. The whole system of 
re lation s upon  which the production  o f spatial configurations in the built 
environm ent is based, tends to facilitate and, on occasion, to exacerbate the 
insane bouts o f speculation to which the credit system is in any case prone. In 
add ition , factional struggles over distributive shares — between landowners, 
developers, financiers, builders, and the state — can easily degenerate into 
vicious blood-lettings with m aterial outcom es that often have little or 
noth ing to do with the real needs o f  capital and labour in general. There is, it 
seem s, som ething perverse in trying to create physical conditions favourable 
to accum ulation  by giving free reign to the appropriation  o f surplus value by 
lan d lo rds, developers, financiers, and the like (none o f whom , with the 
exception o f builders, organize the real production  o f surplus value). In 
particu lar, it opens the question: how much appropriation is appropriate? To 
this there is no clear answ er and even if there were there is no guarantee that 

17 See Dear and Scott (1981) and Scott (1980).
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the forces at w ork under capitalism  could ever achieve it. Hence arises the 
persisten t worry that too much capital m ight circulate in ‘unproductive’ land 
an d  property  speculation, or in state debt, at the expense o f actual surplus 
value production .

So why tolerate the existence o f that army o f real estate speculators, land 
jo bb ers, and the like? The answ er should by now  be clear: speculation in land 
and property  m arkets and in governm ent debt are necessary evils. T oo much 
sp eculation , to be sure, diverts capital aw ay from  real production and meets 
its fate o f devaluation  as a consequence. But curtailm ent o f speculation has 
equally  invidious results from  the standpoint o f capitalism. The transform a­
tion o f sp atia l configurations in the built environment would be held in check 
and the physical landscape necessary to future accum ulation could not hope 
to  m aterialize. It would be nice is there were som e middle path between these 
two extrem es. But this cannot be. R am pant speculation and unchecked 
app rop riation , costly as these are for capital and life-sapping as they may be 
fo r labour, generate the chaotic ferment out o f which new spatial configura­
tions can grow. Speculative re-structurings achieved in phases o f  easy credit 
and exp an sion , stand to be rationalized in the course o f the subsequent crises. 
W aves o f speculation  in the creation o f new spatial configurations are as vital 
to  the survival o f capitalism  as other form s of speculation. And given their 
form , there can be no doubt that the processes we have here considered can all 
too easily  add  their bit to the height o f insanity periodically m anifest within 
the credit system . The creation o f spatial configurations and the circulation o f 
cap ita l in built environm ent is, we can firmly conclude, a highly active 
m om en t in the general processes o f  crisis form ation and resolution.

VI T H E  T E R R I T O R I A L I T Y  O F  S O C I A L  IN F R A S T R U C T U R E S

T he social infrastructures which su pport life and w ork  under capitalism  are 
not created overnight and require a certain depth and stability if they are to be 
effective. They are also  geographically differentiated. H ow  and why they got 
that w ay is a problem  for history. But there are powerful forces at work 
within the logic o f capitalism  which keep them that way. These forces deserve 
som e elucidation.

T he social infrastructures and institutions o f capitalism  are incredibly 
diverse and fulfil an immense variety o f functions. They regulate contracts, 
exchan ge, m oney and credit, as well as inter-capitalist competition, the 
centralization  o f cap itals, the conditions o f labour (such as the working day) 
and various other aspects o f  the cap ita l-labou r relation. They often define 
p articu lar  fram ew orks for class struggle. They provide means to produce 
scientific and technical know ledge, new m anagerial techniques and new 
m eans to facilitate the collection, storage and com m unication o f inform ation. 
They also em brace the wide variety o f  institutions which contribute to the
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reproduction  o f labour pow er (health, education, social services, etc.) and 
cu ltural life in all o f its variegated aspects (including that o f the bourgeoisie). 
They offer m eans o f  ideological control a s  well a s  forum s for ideological 
debate. M o re  sinister are the means o f surveillance and repression, always the 
la st  resort when society is plunged into the cauldron o f fierce class conflict.

An im m ense arm y o f people is em ployed in the preservation and enhance­
m ent o f such social infrastructures and institutions, which coalesce, som e­
times tightly and som etim es loosely, into a system of social relations o f a 
p articu lar so rt at a particu lar time and place. A proper dissection o f these 
social relations (and o f their internal contradictions) requires far  more 
con sideration  than we can here a fford  to give. Yet something must be 
ventured if the principal forces governing their spatial evolution are to be 
identified. T h ough  by no m eans as easy to pin down, and on that account 
m ore nebulous, social infrastructures and built environments exhibit certain 
p aralle ls in the relations they bear to the circulation o f capital. T h at idea will 
be m uch e laborated  upon in w hat follows.

The different elements o f social infrastructure meld together to form  a kind 
o f ‘hum an resource com plex ’, greater than the mere sum of its parts. Such a 
resource com plex is hard to change if only because o f the strong bonding of 
seem ingly different elements within it — the strong links between religion and 
ed ucation  form  a good  exam ple. On this account alone, the ‘hum an resource 
co m p lex ’ is by no m eans instantly adjustable to cap ital’s requirements. It 
form s a p art o f the hum an geographical environment to which capital must, 
to  som e degree, adapt. It is, furtherm ore, deeply sensitive to every nuance in 
cu ltural, racial, ethnic, religious and linguistic history. The social relations of 
cap ita lism , for exam ple, either incubated within the wom b o f some pre­
ex istin g society o r were forcibly imposed from  outside in later years. Already 
differentiated  social infrastructures were the ‘ raw  m aterials’ out o f which 
new hum an resource com plexes had to be fashioned. The quality o f the initial 
raw  m aterials are readily discernible in the results. And the organizational form 
an d  h istory of the elements of social infrastructure ensures that political 
p o w er centers and territorial arrangem ents exist that are by no m eans direct 
exp ression s o f the social relations o f capitalism . This is particularly true for 
the state ap p aratu s, adm inistration , organized religion, and so on.

O u r thesis, how ever, is that the circulation o f capital transform s, creates, 
su sta in s, and even resurrects, certain social infrastructures at the expense of 
others. It is hard to get a handle on exactly how. But the general line o f 
interconnection is clear enough. Social infrastructures have to be supported 
ou t o f surp luses, and under capitalism  that m eans out o f surplus value 
p rodu ction . From  this standpoint they can be interpreted in no other way 
than  as superstructures erected upon an econom ic b ase .18 The circulation of

181 have seen estimates to the effect that capitalism reproduces the whole of its total 
wealth every seven years.
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value to the su p port o f  social infrastructures and the people employed therein 
therefore integrates the m aterial processes o f surplus value production in the 
w o rk p lace  with the perpetuation o f social infrastructures.

H ow  to conceptualize this relation is a problem . A t one extreme there are 
those w ho insist on the independent pow er and relative autonom y o f social 
in frastructural organization in relation to the econom ic base (which implies 
the p ow er to  tax  surplus value without restraint). A t the other, are those who 
view social infrastructures as mere reflections o f the requirements o f accum u­
lation  (which denies the intricate interlocks and the significance o f history 
and trad itio n ).19 Under the latter conception the problem  o f geographical 
organ ization  w ould becom e largely moot — the territoriality o f social 
in frastructures w ould sim ply reflect the needs o f the geographical division o f 
lab o u r and other facets o f  spatial organization required by capital. Neither 
conception  is satisfactory. We need som e way to  break the im passe.

The circulation  o f  capital, we have argued throughout this w ork, has to be 
considered as a continuous process o f expansion  o f value. Th e circulation o f 
values through social infrastructures is but a m om ent in this total process. We 
m ust n ow  discover the significance o f th at m om ent in relation to the overall 
process.

V alues taxed  from  capital which flow to support social infrastrcutures 
return  to capital in the form  o f  an effective dem and for the commodities 
which cap ita lists produce. There is, in this, no loss to capital. Those employed 
then ap p ear as pure ‘consum ing classes’ and as such can occasionally p lay  a 
ro le in countering problem s of disproportionality , etc. (see chapter 3). But 
tim e ab so rbed  by the circulation o f value in social infrastructures is lost time 
for surp lus value production . The aggregate turnover time of capital is 
extended through the expansion  o f this sphere o f  cicrulation, to the detriment 
o f  the expansion  o f values. M oreover all kinds o f geographical redistribu­
tions are possib le, The ‘ tax ’ on surplus value produced in one place can 
re-em erge as an  effective dem and on the other side o f the w orld -  this is as true 
fo r organ ization s like the R om an C atholic Church as it is for the Bank o f 
A m erica. C onsum ption  centers can arise that have no basis in local surplus 
value production . Populated predom inantly by ‘consum ing classes’, such 
centres can become identified mainly with ideological, administrative, research 
and other social infrastructural functions. The principles governing such 
geograp h ical redistributions o f value flows through social infrastructures are 
hard  to establish . A part from  the general restraint o f turnover time (itself 
m alleab le  as ease o f  geographical movem ent im proves), the geographical 
redistribution s app ear at w orst as arbitrary and accidental and at best as the 
ou tcom e o f  pow er struggles between factions o f the bourgeoisie (including 
the ‘consum ing classes’ who have specific interests o f their own), some o f

19 For a sample o f opinion see Althusser and Balibar (1970); Cohen (1978); 
Poulantzas (1975; 1978) and Thom pson (1978).
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w hom  m ay  a lso  define themselves geographically in the name o f  a city, 
region , or nation state. We will return to this issue in the next chapter.

The circulation  of value through social infrastructures can also have direct 
and indirect im pacts upon surplus value production. Though hard to pin 
dow n with precision , the concept o f the ‘productivity’ o f flow s o f value into 
so cial infrastructures is by no means redundant (the parallel to public invest­
m ent in physical infrastructures comes im m ediately to mind). Im provements 
in the social conditions for surplus value production can have im portant 
long-term  effects. Im provem ents in the quality o f  quantity o f  labour power 
through health care and education, as well as through a host o f intangible 
m eans which affect discipline, the w ork ethic, respect for authority, con­
sc iousn ess, and the like, can have a salutary effect upon surplus value produc­
tion. And if  w orkers are proving recalcitrant and rum bustious, then why not 
p reach  to them from  press or pulpit, or intim idate them through the deploy­
m ent o f  m oral sanctions, or legal or repressive pow er? Some o f the flow s into 
the social in frastructure can therefore be viewed as investments designed to 
enhance the social conditions for the production o f surplus value. The sam e 
principle applies when flows into adm inistration and regulation help m ain­
tain the security and sm oothness o f an accelerating turnover process of 
cap ita l. Flows to  support scientific and technical research, to cite yet another 
instance, can also return directly to the sphere o f production as a m aterial 
force (new technologies). The immense significance o f the social infra­
structural ‘m om ent’ in the total circulation process of capital cannot be 
denied.

V alue flow s of this sort do not produce surplus value in themselves. They 
sim ply  enhance the conditions for surplus value production. The problem  — 
w hich besets the cap italists as well as us — is to identify the conditions, means 
and circum stances which allow  this potentiality to be realized. T o  the degree 
that individual cap italists stand to benefit, they m ay attem pt lim ited invest­
ment in social infrastructures and so prom ote research and development, 
im provem ent in the qualities o f  labour pow er (health care, job-training, etc.). 
B u t since m any o f  the benefits are a s  uncertain a s  they are diffuse, capatalists 
have to constitute themselves as a class -  usually through the agency o f the 
state — and thereby find collective means to satisfy  their needs. Since the state 
is a general field o f  class struggle, it becom es im possible to discern directly 
which flows o f  value under its aegis represent the immediate needs o f  capital 
and which result from  pressures exerted by other classes. M any o f the flows 
into so cial infrastructures have no relation to im proving value productivity 
and everything to do with the circulation of revenues. C apitalists may be 
forced to contribute surplus value by the ‘consum ing classes’ which have 
som eh ow  acquired the political pow er to tax. The working classes m ay also 
force them to it. Investment in ideological control and repression, for 
exam p le , is related to the threat o f organized working class resistance, while
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the need to  integrate and co-opt w orkers through social expenditures arises 
only when w orkers have accum ulated sufficient pow er to require co­
op tation .

V iew ed from  the standpoint o f accum ulation, however, investment in 
social in frastructures is no loss to capital provided the increase in surplus 
value production  achieved as a consequence o f improvements in social condi­
tions m ore than offsets the increase in the turnover time o f capital. This 
p rovides a useful rule upon which to base som e assessm ent o f the role o f  this 
p articu lar  ‘m om ent’ in the overall circulation o f value.

Im provem ents in social conditions are often  a long tim e in the m aking. 
They ab sorb  value over a period o f tim e and generate benefits often much 
later and for extended periods (it takes many years to socialize and educate a 
labou rer, fo r exam ple). This m akes investment in social infrastructures an 
ideal field for the absorbtion  o f  surplus, overaccum ulated capital, thereby 
stav in g  o ff  devaluation  since, during the period of investment, there is no 
d im inution  o f  effective dem and. Since different kinds o f social investment 
h ave different p ay -o ff times, appropriate fiscal m anagem ent by the state 
h o lds ou t the prospect fo r  the stabilization o f the accum ulation process over 
extended periods.

B ut in the final analysis exactly the sam e dilem m as arise here as with 
investm ent in the built environment. In so far as im proved social conditions 
give rise to increased surplus value production, the underlying problem of 
overaccum ulation  is exacerbated . On the other hand, if improved social 
co nd itions do  not lead to such an increase, then the investment must be 
ju dged  unproductive and the value absorbed therein is effectively lost. The 
devaluation  o f  capital through unproductive circulation through social in­
frastru ctu res therefore becomes a very real prospect. W hether or not the 
investm ents are productive depends, however, not on their inherent qualities, 
but upon the ability o f capitalists to take advantage o f them -  the education of 
a skilled w ork force goes fo r nought if  the labour process alters so  as to 
dem and unskilled labour pow er. For this reason, w hat initially appears as an 
easy device for the stab ilization  o f accum ulation, becom es a quagm ire o f 
uncertainty, rendered real enough by periodic fiscal crises in state social 
expen ditures.20

Investm ents o f th is so rt exhibit an  additional peculiarity. They do  not wear 
out through use (like m achines) but, like im provem ents in soil fertility, can 
be built up increm entally over time as renewable rather than exhaustible 
assets. G ain s in scientific know ledge do not w ear out, nor do gains in legal 
so ph istication , educational tactics, technical expertise in managem ent and 
adm in istration , and the like. Attitudes in the labour force may also evolve 
increm entally in w ays more favourable to accum ulation. The circulation o f

20 O ’C o n n o r  ( 1 9 7 3 )  p r o v id e s  a  s t im u la t in g  analysis .
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value th rough  social infrastructures can  produce geographical concentration 
of high quality  conditions. Such regions then appear ‘naturally’ advantaged 
fo r accum ulation  by virtue o f  the ‘hum an and social resources’ that have been 
built up there. Production capital will likely be attracted to these regions on 
such a basis.

B u t countervailing tendencies are  a lso  a t  work. Relatively perm anent social 
in frastructural advantages can form  a basis for the extraction o f location 
rents. M o re  im portantly, the m aintenance o f social infrastructures impose 
costs — either directly or indirectly because their preservation is contingent 
u pon  ‘restrained ’ form s o f use by capital (the parallel with soil fertility 
m aintenance is evident). If costs o f  m aintenance rise (relative to competing 
regions), then the locational advantage to capitalists will diminish. Tired of 
p ay in g  heavy taxes o r restraining their thirst for exploitation, capitalists may 
m ove (often with the aid  o f  new labour processes adapted to unskilled labour) 
to  new  social environm ents where the ‘hum an resources’ are poorer but much 
less costly  to m aintain. The assets accum ulated in the previously privileged 
regions are thereby destroyed and the value absorbed in their creation is 
thereby lost.

T h is brings us m ore directly to  the geographical aspects o f the problem . 
The uneven geographical developm ent o f  social infrastructures is, in the final 
analysis, reproduced through the circulation o f capital. C apital produces and 
reproduces, albeit through all m anner o f subtle m ediations and transform a­
tions, its social as well as its physical environment. Even the pre-capitalist 
elem ents that persist m ust be reproduced, in the end, out o f surplus value 
produ ction . The social geography which evolves is not, however, a mere 
m irror reflection of cap ital’s needs, but the locus o f powerful and potentially 
d isruptive contradictions. The social geography shaped to cap ital’s needs at 
one m om ent in history is not necessarily consistent with later requirements. 
Since that geography is hard to change and often the focus o f heavy long-term 
investm ent, it then becom es the barrier to be overcome. N ew  social 
geograp h ies have to be produced, often at great cost to capital and usually 
accom p an ied  by not a little human suffering. The periodic re-structuring o f 
the geography o f  social infrastructures is, for this reason, usually accom ­
plish ed  in the course  o f  a crisis. Place-specific devaluation o f the capital 
em bodied  in social infrastructures, to say nothing o f the destruction of 
trad ition al ways o f  life and all form s o f  localism  built around social and 
hum an institutions, then becom es one o f the central elements o f crisis form a­
tion  and resolution  under cap italism .21

T h is general picture must be m odified to the degree that various aspects o f 
social in frastructure, or the advantages they generate for accum ulation, are 
them selves geographically  m obile. Transfers o f  value o f  the sort already

21 The traum a o f N ew  York City’s ‘fiscal crisis’ o f the 1970s is an excellent case in 
point.
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noted can put research and developm ent functions in p laces far distant from 
p rodu ction , for exam ple. The advantages o f agglom eration and o f access to 
the highly skilled labour pow er required often pulls many such functions 
together into a few m ajor centres which, in turn, become the breeding 
groun ds for starting up totally new product lines (the silicon chip industry 
arou n d  Palo A lto is a recent case in point). The ‘products’ o f such social 
in frastructural investment can also be moved. Know ledge and highly skilled 
lab ou r, both achieved at great expense, are geographically mobile so that 
‘technology transfer’ and the ‘brain drain ’ are two very im portant aspects 
within the general process o f  geographical redistribution. The cross-currents 
o f  m ovem ent are far too com plicated to yield easily to theoretical analysis. 
A nd the signification o f  such m ovem ents for different industries with diffe­
rent lab o u r processes varies greatly. Their im portance has, however, to be 
ackn ow ledged in any consideration of the evolution of spatial configurations 
under capitalism .

O ne overw helm ing feature does cry o u t for special attention. The state 
provides the single most im portant channel for flows o f value into social 
in frastructures. H erein lies the significance o f taxes as a form of revenue 
allo cated  to the m aintenance and enhancement o f social infrastructures. And 
in so far as state debt is the vehicle for investment in social infrastructures, the 
co-ordinating and m onitoring pow ers o f capital m arkets and the rate of 
interest are brought to bear. State involvement arises in part because collec­
tive m eans have to be found to do w hat individual capitalists cannot reason­
ably  do and in p art because class struggle requires the m ediations o f the state 
a p p ara tu s if any kind o f investment is to be made at all in socially sensitive 
areas. The involvem ent took  on a new shape when it was recognized that such 
investm ents could be both productive (in the sense o f improving the social 
cond itions for surplus value creation) and stabilizing (in the sense o f m an ag­
ing effective dem and over a long period). State fiscal policy thereby became a 
vital tool in the arsenal o f the bourgeoisie for m anaging the accumulation 
p rocess (the use o f m ilitary expenditures in this way is a good exam ple). The 
lim its to such m anagerial practices are by now  self-evident (see also chapter 
10 ).

The significance o f  state involvement from  the standpoint o f  our present 
top ic deserves brief elucidation. In so far as the state takes on the role o f 
overall m anager o f  the production  and reproduction o f  social infrastructures 
(including itself), the hierarchical form o f organization o f the state is 
deployed to discrim inate between local, regional, national and supra­
n ation al aspects o f  value flows. The territorial organization o f  the state -  and 
the boundaries o f the nation state are by far the m ost im portant — then 
becom es the geographical configuration within which the dynamics o f the 
investm ent process is w orked out. This territorial organization is not, o f 
course, im m utable and from  time to time radical reorganizations are called
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for on the groun ds o f  improved efficiency o f adm inistration, and so on .22 
N everth eless, at any particu lar m om ent, the territorial organization o f state 
p ow ers form s the fixed geographical environment within which investment 
processes operate. States are then forced to compete with each other for the 
prov ision  o f social infrastructural conditions which are attractive to capital. 
They are also forced to com pete for money capital to fund their debt. The 
state, as a consequence, loses its pow er to dom inate capital politically and is 
forced  into a subservient, competetive posture. And in so far as devalution 
and destruction o f human resource com plexes becomes necessary in the 
course of a crisis, state is pitted against state in vigorous competition as to 
who is to bear the cost of that devaluation and that social destruction. The 
general principle o f place-specific devaluation is then converted, at least in 
th is p articu lar realm , into the question o f state-specific devaluations and 
so cial destruction. H ow  this w orks out at the local, regional, and national 
levels will be taken up again  in chapter 13.

VII T H E  M O B I L I T I E S  O F  C A P IT A L  A N D  L A B O U R  
T A K E N  AS A W H O L E

T h e h istorical geography o f  the capitalist m ode o f  production is  constructed, 
we have so far  im plied, ou t o f the intersecting m otions o f the different kinds 
o f cap ita l and labour pow er. W e m ust now  see if there is any underlying unity 
to  seem ingly diverse and incoherent movem ents and, if so, uncover the
contrad iction s contained therein.

T he necessary basis to explore such questions is given in the concept of 
unity and contrad iction  within the circulation o f capital (see chapter 3). 
C ap ita l in  each o f the states contained in the process

h a s  a special and uniquely defined capacity for geographical movement. Since 
cap ita l is defined as value in m otion, it must necessarily pass from  one state to 
anoth er which m eans that tw o or m ore form s o f capital (and labour power) 
m u st necessarily  be in the sam e place at the sam e tim e at the moment o f 
transition . Each  transition  constitutes, therefore, a m utually restraining in­
tersection  o f different capacities fo r  sp atia l movem ent. The circulation pro­
cess as a whole com prises several such mutually restraining intersections, 
each with its ow n peculiar problem s. As a general rule, it is far easier, for 
exam ple, to go from  M  — C  than from  C  — M  not only because money is social 
p ow er incarnate but also because it is easier to move around geographically.

22 The re-organization o f local and regional governments, the striving to build 
com m on markets, and so on, are exam ples of this kind o f process at work.
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The m utual restraints, we can conclude, necessarily limit the overall 
geograp h ical m obility  o f  both capital and labour power.

Th e constraints are tightened even further when we recall that crisis-free 
accum u lation  requires that the circulation o f  capital be completed within a 
certain  tim e-span — the socially  necessary turnover time considered in chapter 
4. C ap ita l that does not circulate in this time-span is devalued. But spatial 
m ovem ent requires that capital be held in a particular state — as money or 
com m odities, for exam ple — while it m oves. Th is increases the turnover time. 
The significance o f M a r x ’s phrase ‘the annihilation o f space with tim e’ now 
strikes hom e with redoubled force. The tem poral requirements o f circulation 
o f cap ital limit the time available for spatial m ovem ent within each state. The 
unity o f p roduction  and realization o f  values keeps the geographical m ove­
ment o f  cap ital within strictly circum scribed bounds.

T h is conclusion  is m odified by two im portant considerations. F irst o f all, it 
app lies in the strict sense to an individual capital undergoing its standard 
p ro ce ss of self-expansion. The aggregate circulation in society is m ade up of 
innum erable individual processes o f this type, each beginning and ending at 
d ifferen t tim e points. The opportunity arises, therefore, fo r  m yriad spatial 
su bstitu tions between different tem poral processes. Individual capitalists can 
receive money on account for production processes not yet com pleted, a 
com m odity  not yet sold. C apitalists in an industrial region can lend the 
m oney they earn in the first part of the year to farmers in another region who 
p ay  them  back after harvest time. W hat appears as very tight constraints to 
sp atia l m ovem ent at the individual level are much reduced when the circula­
tion  process is viewed as a whole. The credit system, in particular, facilitates 
lon g distance transfers and substitutions between highly divergent tem poral 
p rocesses. But the importance o f substitutions also helps explain agglom era­
tion. The likelihood o f finding the right kind o f labour power, raw  m aterials, 
replacem ent p arts, etc., im proves the m ore individual capitalists and labour­
ers cluster together — substitutions minimize the possibility o f breakdow ns in 
the circulation  processes o f individual capitalists. There is a tension here 
betw een the dispersal m ade possib le by the credit system and the agglom era­
tion  which app ears desirable at other transition points.

T h e tem poral discipline to spatial m ovem ent is even m ore deeply dis­
turbed , how ever, when we consider the circulation o f  capital (or sim ply o f 
values) through physical an d  so cial infrastructures. Such form s o f circulation 
have a double effect. First, in so far as m any aspects o f physical and social 
in frastructure are fixed in space, the problem  o f geographical m obility is 
converted into one o f transform ation  o f the social and physical environment 
within which other form s o f capital circulate. Given the lengthy turnover time 
an d  the com plexity o f the task, this transform ation process is necessarily 
slow . Secondly, the length o f turnover times involved allow s substitutions 
over much longer tim e-spans. C onsider the m atter from  the standpoint of
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m oney capital. Several potential paths fo r circulation exist. Dow n the 
stan d ard  path , capital is put into a production process, converted into a 
com m od ity  and so ld upon the m arket under the tight discipline o f socially 
n ecessary  turnover time. But money can also  flow into fixed capital and 
consum ption  fund form ation, including the form ation o f physical in­
frastructures. It can also flow into science and technology, im proved ad­
m in istration , or into the creation and m aintenances o f a variety o f social 
in frastructures which enhance the conditions for surplus value production. 
The tem poral discipline dow n each o f these paths is much relaxed because the 
turnover tim es are much longer. This explains how physical and social 
in frastructural provision can move way out ahead o f the other m obilities if 
need be — plenty o f  tim e is available fo r other form s o f capital and labour 
pow er to catch up. Yet, in the long run, all these different form s o f circulation 
have to relate to each other. Fictional relationships can be established via the 
credit system  and through the standardization  o f all turnover times against 
the interest rate (see chapter 9). T h is is money itself, seeking to im pose a 
com m on  discipline on the different paths it can take. But real value creation, 
as o p p o sed  to fictitious value movements, depends upon the continuity o f all 
flow s in relation to  actual production . The different circulation processes 
m ust therefore flow into each other directly, in the manner portrayed in figure 
12 .1 . Each path has different tem poral requirements and, by inference, spells 
ou t rad ically  different opportunities fo r spatial movement. Yet the underly­
ing unity o f p roduction  and realization m ust be preserved, forcibly be crises if 
necessary . It is, we can conclude, this unity which, in the final analysis, 
su b jects the divergent geographical mobilities within such a tem porally dis­
jo in ted  system  o f flows to a com m on discipline.

1 Com plem entarity

D isaggregatio n  o f the circulation process into m any seemingly independent 
system s creates tensions within the unity o f production and realization. But it 
a lso  adm irab ly  adap ts capitalism  to the task o f shaping spatial organization 
and flows to  long-run aggregative requirements. D ifferent kinds o f capital 
can move so  as to com plem ent each other in the search for a new spatial 
order. If capital cannot penetrate spatial barriers in one guise it may readily 
do so in another. Here the movem ent o f money capital m ay pioneer the way, 
there it m ay be m erchants bearing com m odities. Even labourers, seeking 
freedom  at som e frontier, can play a role. The transform ation of spatial 
configuration s occurs through the continuous leap-frogging o f different 
k in ds o f  cap ital and labour pow er blessed with very different powers of 
m obility . A nd there is, in this, no danger provided that complementarity is 
ach ieved within a requisite tim e-span.
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A s conditions change, however, so  different kinds o f capital tend to  take on 
a lead ing role. T h e m ovem ent o f com m odities and go ld , once the cutting edge 
o f the internationalization  o f capital, w as steadily supplanted during the late 
nineteenth century by the m ovem ent o f money capital as credit — a shift that 
testified to the growing sophistication o f credit arrangem ents as well as to the 
rise of ‘finance cap ita l’ (of whatever sort) as the ministering angel o f economic 
im perialism . The interventions o f  fictitious capital and the state also tended 
m ore and m ore to  liberate production  capital from  the tighter constraints 
w hich it had previously experienced — direct investment became more feasi­
ble, accom pan ied , o f course, by the rise o f new organizational form s such as 
the m ultinational corporation to ensure the com plem entarity o f money, 
com m odity , production , and labour movements. The relative significance of 
m erchants, financiers, industrialists, and labourers, in the transform ation of 
sp atia l configurations has varied in the course o f the history o f capitalism.

Investm ent in physical and social infrastructures calls for some special 
consideration . R eleased from  the strict constraints o f socially necessary 
turnover time, m uch longer leads and lags are possible here. W hether such 
p ossib ilities will be realized and with what effects depends upon certain 
conditions. There must be surplus capital and a form  o f organization -  
u sually  the state but som etim es a pow erful group o f financiers — capable of 
centralizing the surplus capital, putting it into the creation o f certain use 
values, and w aiting several years before reaping any reward. This also implies 
a conscious recognition and anticipation o f cap italism ’s future needs. Con­
versely, it is also possib le to see such investments as the cutting edge o f future 
cap ital flow s and therefore as the principal instrum ent o f geographical trans­
form ation , structuring future labour. It is, however, a peculiarly exposed 
cutting edge, a  necessary rather than sufficient condition fo r future 
geograp h ical configurations of capital flows. Production, labour pow er and 
com m erce do not necessarily follow  the paths beaten out by infrastructural 
investm ents. In which case, o f  course, such investments are effectively 
devalued.

T h is b rings us to the edge o f som e very interesting theoretical insights and 
h istorical controversies. W hile m erchant capitalists can trade pretty much 
w herever and how they w ant — even engaging in barter if they have to -  
cap ita list production  is far more dem anding with respect to infrastructural 
requirem ents. G eographical expansion  entails the prior establishment o f 
p rop erty  rights, law , adm inistration, and basic physical infrastructures such 
as transportation . M ost im portant o f all, the com m odity character o f labour 
p ow er has to be assured. In all o f  this, the agency o f the state is vital. A nd it 
m u st necessarily  move out ahead o f production. But the productivity o f state 
expen ditures o f  this sort cannot be guaranteed. The creation o f favourable 
physical and social conditions m ay lure other form s o f capital into com p­
lem entary configurations o f investm ent which more than pay back the initial
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outlay . O r the state  m ay try to force other elements o f capital and labour to 
conform  in order to guarantee the productivity o f its own investments. But 
the risk  o f  devaluation alw ays loom s large.

The political history o f  colonialism  and im perialism  provides an interesting 
illustration  of the problem . M ilitary conquest establishes state control. 
Surveyors establish  private property in land (the labourer can then be exc­
luded from  the land by rent), transport and com m unications links are built, 
legal system s (conducive to exchange, o f course) are established, and pre­
cap ita list popu lation s proletarianized and disciplined (by force and repres­
sion , if necessary, but also  through law, education, m issionary activity, and 
the like). All o f this costs vast sums o f money. Beneath its surface ideological 
ju stification s, therefore, the politics o f capitalist imperialism am ount to a 
vast, long-run speculative investment which m ay or may not pay off. The 
debate over how much capitalists benefited from  imperialism is really a 
debate over whether this investment paid o ff or w as effectively devalued. The 
destruction  w rought on pre-capitalist populations and the high rate o f exploi­
tation  achieved does not guarantee that colonial ventures were paying prop­
osition s. N o r  does their failure prove that they were set in m otion out o f some 
benevolent attem pt to bring enlightenment and development to ‘backw ard ’ 
regions o f the w orld. They were simply caught up in the capitalist dynamic o f 
accum u lation  and devaluation. The investments were, in short, necessary but 
not sufficient conditions fo r the perpetuation o f  accum ulation.23

The dynam ic is not, however, w ithout its pattern. The tem poral and spatial 
horizons o f  capitalism  are, we have shown, increasingly reduced to a m anifes­
tation  o f the rate o f interest, itself a reflection o f conditions o f accumulation. 
O veraccum ulation  usually depresses the interest rate and so extends 
tem poral and spatial horizons. C apitalists can then afford, indeed are impel­
led, to explore geographical frontiers or look to the production o f use values 
that will pay  o ff further and further into the future. In so doing, capital 
ultim ately  encounters those barriers within its own nature which precipitate 
crises — crises often characterized by soaring interest rates that restrict 
tem poral and spatial horizons once more. In so far as all form s o f capital are 
sensitive to the rate o f  interest, they tend to operate under a common 
discipline. This goes far to explain the pulsating rhythms o f capitalism ’s 
developm ent in sp ace .24 The dow nsw ings and contractions in this process are 
m ark ed  by rupture o f the unity o f production and realization and, contem­
p oran eou sly , by a disruption o f the com plem entarity in the highly differenti­
ated  m ovem ent of capital. We now consider the basis for such disruptions.

23 The debate over whether the railroads led or lagged nineteenth century develop­
ment in the United States and Britain is also very instructive in this regard.

24 Brinley Th om as’s (1973) study o f the Atlantic economy in the nineteenth century 
describes the phenomena well, as does W alker’s (1977) study on suburbanization.
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2 Contradictions and conflict

The highly differentiated form s o f circulation and spatial mobility may 
en able cap italism  to shape its historical geography in accordance with the 
d ictates o f accum ulation . But they also increase immeasurably the pos­
sibilities for crisis form ation. The separation o f sales and purchases in time 
and space, recall, form s the basis for M arx ’s attack on Say ’s Law  (see chapter 
3). W e now  encounter circum stances in which the separations in space and 
time are necessarily much attenuated. T o  the degree that complementarity 
betw een the different circulation processes is m ore difficult to ensure, the 
p ossib ilities for crisis form ation proliferate. We here seek a purely technical 
b a sis  for understanding spatial aspects to crisis form ation.

D evalu ation  is, we saw  in chapter 3, a norm al facet o f circulation. Losses 
w hich cannot be fully recovered through a resum ption o f the circulation o f 
cap ital are w hat really concern us. T o  be sure, innum erable ‘accidental’ and 
ind iv idual devaluations occur simply because the requisite form s and 
qu antities o f capital and labour pow er are not in exactly the right place at the 
right tim e. M iscalculation , lack o f foresight, poor information, unreliable 
tran sp o rt system s, etc., typically lie behind such devaluations. They are not 
n ecessarily  p art o f  som e grander process within the logic o f capitalism , but 
p ar t  o f the norm al cost o f doing business, o f exploring new spatial configura­
tions, defining new geographical opportunities. The striving to minimize such 
risk s is not inconsequential in its effects, however. A gglom eration, transport 
im provem ents, and other kinds o f geographical organization can much re­
duce these norm al costs.

The tensions associated  with the prospects o f even minor devaluations 
sp ark  strong com petitive currents which can spill over, on occasion into 
faction al conflicts. A ntagonism s can breed when the different kinds o f capital 
are separately  ow ned. M oney capitalists m ay be at loggerheads with 
m erchants and both may conflict with producers, while those with a stake in 
preserv in g the values sunk in physical and social infrastructures are 
threatened by the fluid m otion o f credit money, runaway shops, and the like. 
T h e m obility  o f cap ital o f  one sort can constitute a threat to the value of 
cap ita l o f another sort. And when general crises o f devaluation break out, the 
struggle o f  each faction to foist the costs o f devaluation onto another fre­
quently m eans the invocation of threats to move if not actual moves. The 
social significance of M a rx ’s analysis o f differentiations within the overall 
unity o f the circulation o f capital now becomes more apparent. It sets the 
stage for dissecting the contradictions as well as the complementarities bet­
ween the different kinds o f mobility, We will consider in chapter 13 how all of 
this can crystallize into inter-territorial rivalries.

The threat and counter-threat o f m ovem ent also becomes a m ajor w eapon 
in the w ar betw een cap ital and labour. We hardly need to elaborate on the
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variety  of tactics and m ethods em ployed -  these have already been partially 
uncovered. But there is som ething interesting to note about the outcom es. If 
w ork ers engage in unlim ited individual m igration within the confines o f  the 
w age-labou r system, the best they can hope to achieve is equalization in living 
stan d ard s and w ork  conditions from  place to place, at an average level 
consistent with the perpetuation o f accum ulation. If they stay in place and 
fight collectively they m ay do better than this within that territory. It is not 
a lw ay s easy for capital to move in response. Though the mobility o f credit 
m oney and runaw ay shops are form idable w eapons, they cannot always be 
em ployed w ithout destroying the values which other factions o f capital have 
em bedded  in physical and social infrastructures.

U nrestrained m obility on the p a r t  o f  capital does not, however, produce 
the sam e results as the unrestrained m obility o f w orkers. C apitalists are 
sensitive to the value o f  labour pow er and surplus value productivity (rep­
resented  by profit rates). The equalization o f profit rates does not necessarily 
p rod u ce  an equalization  in m aterial living standards and w ork conditions for 
the labourers. Indeed, cap italists stand to gain, as a general rule, if differen­
tia ls in the value of labour pow er and conditions o f w ork are maintained. The 
unrestrained m obility  o f  capital is therefore more appropriate to accum ula­
tion than  the unrestrained m obility o f labour -  which m ay account for the 
twentieth century trend to restrict the mobility o f labour pow er relative to 
th at o f capital.

Th e idea o f  unity and contradiction within the production and realization 
of values is fundam ental to M a rx ’s dissection o f  the crises in the circulation of 
cap ita l. W e have seen, in this chapter, how that idea carries over into the 
an aly sis o f the intersections between highly differentiated form s o f 
geograp h ical m obility. W ithin such a fram ew ork we can better understand 
h ow  different factions o f  capital can just as frequently bar each other’s way as 
com plem ent each other in the search for a m ore profitable spatial order, how 
cap ita l and lab ou r can use space as a w eapon in class struggle. All o f  this 
leaves its im print upon the grow th o f productive forces and the evolution o f 
so cial re lations w ithin the concrete geography o f the history of capitalism . It 
is, therefore, ou t o f  the concrete m ateriality o f that geography th atth e  forces 
m ak in g  for crises m ust arise.



C H A P T E R  13

Crises in the Space Economy of 
Capitalism: the Dialectics of 

Imperialism

The final chapter of volum e 1 of C apital deals with ‘The M odern Theory of 
C o lon ization ’ . A t first sight, its placem ent is som ew hat odd. Throughout 
m ost o f C ap ita l, M arx  explicitly excludes questions o f foreign and colonial 
trade on the grounds that consideration o f them merely serves ‘to confuse 
w ithout contributing any new element o f  the problem  [of accum ulation], or 
o f its so lu tio n ’. M a rx  generally theorizes about capitalism  as a ‘closed’ 
econ om ic system  (C ap ital, vol. 1, p. 5 91; vol. 2, p. 470). So why open up such 
qu estions at the end o f a w ork that appeared to reach its natural culmination 
in the preceding chapter, where M arx  announces, with a grand rhetorical 
flourish, the death-knell o f  cap italist private property  and the inevitable 
‘exp ro priation  o f a few usurpers by the mass o f  the people’ ?

M a r x ’s overt purpose in the chapter is to expose the contradictions in the 
bou rgeo is account of ‘prim itive accum ulation ’ and so to reaffirm the coher­
ence o f his ow n analysis. A ccording to bourgeois accounts, capital had its 
orig ins historically in the fru itfu l exercise o f the produ cer’s own capacity to 
labour, while labour power originated as a social contract, freely entered 
into , between those who accum ulated wealth through diligence and frugality 
an d  those w ho chose not to do so. ‘This pretty fancy’, as M arx  calls it, is ‘torn 
a su n d er’ in the colonies. There, the bourgeois ideologists are forced to 
d iscover ‘the truth as to  the conditions o f production in the mother country’. 
So lon g as the labourer ‘can accum ulate for him self — and this he can do as 
long as he rem ains p ossessor of his means o f  production — capitalist accum u­
lation  and the capitalistic mode o f production are im possible.’ Capital is not a 
physical produ ct but a social relation, which rests on ‘the annihilation of 
self-earned private property ; in other w ords, the expropriation o f the 
lab o u rer .’ This w as the secret that the bourgeoisie, in prom oting colonization 
schem es, w as forced to discover in the new world (C apital, Vol. 1, ch. 33).

T h e chapter is a neat coda to  the theme broached earlier: that original
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accum u lation  w as anything but ‘ idyllic’ and ‘written in the annals o f m ankind 
in letters o f b lood  and fire’ (C apital, vol. 1, pp. 71 4 —15). T h atth e bourgeoisie 
cam e to pow er, and preserves its pow er through appropriation o f the labour 
o f others, a lso  conveniently legitim izes the struggle o f the m ass o f the people 
to  turn the tab les and ‘exp ropriate  the expropriators’. But the placem ent of 
the chapter su ggests that M arx  had som ething broader in mind.

A clue to M a r x ’s intent lies, perhaps, in a curious parallel between his 
presen tation  and a problem atic identified in H egel’s Philosophy o f  Right 
(H egel, 1967 , pp. 149—52). Hegel examines the internal expansion o f popu­
lation  and industry w ithin civil society and, like M a rx , spots an ‘inner 
d ia lectic ’ which produces an increasing accum ulation o f wealth at one pole 
and an increasing accum ulation  o f misery at the other. Bourgeois society 
ap p ears unable to stop  this increasing polarization  and its concom itant, the 
creation  o f a penurious rabble, through any internal transform ation o f itself. 
It is therefore forced to seek external relief. ‘This inner dialectic o f civil society 
thus drives i t . . .  to push beyond its own limits and seek m arkets, and so its 
n ecessary  m eans of subsistence, in other lands which are either deficient in the 
g o o d s  it has overproduced, or else generally backw ard in industry.’ M ore 
p articu larly , a ‘m atu re ’ civil society is driven to found colonies to supply its 
p o p u latio n  with new opportunities and to supply ‘itself with a new demand 
and field for industry’ . Hegel p roposes, in short, imperialist and colonial 
so lu tion s to the inner contradictions o f  a civil society founded on the accum u­
lation  o f capital.

Som ew h at uncharacteristically, Hegel leaves open the exact relation bet­
w een the processes o f inner and outer transform ation and fails to indicate 
w hether or not civil society can permanently resolve its internal problem s 
through sp atia l exp an sio n .1 Intended or not, this is the open question that 
M a r x ’s chapter on colonization  addresses. The ‘outer transform ation ’ can 
su pply  new m arkets and new fields for industry only at the price o f re-creating 
cap ita list relations o f  private property and a capacity to appropriate the 
su rp lus labou r o f others. The conditions that gave rise to the problem s in the 
first p lace  are sim ply replicated anew. M arx  draws the same conclusion with 
respect to the expansion  of foreign trade. Its increase merely ‘transfers the 
con trad iction s to a wider sphere and gives them greater latitude’ (Capital, 
vol. 2, p . 408 ). There is, in the long run, no outer resolution to the internal 
con trad iction s of capitalism . The only solution is an ‘internal transform ation ’ 
that forcibly  weans society aw ay from  accum ulation for accum ulation’s sake 
and look s to  m obilize natural and hum an capacities in quest o f the freedom 
which begins only when ‘the realm o f necessity’ is left behind (C apital, vol. 3,
p . 820).

1 Avineri (1972, ch. 7) summarizes the general argument while Hirschman (1976) 
juxtaposes an interpretation o f Hegel’s argument against a somewhat wayward 
interpretation o f M arx.
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G iven M a r x ’s penchant for jousting with H egel’s ghost, it is difficult to 
believe he d id  not have all of this in mind in closing out his only m ajor finished 
p ublish ed  w ork in this w ay .2 H is logic, as usual, is im peccable, and his 
critique o f  bourgeois ideology devestating. Yet the chapter does not entirely 
resolve the issue. It merely affirm s that ‘outer transform ations’ entail first the 
fo rm al and then the real subjugation  o f labour to capital wherever capital 
m oves to. The outer lim it to this process lies at the point where every person in 
every n ook  and cranny o f the w orld is caught within the orbit o f capital. Until 
th at lim it is reached, ‘ou ter’ resolutions to the inner contradictions of 
cap ita lism  app ear entirely feasible. M arx  comes close to adm itting as much in 
his brief rem arks on the role o f foreign trade in counteracting the supposed 
law o f falling profits. Foreign trade (and the export o f capital) can certainly 
increase the rate o f profit in a variety o f ways. But in so far as this means ‘an 
exp an sio n  o f the scale o f production ’ at home, which in turn ‘hastens the 
p rocess o f accum ulation ’ , it merely ends up exacerbating those processes that 
gave rise to the falling rate of profit in the first place. W hat looks like a 
so lu tion  turns into its opposite in the long run. But M arx  is also forced to 
conclude that the law of falling profits ‘acts only as a tendency’, and that ‘it is 
only under certain circum stances and only after long periods that its effects 
becom e strikingly pronounced’ (C ap ital, vol. 3 , pp. 23 7 —9). So what are 
these ‘c ircum stances’ and how long is the long run? M a rx ’s final chapter, 
evidently intended as a subtle response to Hegel, ends up posing the question 
anew .

The role o f  im perialism  and colonialism , o f  geographical expansion and 
territorial dom ination, in the overall stabilization o f capitalism is unresolved 
in M arx ian  theory. Indeed, it continues to be the focus o f intense controversy 
and often bitter debate.3 A com prehensive and irrefutable answer to the 
prob lem  H egel so neatly posed  so many years ago  has yet to be constructed. Is 
there, then, a ‘ spatial fix ’ to cap ital’ s problem s? And if not, w hat role does 
geograp h y  p lay  in the processes o f crisis form ation  and resolution?

I U N E V E N  G E O G R A P H I C A L  D E V E L O P M E N T

C ap ita lism  does not develop  upon  a fla tp la in  surface endowed with ubiquit­
ous raw  m aterials and hom ogeneous labour supply with equal transport 
facility in all directions. It is inserted, grow s and spreads within a richly

2 When M arx  argued in one o f the Afterwords to C apital (vol. 1, p. 19) that he had 
come to terms with Hegel ‘nearly thirty years ago’ it was his Critique o f  Hegel’s 
Philosophy o f  Right that he has in mind. O ’M alley’s ‘ Introduction’ to the latter work is 
very useful. He argues that M arx ’s reading of Hegel’s Philosophy o f  Right lived with 
M arx  for much o f his subsequent intellectual life.

3 The literature on imperialism is immense. For surveys see Barratt-Brown (1974), 
K em p (1967) andA m in (1980).
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variegated  geographical environment which encom passes great diversity in 
the m unificence o f  nature and in labour productivity, which is ‘a gift, not o f 
N atu re , but o f a history em bracing thousands o f centuries’ (C apital, vol. 1, 
p p . 5 1 2 - 1 4 ) .  The forces unleashed under capitalism  attack, erode, dissolve 
and transform  m uch o f  the pre-capitalist econom y and culture. Com m odity 
and m oney exchanges, the form ation  o f w age labour through primitive 
accum u lation , m assive labour m igrations, the rise o f a distinctly capitalist 
form  of the labou r process and, finally, the integrating motion o f the circula­
tion o f cap ital as a whole, drive ‘beyond national barriers and prejudices as 
m uch as beyond nature w orsh ip, as well as all traditional, confined, com pla­
cent, encrusted satisfactions o f  present needs, and reproduction o f  old ways 
of life ’. C ap italism  ‘is destructive tow ards all o f  this, and constantly re­
vo lutionizes it, tearing down all the barriers which hem in the developm ent of 
the forces o f  production , the expansion o f  needs, the all-sided developm ent o f 
produ ction , and the exploitation  and exchange o f natural and mental forces’ 
(G run drisse , p. 410 ).

B ut cap italism  also  ‘encounters barriers within its own nature’, which force 
it to p rodu ce new form s o f geographical differentiation. The different forms 
of geograph ical m obility described in chapter 12 interact in the context o f 
accum u lation  and so  build , fragm ent and carve ou t spatial configurations in 
the distribution  o f  productive forces and generate sim ilar differentiations in 
social re lations, institutional arrangem ents and so  on. In so doing, capitalism  
frequently  su pports the creation o f new distinctions in old guises. Pre­
cap ita list prejudices, cultures and institutions are revolutionized only in the 
sense that they are given new functions and meanings rather than being 
destroyed. Th is is as true o f prejudices like racism, sexism  and tribalism  as it is 
o f institutions like the church and the law. Geographical differentiations then 
frequently app ear to be w hat they truly are not: mere historical residuals 
rather than actively reconstituted features within the capitalist mode of 
production .

It is im portant to  recognize, then, that the territorial an d  regional coher­
ence that it is at least partially discernible within capitalism  is actively 
produ ced  rather than passively received as a concession to ‘nature’ or 
‘h istory ’. The coherence, such as it is, arises ou t o f the conversion o f  tem poral 
into sp atia l restraints to accum ulation. Surplus value m ust be produced and 
realized  within a certain tim espan. If time is needed to overcom e space, 
su rp lu s value m ust also be produced and realized within a certain geographi­
cal dom ain.

F ollow  th at idea through fo r a m om ent and the basis for uneven geographi­
cal developm ent under capitalism  becomes m ore readily apparent. If surplus 
value has to be produced and realized within a ‘closed’ region, then the 
technology o f production , structures o f  distribution, modes and forms of 
consum ption , the value, quantities and qualities o f labour power, as well as
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all necessary  physical and social infrastructures m ust all be consistent with 
each  other within that region. Each change in the labour process would have 
to  be m atched by changes in distribution, consum ption, etc., if a stable basis 
fo r accum ulation  is to be m aintained.4 Each region w ould tend to evolve a law 
of value unto itself, associated  with particular m aterial living standards, 
fo rm s o f  the labour process, institutional and infrastructural arrangem ents, 
etc.

Such a developm ental process is totally inconsistent with the universalism 
tow ard s which capitalism  alw ays strives. Regional boundaries are invariably 
fuzzy and subject to perpetual modification because relative distances alter 
with im provem ent in transportation  and communication. But regional 
econ om ies are never closed. The tem ptation for capitalists to engage in 
interregional trade, to lever profits out of unequal exchange and to place 
su rp lus capitals wherever the rate o f  profit is highest is in the long run 
irresistab le . A nd w orkers will surely be tem pted to move to wherever the 
m aterial living stan dards are highest. Besides the tendency towards overac­
cum ulation  and the threat o f  devaluation will force capitalists within a region 
to  extend its frontiers or sim ply to move their capital to greener pastures.

T h e u psh ot is that the developm ent o f the space economy o f capitalism  is 
beset by counterposed and contradictory tendencies. On the one hand spatial 
b arriers and regional distinctions m ust be broken down. Yet the means to 
achieve that end entail the production  o f new geographical differentiations 
w hich form  new spatial barriers to be overcome. The geographical organiza­
tion o f cap italism  internalizes the contradictions within the value form . This 
is w hat is m eant by the concept o f the inevitable uneven developm ent of 
cap italism .

II G E O G R A P H I C A L  C O N C E N T R A T I O N  A N D  D I S P E R S A L

U neven geographical developm ent is expressed partially in terms o f an o p ­
p ositio n  betw een countervailing forces, m aking fo r  geographical concentra­
tion or dispersal in the circulation o f capital. M arx ’s considerations on this 
p o in t, though fragm entary, are interesting. H e is primarily preoccupied in 
C ap ita l, for exam ple, with explain ing the incredible concentration o f produc­
tive forces in urban  centres and in correlated changes in social relations of 
p rodu ction  and living. H e captures the interaction effects that led to the rapid 
agg lom eration  o f production within cities that became, in effect, the collec­
tive w ork sh o ps o f cap italist production (C apital, vol. 1, p. 352 ; G rundrisse, 
p. 5 8 7 ). H e also show s how the forces m aking for agglom eration can build 
cum ulatively upon each other, draw ing new transport investments and con­
sum er go o d s industries to already established locations (C apital, vol. 2 , pp.

4 This idea is strongly present in Aydalot’s (1976) work.
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2 5 0 —1). All o f  this requires an increasing concentration and expansion o f the 
p ro le ta ria t in large urban  centres, which means either radical changes in the 
so c ia l conditions of reproduction o f labour pow er within urban centres, or 
‘the constan t absorption  o f prim itive and physically uncorrupted elements 
from  the country ’ (C ap ital, vol. 1, pp. 269 , 488 , 5 81 , 642). The emergence of 
a ‘ floatin g ’ industrial reserve army in the main urban centres is, furthermore, 
a necessary  condition  fo r sustained accum ulation. The crow ding together o f 
lab ou rers in the m idst o f an ‘accum ulation o f  misery, agony o f toil, slavery, 
ignorance, brutality, mental degradation ’, all exacerbated by various secon­
dary  form s o f  the exploitation (such as rent on housing), became the hallmark 
o f the cap italist form  o f  industrialism . The accum ulation o f capital and 
m isery go  hand in hand, concentrated in space.

Th ese tendencies tow ards agglom eration obviously encounter both physi­
cal and social lim its. C ongestion  costs, increasing rigidity in the use o f 
physical in frastructures, rising rents and sheer lack o f space m ore than  offset 
agglom eration  econom ies. Concentrations o f misery form  a breeding ground 
fo r  class consciousness and social unrest. Spatial dispersal begins to look 
increasingly  attractive.

W e here invoke all o f  those forces at w ork under capitalism  that tend to 
p rodu ce  ‘a constantly widening sphere o f circulation’, to integrate the world 
into a single system characterized by an international territorial division o f 
labour. The m obility  o f  credit money and the tendency to eliminate spatial 
barriers becom e the key to  understanding the rapid dispersal o f the circula­
tion o f  capital across the face o f the earth. The prospects o f high profits lure 
cap ita lists to search and explore in all directions (Capital, vol. 3, p. 256). 
A ccum ulation  spreads its net in ever-widening circles across the world, 
untim ately enm eshing everyone and everything within the circulation process 
o f cap ital.

But d ispersal also  encounters pow erful limiting constraints. The large 
quantities o f  cap ital em bedded in the land itself, the social infrastructures that 
p lay  such  an im portant role in the reproduction o f both capital and labour 
p ow er, restrictions on the m obility o f capital tied dow n in concrete labour 
p rocesses, all tend to keep capital in place. And the provision o f costly 
physical and social infrastructures is highly sensitive to economies o f scale 
through  concentration.

O p p osed  tendencies tow ards geographical concentration and dispersal run 
up against each other. And there is no guarantee o f a stable equilibrium 
betw een them. The forces m aking for agglom eration can easily build cum ula­
tively upon each other and produce an excessive concentration inimical to 
further accum ulation . The forces m aking for dispersal can likewise easily get 
ou t o f hand. And revolutions in technology, in means o f communication and 
tran sp o rt, in the centralization and decentralization o f capital (including the 
degree o f vertical integration), in m onetary and credit arrangem ents, in social
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an d  physical infrastructures m aterially affect the balance o f  forces a t  work. 
C ap ita l is thereby im pelled som etim es tow ards sim ultaneous and sometimes 
tow ard s successive phases o f deepening and widening in the spatial configu­
ration s o f productive forces and social relations.

It is through such a theorization that we can better understand the 
accelerated developm ent o f the productive forces in one place and their 
relative retardation  in another, the rapid transform ation o f social relations 
here and their relative rigidity there. Phenomena like urbanization and re­
gion al and international developm ent find their natural place within the 
M a rx ia n  schem e o f things.5 But they are understood in terms o f oppositions 
rather than simply one-sidedly. The antagonism s between town and country, 
betw een centre and periphery, between developm ent and the developm ent of 
underdevelopm ent, are not accidental or exogenously  im posed. They are the 
coherent p rodu ct o f  diverse intersecting forces operating within the overall 
unity o f  the circulation process o f capital.

Ill T H E  R E G I O N A L I Z A T I O N  O F  C L A S S  A N D  
F A C T I O N A L  S T R U G G L E

T h a t class struggle and factional conflict assum e a spatial, often territorial, 
aspect under capitalism  is undeniable. Phenomena o f this sort are often 
exp lain ed  away as the product o f deep-seated human sentiments — loyalties to 
p lace , ‘the lan d ’, com m unity and nation that spaw n civic pride, regionalism, 
n ation alism , etc. — or o f equally deep-seated antipathies between human 
g ro u p s founded in race, language, religion, nationality, etc. But the preceed- 
ing analysis allow s us to explain  the regionalization o f class and factional 
struggle independently o f such sentiments. I do not m ean to imply by this that 
h um an  sentim ents play no role in interregional conflict, or that conflicts 
can not autonom ously  arise on such bases, I simply w ant to assert that a 
m aterial basis exists, within the circulation process o f capital itself, for 
in terregional m anifestations o f class and factional struggle.5

The basis rests on that conflictual condition that arises because a portion of 
the total social capital has to be rendered im m obile in order to give the 
rem aining capital greater flexibility of movement. The value o f capital, once it

5 See D ear and Scott (1981); Carney, Hudson and Lewis (1979).
6 The question of how national, regional and local bourgeoisies form and act has 

never been dearly analysed from a M arxist perspective except from a purely political 
and strategic standpoint within some overall conception of class struggle. The issue is 
deep and riddled with controversy. Recent contributions by N airn (1977), Davis 
(1978) and Amin (1980) have broached the question more fully and provoked 
vigorous criticism. 1 do not pretend to identify a full answer to the problems posed. I 
simply want to reveal the material basis within the logic of accumulation for 
certain kinds of factionalization along regional lines.
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is locked in to  im m obile physical and social infrastructures, has to be de­
fended if  it is not to be devalued. A t the very minimum this means securing the 
future labour that such investm ents anticipate by confining the circulation 
p ro cess o f  the rem aining capital within a certain territory over a certain 
p eriod  o f time.

Som e factions o f cap ital are m ore committed to  im m obile investment than 
others. Land and property ow ners, developers and builders, the local state 
and those w ho hold the m ortgage debt have everything to gain from  forging a 
local alliance to protect and prom ote local interests and to w ard off the threat 
o f localized , place-specific devaluation. Production capital which cannot 
easily  move may support the alliance and be tem pted to buy local labour 
peace and skills through com prom ises over w ages and w ork conditions — 
thereby gaining the benefits of co-operation from  labour and a rising effective 
d em an d for wage goods in local m arkets. Factions o f labour that have, 
through  struggle or historical accident, m anaged to create islands o f privilege 
within a sea o f exploitation m ay also  rally to  the cause o f the alliance. 
Furtherm ore, if a local com prom ise between capital and labour is helpful to 
local accum ulation , then the bourgeoisie as a whole m ay support it. The basis 
is laid fo r the rise o f a territorially  based alliance between various factions o f 
cap ita l, the local state and even w hole classes, in defence o f social reproduc­
tion  processes (both accum ulation and the reproduction o f labour power) 
w ithin  a particu lar territory. The basis for the alliance rests, it m ust be 
stressed , on the need to m ake a certain portion o f capital immobile in order to 
give the rem ainder freedom  to move.

The alliance typically engages in community boosterism  and strives for 
com m unity  or national solidarity as m eans to defend the various factional 
and class interests. Spatial com petition between localities, cities, regions and 
n ation s takes on a new m eaning as each alliance seeks to capture and contain 
the benefits to be had from  flow s o f capital and labour pow er through 
territories under their effective control. And at times o f more general crisis, 
b itter struggles erupt over which locale is to bear the brunt o f the devaluation 
that m u st surely come. Such objective m aterial conditions provide abundant 
n ourishm ent to notions o f  com m unity harm ony and national solidarity. Such 
n otion s are as m eaningful to factions o f  labour as they are to factions o f 
capital, and the pursu it or territorially based interests is frequently conve­
nient to both. Capital can hope, thereby, to prevail through com prom ise over 
a geographically  fragm ented w orking class, but in so doing divides and 
w eakens itself. Labou r, for its part, may enhance its local position, but at the 
co st o f dropping more revolutionary demands and opening up territorial 
d ivisions within its ranks. G lobal class struggle then dissolves into a variety of 
territorially  based conflicts which support, sustain and in some cases even 
reconstitute all m anner o f local prejudices and encrusted traditions.

The stability  and coherence o f each territorially based alliance is
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threatened, however, by pow erful forces o f disruption. Som e factions of 
cap ita l — m oney capitalists in particu lar — are more susceptible to the lure of 
high profits, and production  capital can hardly afford to ignore the relative 
su rp lu s value to be garnered from  m oves to superior locations. Factions o f 
cap ital break  from  the local alliance and seek higher returns elsewhere. And 
while cap ital and labour m ay ally on certain issues (such as tarriff barriers to 
cheap im ports) and com prom ise on others, the antagonism  between them 
never d isap pears. T o  the degree that class struggle sharpens, factions of 
cap ita l m ay be increasingly tempted to flee the territory or to strike back at the 
organ ized  pow er of labour through such means as open im m igration policies. 
The coherency o f the local alliance is alw ays under challenge, both from 
within and without.

D ifferent factions o f  capital and labour pow er have different stakes within 
a territory  depending upon the nature o f the assets they own and the 
priv ileges they com m and. Som e are more solid partners in a local alliance 
than  others. But all factions feel som e sense o f tension between the virtues of 
local com m itm ent and the tem ptation to move. Landow ners, for exam ple, 
m ight ap p ear to be the ‘natural’ backbone o f  any local alliance by virtue o f the 
asset they hold. But if land is treated as a pure financial asset, then the 
speculative action o f land com panies can be as disruptive o f a local alliance as 
anyth ing else. A t the other end o f the spectrum , we find money capitalists 
beset by sim ilar dilem m as even though the asset they control is highly mobile. 
If a pow erfu l bank holds the m ortgage debt on much of the infrastructural 
investm ent within a territory, then it undermines the quality o f its own debt if 
it syphon s o ff all surplus money capital and sends it to wherever the rate of 
p ro fit is highest. In order to realize the value o f the debt it already holds, the 
ban k  may be forced to m ake additional investments within a territory at a 
low er rate o f profit than could be com m anded elsewhere. The capitalists 
en gaged  in production  likewise have a choice. They can im prove their com- 
petetive position  by supporting local infrastructural im provem ent through 
p artic ip ation  in a local alliance, or they can move to another place where 
cond itions are know n to be better. They can also use the threat o f a move to 
b lack m ail concessions (tax-breaks, for exam ple) from  more vulnerable p art­
ners. A nd labou r is not immune from  such pressures either. It may refrain 
from  pushing its dem ands in revolutionary directions for fear of sparking 
cap ita l flight, which will undermine the privileges it has already won.

C lass and factional struggle are not abrogated thereby. They simply as­
sum e a territorial aspect which operates jointly with other form s o f struggle. 
In exactly  the sam e w ay that the search for relative surplus value invokes 
technology and location  jointly, so class and factional struggles necessarily 
u n fo ld  in space and time. The historical geography o f capitalism  is a social 
p rocess which rests on the evolution o f productive forces and social relations 
w hich exist as p articu lar spatial configurations. Countervailing forces are at
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w o rk  which p u t the spatial m obility o f  capital an d  labour pow er into a 
tension-packed and contradiction-prone geography. Territorial-based con­
flicts then become p art o f  the m eans whereby class struggle around accum ula­
tion and its contradictions search out new bases for, or alternatives to, 
accum ulation . These new bases sim ultaneously em brace the creation o f new 
sp atia l configurations as well as new labour processes. Territorial alliances 
and inter-territorial conflicts are to be construed as active moments, rather 
than  aberration s, within the general history o f class struggle.

IV H I E R A R C H I C A L  A R R A N G E M E N T S  A N D  T H E  
I N T E R N A T I O N A L I Z A T I O N  OF C A P IT A L

T h e tensions betw een fix ity  and m otion in the circulation o f capital, between 
concentration  and dispersal, between local com m itm ent and global concerns, 
p u t im m ense strains upon the organizational capacities o f capitalism . The 
h istory  o f cap italism  has, as a consequence, been marked by continuous 
exp loration  and m odification o f organizational arrangem ents that can as­
su age  and contain  such tensions. The result has been the creation o f nested 
hierarchical structures o f organization  which can link the local and particular 
with the achievem ent o f  abstract labour on the world stage. Crises are 
articu lated , and class and factional struggles unfold within such organiza­
tional form s while the form s themselves often require dram atic transform a­
tion in the face o f crises o f  accum ulation.

W e have already encountered an exam ple o f such a nested hierarchical 
structure. We showed in chapter 9 that a hierarchy o f moneys o f different 
qu alities is necessary for accum ulation to proceed. Only in this w ay can the 
loca l need for m edium  of circulation be related to the universal equivalent as a 
m easu re of value. L ocal and particu lar events, such as the creation of money 
through  a credit transaction  at a particular place and time, can be integrated 
into w orld  m onetary  arrangem ents through the hierarchy o f institutions 
w ithin  the m onetary  system. We also argued that contradictions exist within 
this hierarchical system and that w hat happens at one level is not necessarily 
consistent with w hat ought to happen at another. The ultim ate expression of 
crises, for exam ple, is as a contradiction between the financial system and its 
m onetary  base. The preservation o f the quality o f money as a m easure of 
value is a task that falls to the lot o f those international institutions that 
occupy  the com m anding heights o f the hierarchy. It follow s that crises are 
in variab ly  m anifest as conflicts between various levels within this hierarchy 
o f m onetary  arrangem ents.

O ther hierarchical form s o f  organization  abound and exhibit sim ilar ten­
sion s within them selves. M ultinational firms, fo r exam ple, have a global 
perspective but have to integrate with local circum stances in a variety o f
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p la ce s.7 They m ay rely heavily on patterns o f  local sub-contracting and m ay 
therefore participate , to lim ited degree, in support o f a local territorial 
alliance. The centralization o f  capital within their organization is invariably 
accom p an ied  (see chapter 5) by spatial decentralization, and that means some 
degree o f local com m itm ent and accountability, which goes along with the 
cap acity  to w ield a great deal o f local pow er by direct or indirect threats. The 
local integration o f  m ultinational firms m akes the decision to stay put or close 
dow n  a branch plant in a particular place a difficult one. And within the 
h ierarchy o f the m ultinational firm, w hat m akes sense at one level does not 
necessarily  m ake sense at another. The sam e dilem m as confront m ultina­
tional m erchant capital. G lobal strategies bridge the tension between local 
com m itm en t and the struggle to appropriate surplus value wherever it can be 
h ad . W hile it alw ays appears as if  the pow er lies at the top o f these hierarchi­
cal structures, it is production  in particular locales that is alw ays the ultimate 
source of that pow er. M ultinational firms internalize the tensions between 
fix ity  and m ovem ent, between local com m itm ent and global concerns. Their 
only advan tage is that they can organize their occupation o f  space and the 
history  o f their own geography according to conscious plan. The only prob­
lem is that these p lans are conceived in an environment o f accum ulation 
p lagu ed  by uncertainty and riddled with contradictions.

T h e political system  is organ ized  a long sim ilar hierarchical lin esf or similar 
re a so n s.8 W hile the nation-state occupies a key position in this hierarchy, 
su p ra-n ation al organizations reflect the need for global co-ordinations, and 
regional, city, and neighbourhood governm ental arrangem ents links univer­
sa l with purely local concerns. Conflict abounds between levels within this 
h ierarchical structure, m aking a m ockery o f any theory o f the state as a 
m onolith ic, unitary phenom enon. And even though much of the power may 
be located  at the national level, the problem  o f  integrating local with global 
requirem ents alw ays rem ains a thorny problem  for any adm inistration. The 
conflict becom es particu larly  acute for any nation that aspires to the role o f 
w orld  banker. Should it, in the nam e o f global prospects fo r  accum ulation, 
accede to and even orchestrate the destruction o f certain local economies 
within its borders? O r should it seek to protect them and pursue parochial 
and even iso lation ist policies which in the end spell autarky and the death- 
knell to open g lobal patterns o f accum ulation?

T h ese various hierarchically organized structures in the spheres o f finance, 
p rod u ction , the state, etc., together with the urban hierarchies structured to 
ensure efficient m ovem ent of com m odities mesh aw kw ardly with each other 
to  define a variety o f scales — local, regional, national and international (to use 
com m on  categories that roughly reflect our meaning). Territorially based

7 R adice (1973); Palloix (1973; 1975a).
8 D ulong’s (1978) discussion o f  the organization o f regional power in France is very 

interesting.
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allian ces can  fo rm  at any o f these scales. But the nature and politics o f the 
alliance tend to alter, som etim es quite dram atically, from  one scale to 
another. Patterns o f class and factional struggle and o f inter-territorial com­
petition  shift also. Issues that appear fundam ental at one scale disappear 
entirely from  view at another; factions that are active participants at one scale 
can fade from  the scene or even change at another. Between the particular and 
the universal lies a whole m ess o f untidy organizational arrangem ents which 
m ediate the dynam ics o f cap ital flow within the space economy of capitalism  
and provide m ultiple and diverse forum s in which class and factional struggle 
can  unfold.

Th e untidy intricacy o f  such arrangem ents often obscures their im portance 
as transm ission  devices which relate particular concrete action to the global 
effects o f  ab stract labour and thereby confirm the political econom y that 
in tegrates the individual into the com plex totality o f civil society. When 
w ork ers, for exam ple, buy a house at a particular place and time, they may do 
so on the b asis o f a m ortgage arrangem ent sanctioned by traditions o f 
co n tract, supported  by governm ent policies and prom oted by bourgeois 
ideology . Their m onthly paym ents to the bank reflect a tim e o f am ortization 
and an interest rate reflective o f global conditions o f accum ulation, mediated 
by the strength and security of particular institutions within the financial 
system  and the strength o f the national econom y in relation to world trade. 
A ll o f these m ediations are captured and reduced, in the final analysis, to a 
m onthly  paym ent to the bank (or parallel financial institution). At the other 
extrem e, when international bankers struggle to bring stability to a world 
econ om y that seem s on  the brink o f chaos, they do so in the context o f m yriad 
ind iv idual decisions and the chaotic intersection o f inter-territorial struggles, 
c la ss and factional alliances, etc. Sensing their pow erlessness, they may set 
out to create institutions, such as the International M onetary  Fund, that have 
the p ow er to  discipline and cajo le nation-states and so force through policies 
that effect the indiv idual’s daily life in vital and som etim es traum atic ways. 
W e m ust now  consider how  m ediations o f  this sort affect the form ation and 
reso lu tion  o f crises within the space economy o f capitalism .

V T H E  ‘T H I R D  C U T ’ A T  C R IS IS  T H E O R Y :  
G E O G R A P H I C A L  A S P E C T S

C ap ita lists behave like cap italists wherever they are. They pursue the expan­
sion  o f value through exploitation  without regard to the social conse­
quences. They overaccum ulate capital and in the end create the conditions 
that lead  to the devaluation  o f individual capitals and labour pow er through 
crisis. This happens, how ever, within a fram ew ork o f  uneven geographical 
developm ent produced by differential mobilities o f  various kinds o f  capital 
and lab o u r pow er, all linked together within tem poral constraints im posed 
by the circulation  process of capital itself. These mobilities fashion indi­
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vidualized  concrete labour processes into ‘a  totality  o f different m odes of 
lab o u r  em bracing the w orld m arket’ and so define ab stract labour as value.

O u r ta sk  is to construct a ‘th ird-cut’ theory o f crisis form ation which 
specifically  acknow ledges the m aterial qualities o f social space as defined 
under cap ita list relations o f  production  and exchange. The ‘first-cut’ theory 
of crisis, recall, dealt with the underlying source o f capitalism ’s internal 
contrad iction s. The ‘second-cut’ theory exam ined tem poral dynamics as 
these are sh aped and m ediated through financial and monetary arrange­
m ents. The ‘th ird-cut’ theory, with which we are here concerned, has to 
integrate the geography o f uneven development into the theory o f crisis. The 
ta sk  is not easy. W e have to deal som ehow  with multiple, sim ultaneous and 
jo in t determ inations. The trade-off between relative surplus value from loca­
tional or technological advantage, for exam ple, often  gives capitalists consid­
erab le latitude in confronting their com petitors. This lack o f  unique determi­
n ation s m ak es theorization difficult. In w hat follow s, therefore, we will 
em ploy  some drastic sim plifying assum ptions in order to capture the essence 
o f crisis form ation within the geography o f  uneven development.

1 Particu lar, individual and place-specific devaluation

If cap ital in w hatever guise and labour pow er o f whatever sort happen, for 
w hatever reason , not to be in the right place at the right time, then they will 
likely su ffer devaluation. M yriad  speculative movem ents m ake proper and 
exac t co-ordinations in space and time a m atter o f accident, unless conscious 
p lan n in g pow ers are exercised via the financial system or the state. In the 
norm al course of events, som e individuals will suffer devaluation o f their 
cap ital or labou r pow er while others will profit handsomely or find well 
rem unerated  jobs. The m yriad particu lar and place-specific devaluations that 
resu lt do not have to coalesce into any grander pattern. They are simply part 
o f the n orm al human cost, the social w ear and tear, o f accum ulation through 
com petition .

T h is conception has a tw o-fold significance. First, devaluation is a social 
determ ination . It is not that a particu lar labour process absolutely cannot 
w ork  in a p articu lar place, but that it cannot generate at least the average rate 
o f profit. D evalu ation s always fuse the particular and the individual (con­
crete labour) with the universal and the social (abstract labour). And the 
devaluation  is alw ays specific to a particu lar place and time. Secondly, more 
general form s of crisis rest upon and arise out o f this confusion o f local, 
p articu lar and individual events. In the sam e w ay that M arx  broke open the 
identity presup posed  in Say ’s Law  into so m any possibilities o f crises (by 
considering the separation  o f  sales and purchases in space and time), so do 
innum erable, particu lar and place-specific devaluations create openings 
w ithin w hich more general possibilities for crises can fester. We have now to



4 2 6 CRISIS  IN T H E  SPACE E C O N O M Y  OF CAPITALISM

sh ow  how  festering sores are converted into gaping w ounds by social proces­
ses unique to capitalism .

R evolu tion s in value are sparked by the search fo r relative surplus value 
through technological change or locational shifts. The effect is to devalue the 
cap ita ls em ployed under inferior technologies or in inferior locations. This 
p rocess is com plicated because the drive to accelerate turnover time through 
im provem ents in transport and com m unications alters relative spaces and so 
tran sform s superior into inferior locations and vice versa. The movement o f 
ind iv idual labourers in search o f  higher m aterial living standards and better 
w o rk  conditions adds to the confusion — the advantage to capital o f access to 
ch eap  p oo ls of surplus labour in certain locations may be whittled away 
through  lab o u r m igration. The total effect is that place-specific devaluations 
becom e more than just a random , accidental affair. Spatial com petition leads 
to  a p lan t closure here, the loss o f a rail link there. A ssociated losses o f jobs 
an d  the dim inuation o f  local effective dem and fo r wage goo d s or constant 
cap ita l sp ark  adjustm ents within the space economy that entail further de­
valuation s. The devaluations are system atized into a certain spatial configu­
ration  through the rationalizing pow er o f class conflict and competition over 
ab so lu te  and relative form s o f surplus value. The continuous re-structuring o f 
sp atia l configurations through revolutions in value m ust again  be seen, 
how ever, as a norm al feature o f capitalist developm ent.9

2 C risis form ation  within regions

O veraccum ulation  stems from contradictions between the productive forces 
and so cial relations within the process o f circulation o f capital. These con­
trad iction s break  the desired unity between the production and realization of 
su rp lus value. The unity can be restored only forcibly through crises of 
devaluation . Production and realization have to be accom plished within a 
given turnover time, however, and we earlier showed that this translates, 
under certain conditions, into production and realization o f surplus value 
within the confines o f a definite space. The aggregate effect is hard to describe 
because each individual capital, operating from  a particular location, has its 
ow n specific conditions o f production, exchange (including transportation)
and realization.

T o  sim plify, we initially assum e that all production and realization o f 
interdependent cap itals occurs within a closed  region. Accumulation pro­
ceeds within that region at rates dependent upon the local expansion o f the 
p ro letaria t, that state o f  class struggle, the pace o f innovation, the growth in
aggregate  effective dem and, etc. But since capitalists will be capitalists,
overaccum ulation  is bound to arise. The threat o f m assive devaluation loom s

9 M assey (1981) explores this idea in depth with reference to the UK electronics and 
electrical engineering industries.
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large  and civil society appears destined to experience the social distress, 
d isruption  and unrest that accom pany the forcible restoration o f conditions 
favou rab le  to accum ulation.

T h is is, o f  course, exactly  the kind o f ‘inner dialectic’ that forces society to 
seek relief through som e sort o f ‘spatial fix ’ . The frontiers o f the region can be 
ro lled  back  o r relief gained by exports o f m oney capital, com m odities or 
produ ctive capacities or im ports o f  fresh labour pow ers from  other regions. 
Th e tendency tow ards overaccum ulation within the region rem ains un­
checked, but devaluation  is avoided by successive and ever grander ‘outer 
tran sfo rm atio n s’ . This process can presum ably continue until all external 
p ossib ilities are exhausted or because other regions resist being treated as 
m ere convenient appendages.

B ut as soon as a region opens its borders to flows o f capital and labour, the 
value relations within the region begin to reflect the ‘totality  o f different 
m o d es of labour em bracing the world m arket’. Value revolutions can equally 
w ell be im posed on  the region from  without. The com petitive position o f the 
region  as a whole can be eroded because other regions have gone through the 
d iscom fo rt and tragedy o f internal re-structuring of their productive ap ­
p aratu s, so cial relations, distributive arrangem ents, and so on. The region, 
far from  resolving its problem s o f overaccum ulation through the creation of 
extern al relations, m ay be forced into even m ore savage devaluation through 
ou tside pressure. Interregional competition becomes the order o f the day. 
And the relative strengths o f different territorially based alliances become an 
im po rtan t factor.

M atters now  becom e m ore than a little confused. The distinction between 
‘ inner’ and ‘outer transform ation s’ becomes hard to isolate. Regional 
‘ bou n d arie s’, if they exist at all, are highly porous to capital and labour 
m ovem ents; local alliances are notoriously  shakey on certain issues; and 
hierarchical form s o f  organization , operating at a variety o f  scales, offer 
different possib ilities for co-ordination. The degree to which overaccumula- 
tion prob lem s arising in one p lace can be relieved by further development or 
devaluation  in another place depends upon the intersection o f  all manner of 
diverse and conflicting forces.

But the upshot is that som e regions boom  while others decline. This need 
not augur a global crisis o f  capitalism , however. The different regional 
rythm s o f accum ulation  m ay be but loosely co-ordinated because the co­
ord in ation s rest on the variegated and often  conflicting m obilities o f different 
form s of cap ital and la b o u r .10 The tim ing o f upturns and downturns in the 
accum ulation  cycle can then vary from one region to another with interesting 
interaction  effects. The unity to the accum ulation process presupposed in 
earlier versions o f the crisis theory fragm ents into different regional rhythms

10 See Carney, Hudson and Lewis (1979) and the special issue o f the Journal o f  the 
Union o f  R adical Political Econom ics, vol. 10, no. 3 (1978).
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th at can just as easily com pensate each other as build into som e vast global 
crash . The very real possibility  exists that the global pace o f accum ulation can 
be su stained through com pensating oscillations within the parts. The 
geograp h y  o f  uneven developm ent helps convert the crisis tendencies o f 
cap italism  into com pensating regional configurations o f rap id  accumulation 
and devaluation.

3 Switching crises

The sm ooth  sw itching of surpluses o f capital and labour from one region to 
an oth er create a pattern o f com pensating oscillations within the whole en­
coun ters strong barriers. Frontiers m ay become closed, pre-capitalist 
societies m ay resist prim itive accum ulation, revolutionary m ovem ents m ay 
sp rin g  up, and so  on. But barriers also arise out o f the whole contradictory 
logic o f cap ital accum ulation  itself. We now consider these more carefully.

The more open the world is to geographical re-structuring, the more easily 
tem porary  resolutions to problem s o f  overaccum ulation can be found. 
G eograp h ical expansion , like increase o f population  (see above, p. 163), 
p rov ides a strong basis for sustained accum ulation. Crises are reduced to 
m inor sw itching crises as flows and capital and labour switch from  one region 
to  another, or even reverse themselves, and spark  regional devaluations 
(which can som etim es be intense) as well as m ajor adjustm ents in the spatial 
structures (such as the transport system) designed to facilitate spatial flows.

Th e problem , o f  course, is that the m ore capitalism  develops, the m ore it 
tends to succum b to forces m aking for geographical inertia. We here en­
coun ter a version o f that contradiction that M arx  described as the dom ina­
tion o f dead over living labour. The circulation o f capital is increasingly 
im prison ed withim immobile physical and social infrastructures which are 
crafted  to su pport certain kinds o f production, certain kinds o f labour 
p rocesses, distributional arrangem ents, consum ption  patterns, and so on. 
Increasing quantities o f  fixed cap ital and longer turnover times on production 
check uninhibited m obility. The grow th o f productive forces, in short, acts as 
a barrier to  rap id  geograph ical re-structuring in exactly the sam e w ay as it 
h inders the dynam ic o f  future accum ulation by the im position o f the dead 
w eight o f  p ast investm ents. Territorial alliances, which often becam e increas­
ingly pow erful and m ore deeply entrenched, arise to protect and enhance the 
value o f capital already com m itted within the region.

A ll o f these forces interlock, strengthen the trend tow ards geographical 
inertia and so prevent rapid re-structurings in the space economy o f 
cap italism . W orse still, under pressure o f devaluation, the forces o f inertia 
may strengthen rather than loosen their grip and so  exacerbate the problem  — 
a local alliance may act to conserve privileges already won, to sustain invest­
m ents already m ade, to keep a local com prom ise intact, and to protect itself
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fro m  the chill w inds o f spatial com petition through im port an d  export 
con tro ls, foreign exchange controls and im m igration laws. N ew  spatial con­
figuration s cannot be achieved because regional devaluations are not allowed 
to  run their course. The uneven geographical developm ent o f capitalism  then 
assum es a form  that is totally inconsistent with sustained accum ulation either 
w ithin the region  or on a global scale.

T h e m ore the forces o f geographical inertia prevail, the deeper w ill the 
aggregate  crises of capitalism  becom e and the more savage will switching 
crises have to be to restore the disturbed equilibrium. Local alliances will have 
to  be dram atically  reorganized (the rise o f fascism  being the m ost horrible 
exam ple), technological m ixes suddenly altered (incurring m assive devalua­
tion o f old p lant), physical and social infrastructures totally reconstituted 
(often through a crisis in state expenditures) and the space economy of 
cap ita list production , distribution and consum ption totally transform ed. The 
cost o f devaluation  to both individual capitalists and labourers becomes 
su bstan tia l. C apitalism  reaps the savage harvest o f its own internal 
contrad iction s.

But savage though such sw itching crises can be, the total re-structuring o f 
the space econom y o f cap italism  on a global scale still holds out the prospect 
for a restoration  o f  equilibrium  through a reorganization o f  the regional 
p arts . The contradictions o f capitalism  are still contained within the global 
structures o f uneven geographical development.

4 Bu ild in g new arrangem ents to co-ordinate sp atia l integration and 
geograph ical uneven developm ent

N o t all form s o f  geographical uneven developm ent and spatial expansion 
dim inish problem s o f overaccum ulation. Indeed, spatial configurations are as 
likely to contribute to the problem  as resolve it. This focuses our attention 
upon  the co-ordinating m echanism s that shape spatial configurations and 
cap ita l flow s. W e show ed in chapter 12, for exam ple, that the geographical 
m obility  of m oney, com m odities, production capital and labour pow er de­
pend upon the creation o f  fixed and immobile physical and social in­
frastructures. H ow  can the latter be changed to accom m odate the expanding 
vo lum es o f cap ital in m otion?

N ew  tran sport and com m unications system s can be built, we saw  in 
ch apter 8, using overaccum ulated capital, albeit at the cost o f some devalua­
tion  o f cap ital em bodied in time past. The new investments stand to be 
devalued only if the anticipated expansions fail to m aterialize in the expected 
sp atia l configuration , or if further com peting investments are piled too 
rap id ly  on top of each other. The pace o f transform ation in transport and 
com m unications system s is constrained by such considerations. They cannot 
necessarily  expand fast enough to accom m odate the needs of continuously
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accelerating quantities o f  com m odity movement into new regions. The fixed 
sp a tia l structures required to overcom e space themselves become the spatial 
barriers to be overcom e.

The sam e observation  applies to those social and organizational in­
frastru ctu ra l arrangem ents which, we earlier saw , tend to exhibit a nested 
hierarchical structure, characterized by all kinds o f untidy overlaps and 
discontinuities, but which can link the local and particular with the global 
and universal aspects o f labour under capitalism . Indeed, much o f the seem­
ing untidiness of these arrangem ents reflects the fact that they are continu­
ously  in process o f transform ation . The dram atic increase in the volume o f 
w orld  trade and capital flow put im m ense pressure upon the international 
m onetary  and financial system, for example. W hole new levels have been 
created  within the hierarchy (central banks and international m onetary in­
stitutions) and new pow er relations between the levels have come into being. 
M u ltin ation al com panies have similarly fum bled tow ards new form s o f 
organ ization  to cope with continuously changing circumstances. Political 
and adm in istrative systems are likewise alw ays under pressure to aapt.

Such hierarchical structures do not instantaneously adapt to capitalism ’s 
needs, how ever. T o  begin with, each set o f institutions adjusts in the light of 
the p articu lar interests o f  those that run them as w ell as in response to 
extern al pressure. M u ltin ation al corporations act to secure access to raw  
m ateria ls, m arkets and labour pow er; seek to cover space and exclude 
com petition ; and are as much interested in m onopolization as they are in 
co -ord inating particu lar with g lobal requirements. Once in a position to 
m an age scarcity, they may sim ply organize international trade and even 
w hole patterns of uneven geographical developm ent in their own narrowly 
defined interest. They are likely to use their pow er to thieve, appropriate and 
ca jo le  as much surplus value as possible from  others. The same is true for 
b an k ers (at whatever level in the hierarchy), politicians, adm inistrators, and 
so on. A ppropriation  o f this sort disrupts the co-ordinations and m ay necessi­
tate the creation o f ever newer layers within the hierarchy to discipline the 
others.

Even w hen not succum bing to pure venality, the m anagers within this 
h ierarchical system possess enough pow er often to influence both the pace 
and direction  o f geographical expansion. This is particularly true o f vast 
en terprises, the m ajor financial institutions and the state, which has the 
n om inal pow er to control flows of capital and labour power in accordance 
with the interests o f the territorial alliance that rules it. Com petition between 
states (or other units) or pow er struggles between levels within the hierarchy 
have m ark ed  effects upon patterns o f uneven development. Furtherm ore, the 
h ierarch ical structures are not independent o f each other: the evolution of 
m ultin ation al corporation s depended upon new international monetary 
arran gem en ts and new form s of state intervention, for exam ple. The integra­
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tions im ply that pow er struggles over who is to exercise what co-ordinating 
function  are endem ic. And such pow er struggles are often fought out with 
to ta l d isregard  for the needs o f  capitalism  in general.

But even if the abuses were n o t there, the underlying tension between fixity 
an d  m obility  — which spaw ned the hierarchical arrangem ents in the first place 
— w ould  remain unresolved. The stability o f co-ordinating arrangem ents is, 
a fter  all, a vital attribute in the face o f perpetual and incoherent dynamism. A t 
som e p o in t the tension betw een the tw o is bound to snap.

A t such poin ts a crisis in the co-ordinating m echanism s ensues. The nested 
hierarchical structures have to be reorganized, rationalized and reformed. 
N ew  m onetary  system s, new political structures, new organizational forms 
for cap ital have to be brought into being. The birth pangs are often painful. 
B ut only in this w ay can institutional arrangem ents grow n prolifigate and fat 
be brough t into tighter relation to the underlying requirements o f accum ula­
tion. If the reform s turn out well, then co-ordinations that absorb overac­
cum ulation  through uneven geographical developm ent at least appear possi­
ble. If they fail, then the uneven developm ent that results exacerbates rather 
than  resolves the difficulties. A global crisis ensues. The only solution is a total 
re-structuring o f the relations within the capitalist m ode o f production, 
including the hierarchical co-ordinating arrangem ents.

VI B U I L D I N G  T O W A R D S  G L O B A L  C R IS E S

Uneven geograph ical developm ent an d  expansion  cannot possibly cure the 
internal contrad ictions to which capitalism  is heir. The problem s of 
cap ita lism  cannot, therefore, be resolved through the instant m agic o f some 
‘sp atia l fix ’ . Yet it is im portant to recognize that more general crises arise out 
o f  the chaos and confusion  o f  local, particu lar events. They build upw ards on 
the b asis  o f concrete individual labour processes and m arket exchanges into 
g lob a l crises in the qualities o f abstract labour, in the value form. The 
tem poral and spatial constraints on turnover time ensure that a variety of 
regional differentiations are produced en route. C rises build, therefore, 
through  uneven geographical development, co-ordinated through hierarchical 
organ ization al form s. A nd the same observation applies to the im pacts of 
devaluation . They are always felt at particular places and times and are built 
into distinctive regional, sectoral and organizational configurations. The 
im pacts can be spread and to som e degree m itigated through switching of 
flow s o f  cap ital and labour betw een sectors and regions (often sim ultane­
ously) or into a rad ical reconstruction o f physical and social infrastructures. 
G lo b a l crises build up through the im pact o f less traum atic switching crises.

G lob a l crises form , then, as ‘violent fusions o f  disconnected factors operat­
ing independently o f  one another yet correlated’ (Theories o f  Surplus Value,
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p t 3, p. 120). T o  explore this p rocess o f fusion m ore concretely, we adopt 
som e rather drastic sim plifying assum ptions. A ssum e that the globe is divided 
into regional econom ies ‘operating independently yet correlated’ . The re­
gions are connected by flows o f capital and labour pow er under the aegis of 
h ierarchically  structured organizational arrangem ents which are neutral as to 
their effects. Rhythm s o f  accum ulation vary from  one region to another. The 
tendency tow ards overaccum ulation and devaluation is, however, universal 
to  all regions. Each region is therefore periodically forced to seek some 
tran sform ation  in its external relations which will alleviate the discom fort of 
crises o f devaluation  within itself.

M a rx  w as fully aw are o f the existence o f  such situations. He notes, for 
exam ple , that under conditions o f overaccum ulation the English ‘are forced 
to  lend their capital to other countries in order to create a market for their 
co m m od ities’, that cap ital has ‘to put on seven league boots’, break through 
sp atia l barriers, and so to reach a ‘developm ent o f the productive forces 
which could  only be achieved very slowly within its own limits’ (Theories o f  
Su rp lu s Value, p t 3 , p. 122 ; G rundrisse, p. 416). Whether or not crises 
d issip ate  or build through such m echanism s becom es the problem  to be 
so lved . A nd the answ ers are as various as the m eans open to capitalists in one 
region  to  d ispose o f  their overaccum ulated capital in another. We take up 
each possib ility  in turn.

1 E xtern al m arkets and underconsum ption

If overaccum ulated  cap ital in Britain is lent as m eans o f paym ent to Argentina 
to buy up the excess com m odities produced in Britain, then the relief to 
overaccum ulation  is at best short-lived and the general prospects for avoiding 
devaluation  negligible. Pursuit o f such a strategy assum es that the crises of 
cap italism , which are partially  m anifest as an apparent lack o f effective 
dem an d, are entirely attributable to underconsum ption. M arx  is as firm in his 
rejection  o f  the interregional version o f  this argum ent as he is o f the original. 
All that happens, he suggests, is that the effects o f overaccum ulation prolif­
erate over space during the credit-fuelled phase o f the upswing and are 
registered as a growing gap  between the balance o f trade and the balance of 
p aym en ts betw een regions. When the credit system collapses back onto its 
m onestary  basis, as M arx  insists it must, then the sequence o f events is 
m odified  by these interregional balances. H e describes a typical sequence this 
w ay:

The crisis m ay first break out in England, the country which advances 
m ost o f the credit and takes the least, because the balance of paym en ts. . .  
w hich m ust be settled imm ediately, is infavourable, even though the 
general balance o f  trade is favourable. . . . The crash in England,
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in itiated and accom panied by a gold drain, settles England’s balance of 
p a y m e n ts .. . . N o w  comes the turn o f  som e other country. . . .

The balance o f  paym ents is in times o f  crisis unfavourable to every 
nation . . .  but always to each country in succession, as in volley-firing.. . .
It then becom es evident that all these nations have simultaneously 
over-exported  (thus over-produced) and over-im ported (thus over­
traded), that prices were inflated in all o f them, and credit stretched too 
far. And the sam e break-dow n takes place in all o f  them.

The costs o f devaluation are then forced back on to the initiating region by;

first sh ipp in g aw ay  precious m etals; then selling consigned com ­
m odities a t low  prices; exporting com m odities to dispose o f them or 
obtain  m oney advances on them at home; increasing the rate o f interest, 
recalling credit, depreciating securities, disposing o f foreign securities, 
attractin g foreign capital for investment in these depreciated securities, 
and finally bankruptcy, which settles a m ass o f  claims. (C apital, vol. 3, 
pp . 4 9 1 - 2 ,  517))

T h e sequence soun ds dism ally fam iliar. N o  prospect here, evidently, o f  a 
‘sp atia l f ix ’ to cap italism ’s contradictions. Yet the world is manifestly a 
com plicated  p lace , so that even here possibilities arise that can at least 
p o stp o n e  the inevitability o f  crises. If, fo r exam ple, Argentina has abundant 
go ld  reserves but England none, then excess com m odities produced in the 
latter country can be paid  for with specie. Balances are m aintained through 
interregional transfers o f specie. This can attenuate the process o f crisis 
form ation . But in the long run it can have no m ore effect than invoking the 
go ld  p rodu cers as the grand stabilizers o f the circulation process o f capital as 
a w hole (see above, pp. 9 3 —6).

A m ore intriguing possibility  arises when capitalism  becom es highly depen­
dent upon  trade with non-capitalist social form ations. Circum stances can 
indeed arise, M arx  concedes, in which ‘the capitalist m ode o f production is 
cond itional on m odes of production  lying outside o f its own stage o f develop­
m ent’ (C ap ita l, vol. 2, p. 110). The degree o f  relief afforded thereby depends 
on the nature o f the non-capitalist society and its capacity to integrate into the 
cap ita list system through com m odity and money exchanges. But crisis form a­
tion is checked only if the non-capitalist countries ‘consum e and produce at a 
rate  that suits the countries with capitalist production ’ (C apital, vol. 3, 
p . 2 5 7 ). A n d  h o w  can that be done without engaging in  the politics and 
econ om ics o f im perialist dom ination? And even then, there are contradic­
tions involved which m ake such a resolution tem porary. ‘You cannot con­
tinue to inundate a country with your m anufactures, unless you enable it to 
give you som e produce in return .’ Hence, ‘the m ore the [British] industrial 
interest becom e dependent on the Indian m arket, the more it felt the necessity 
of creating fresh productive pow ers in India, after having ruined her native
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in d u stry ’ (On C olonialism , with Engels, p. 52). It is no longer a matter of 
seeking extern al relief through trade, but o f forging new systems o f produc­
tion b ased  on new social relations in new regions. We now take up that 
p ro sp ec t directly.

2 The export o f  cap ita l fo r production

Su rplu s capital lent abroad  as m eans o f purchase (rather than as means of 
paym ent) contributes to the form ation  o f new productive forces in other 
regions. An external m ove o f this sort has an entirely different relation to the 
general p rocess o f  overaccum ulation. It accords with M a rx ’s argum ent that 
the realization  problem  can be resolved only through an expansion o f p ro­
duction . But it then sim ply transfers the d ilem m as o f ‘accum ulation for 
accum u lation ’s sake, production  for production ’s sake’ to other regions at 
the sam e time as it intensifies overaccum ulation at home. ‘If capital is sent 
a b ro a d ,’ M arx  argues, ‘this is not done because it absolutely could not be 
app lied  at home, but because it can be em ployed at a higher rate o f profit in a 
foreign  coun try ’ (C ap ital, vol. 3, p. 256). The effect is to increase the average 
rate of profit (Theories o f  Surplus Value pt 2, pp. 4 3 6 - 7 )  and hasten the 
tendency tow ards falling profits in the long run (C ap ital, vol. 3, p. 237). The 
sam e result is achieved if expanding production abroad  cheapens the ele­
m ents o f constant capital and w age goods in the home market. The value 
com position  o f cap ital tem porarily declines and the rate o f exploitation 
increases. Even m ore capital is produced as a result.

Th e im plication is that overaccum ulation at home can be relieved only if 
su rp lus money capital (or its equivalent in commodities) is sent abroad to 
create fresh productive forces in new regions on a continuously accelerating 
b asis. Furtherm ore, the productive forces have to be used in a certain way if 
cap ita l is to be reproduced. The social relations appropriate to capitalism  — 
w age lab o u r -  have to be in place and capable of a parallel expansion. 
G eograph ical expansion o f the productive forces therefore means expansion 
o f the pro letariat on a global basis. We arrive back at the proposition (see 
ab ove , p . 163) that crises o f  capitalism  are less intense under conditions o f 
rap id  increase in the labour force, through either prim itive accum ulation or 
n atu ra l increase. W e w ill take up the deeper im plications o f  that shortly.

E x p o rt o f the productive forces m eans export o f the whole package o f the 
cap ita list mode o f production  which includes m odes o f distribution and 
consum ption . This appears to be the only way to resolve the overaccum ula­
tion  problem  of capitalism . It spaw ns a variety o f  regional effects, depending 
upon  the relations between regions and the conditions prevailing in each.

Th e destruction  o f pre-capitalist form s o f econom y and industry through 
com petition  o f machine m anufactures (aided by cheap transport costs) ‘forci­
bly converts’ countries into raw  material suppliers. ‘A new and international
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division  o f  labour, a division suited to the requirements o f the chief centres o f 
m odern  industry, sp rin g s up, and converts one part o f the globe into a chiefly 
agricu ltu ral field o f production , for supplying the other part which remains a 
chiefly industrial field’ (C ap ita l, vol. 1, p. 451). If the territorial division of 
lab o u r rem ains constant, however, then the circulation o f capital will alm ost 
certain ly generate deeper and deeper sw itching crises in flows o f  capital and 
lab o u r betw een them. The only solution is a  further transform ation in the 
territorial division o f labour based upon an intensification o f  the capitalist 
m ode o f p roduction  within the new region. M arx  expected such a transfor­
m ation  in India:

w h en  y ou  have introduced machinery into the locom otion o f a country, 
w hich p osseses iron and coals, you are unable to withold it from  its 
fabrication . . . . The railways system will therefore become, in India, 
truly the forerunner o f  m odern industry . . . [which] will dissolve the 
hereditary  d ivisions o f labour, upon which rest the Indian castes, those 
decisive im pedim ents to Indian progress and Indian power. . . . The 
b ou rgeo is period  of history has to create the m aterial basis o f the new 
w orld . . . . Bourgeois industry and commerce create these material 
cond itions o f a new world in the sam e w ay that geological revolutions 
have created the surface o f the earth. (On Colonialism , with Engels) 
p p . 8 5 - 7 )

T h e  anticipated  transition w as long delayed in India by a m ixture of 
internal resistance to cap italist penetration and im perialist policies imposed 
by the British. The theoretical point, however, is that, if such transitions are 
b locked  for whatever reasons, then the capacity o f the home country to 
d isp ose  of further overaccum ulated capital is also  in the long run blocked. 
Th e sp atia l fix is negated and global crises are inevitable. The unconstrained 
grow th of cap italism  within new regions — the United States and Jap an  
im m ediately  spring to  m ind — is, therefore, an absolute necessity for the 
survival o f cap italism . These are the fields in which excess overaccum ulated 
cap ita ls can m ost easily be absorbed in w ays that create further market 
open in gs and further opportunities for profitable investment. But we here 
encounter d ilem m as o f another sort. The new productive forces in new 
regions p ose  a com petitive threat to hom e-based industry. Furthermore, 
cap ita l tends to overaccum ulate in the new region, which is forced to look to 
its ow n sp atia l fix in order to avoid internal devaluations.

D evalu ation  is the end result, no m atter what. The hom e country is faced 
with a ‘catch -22 ’ . The unconstrained development o f capitalism in new 
region s caused  by cap ital exports brings devaluation at home through inter­
n ation al com petition. C onstrained developm ent abroad  limits international 
com petition  but b locks o ff opportunities for further capital export and so 
sp ark s internally generated devaluations. Sm all w onder, then, that the m ajor
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im perialist pow ers have vacillated in their policies between ‘open  d o or’, free 
trade , and autarky within a closed em pire.11

N evertheless, within these constraints all kinds o f  options exist. The 
‘h istorical m ission ’ o f the bourgeoisie is not accom plished overnight, nor are 
the ‘m aterial conditions of a new w orld ’ created in a day. The intensification 
and sp read  o f cap italism  is a long drawn-out revolutionary transform ation 
accom plish ed over successive generations. While local, regional and switch­
ing crises are norm al grist for the w orking out of that process through uneven 
geograp h ical developm ent, the building o f global crises — usually experienced 
initially as switching crises o f increasing intensity — depends upon the exhaus­
tion  of possib ilities for further revolutionary transform ation along capitalist 
lines. A nd that depends not upon the propagation  o f new productive forces 
acro ss the face o f the earth, but upon the supply o f fresh labour power. It is to 
that p rosp ect that we now  turn.

3 The expansion o f  the proletariat and prim itive accum ulation

Beneath all o f the nuanced shifts in the international division o f labour, in 
technology and organization  and in the distribution o f productive forces, lies 
a basic  M arx ian  proposition : the accum ulation o f  capital is increase o f the 
p ro le taria t (C ap ita l, vol. 1, p. 614). The central point o f  M arx ’s implied 
disagreem en t with H egel, for exam ple, is not that colonization can afford  no 
tem porary  relief to the contradictions o f capitalism , but that it can only do so 
if it is accom panied  by prim itive accum ulation. The significance o f that last 
ch apter to  the first volume o f C ap ita l now strikes hom e with redoubled force. 
The accum ulation  o f  capital is increase o f  the proletariat, and that means 
prim itive accum ulation  o f som e sort or another.

But prim itive accum ulation  com es in many guises. The penetrations of 
m oney form s and commerce exercise a ‘m ore or less dissolving influence 
everyw here on the producing organization which it finds at hand and whose 
d ifferent form s are mainly carried on with a view to use value’ (C apital, vol. 3, 
p p . 3 3 1 —2; G run drisse, pp. 2 2 4 —5). But the form  o f  labour process and the 
so c ia l re lations o f production  that result vary considerably depending upon 
the initial conditions. The ‘classica l’ account o f primitive accum ulation that 
M a rx  sets out in C apital is open to repetition elsewhere only to the degree that 
rough ly  p arallel conditions are encountered. M arx  himself recognized some 
of the possib le  variations. Plantation colonies, run by capitalists on the basis 
o f slave labour, produced for the w orld m arket and were formally integrated 
into cap italism  w ithout being based on w age labour.

N o  m atter how  large the surplus produ ct [extracted] from  the surplus
lab o u r o f their slaves in the sim ple form  o f cotton or corn, they can

11 G ardner’s (1964) study o f ‘New D eal’ diplomacy on the part o f the United States 
captures the essence o f this conflict very well.
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adhere to this sim ple undifferentiated labour because foreign trade 
enables them to convert these simple products into any kind o f use 
value. (Theories o f  Surplus Value, pt 2 , pp. 3 0 2 - 3 ;  pt 3, p. 243)

M o d es of exp loitation  in traditional peasant-based societies can also be 
converted into realm s of form al rather than real subsum ption under capital. 
The w hole debate, which M arx  in p art presaged, over the A siatic m ode o f 
p rodu ction  and the direct conversion o f state pow ers into form s o f state 
cap ita lism  p oses a sim ilar problem . Even what M arx  called ‘the colonies 
p ro p er ’ — such as ‘the United States, A ustralia, etc.’ — do not escape from 
subtle nuances within the general fram ew ork o f prim itive accumulation. 
‘H ere ’, says M arx ,

the m ass o f  the farm ing colonists, although they bring w ith them a 
larger or sm aller am ount of capital from  the m otherland, are not 
cap italists, nor do they carry on capitalist production. They are more or 
less p easan ts who work themselves and whose main object . . .  is to 
p rodu ce their own liv e lih ood .. . .  They are, and continue for a long time 
to be, com petitors of the farm ers who are already producing more or 
less capitalistically . (Theories o f  Surplus Value, pt 2, pp. 2 0 2 —3)

There the cap italist regim e everywhere com es into collision with the 
resistance of the producer, w ho, as owner o f his own conditions of 
labour, em ploys that labour to enrich himself, instead o f the capitalist. 
The contradictions o f  these tw o diam etrically opposed economic 
system s, m anifests itself here practically in the struggle between them. 
W here the cap italist has at his back  the pow er o f the mother-country, he 
tries to clear ou t o f  his w ay by force, the m odes o f production and 
app rop riation , based on the independent labour o f the producer. {C api­
tal, vol. 1, p. 765)

It takes m any generations before the labourer is  ultimately made ‘free’ a s  a 
p ure w age labourer. There are many interm ediate steps on that road, many 
interm ediate form s the social relations of production can acquire. And each 
p ay s its due to capital in the form  o f  at least a surplus product. But as the 
revolu tion ary  pow er o f  capitalism  gathers strength, so  the intermediate form s 
give way to wage labour pure and simple. N ew  rounds o f primitive accum ula­
tion attack  and erode social relations o f production achieved through preced­
ing roun ds. The uneven geographical developm ent o f that process is etched in 
the ann als o f human history ‘in letters o f blood and fire’. Violent and episodic 
guerilla  struggle, fought on a highly varied terrain and under all m anner of 
so cial conditions, periodically erupt into m ajor confrontations between the 
representatives of opposed  econom ic systems. Thus is the social and human 
geograp h y  o f the new w orld created to match the new m aterial conditions 
la id  down there.

B ut a s  cap italism  exh austs the possibilities fo r primitive accum ulation at
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the expense o f  pre-capitalist and intermediate social form ations, so it has to 
lo o k  elsew here for fresh sources of labour pow er. In the end it has only one 
p lace  to go. It has to cannibalize itself. Som e capitalists, while remaining 
nom inally  in control o f their own m eans o f production, become form ally 
su bord in ate  to other capitalists — chiefly via the credit system but also 
through  patterns of tied sub-contracting to larger firms or dependency upon 
m o n op oly  sources o f supply. O thers are forced into the proletariat directly, 
som etim es on a part-tim e and sometimes on a full-time basis, through height­
ened com petition  and bankruptcy. Other layers within the bourgeoisie 
likew ise lose their form er independence and becom e mere w age labourers, 
a lbeit w ithin a finely graded hierarchical system.

M a rx  w as well aw are, o f course, that cap italists stood to be pro- 
letarianized, but m ainly confined attention to phases o f devaluation that are 
a lw ays, to som e degree or other, phases o f prim itive accumulation at the 
expen se o f  already existing capitalists (C ap ital, vol. 1, p. 626). The deepening 
and w idening o f crises into global configurations transform s the cannibalistic 
tendencies o f cap italism  into so  m any m odes o f m utually assured destruction, 
to  be periodically  unleashed as the ultimate form  o f devaluation.

4  The export o f  devaluation

A t tim es o f savage devaluation, interregional rivalries typically degenerate 
into  struggles over w ho is to bear the burden o f devaluation. The export o f 
unem ploym ent, o f  inflation, o f idle productive capacity  becom e the stakes in 
the gam e. T rade  w ars, dum ping, interest rate w ars, restrictions on capital 
flow  and foreign exchange, im m igration policies, colonial conquest, the 
su b ju gatio n  and dom ination  o f tributary econom ies, the forced reorganiza­
tion o f the division o f labour within econom ic em pires, and, finally, the 
physical destruction and forced devaluation o f a rival’s capital through w ar 
are som e o f the m ethods at hand. Each entails the aggressive m anipulation o f 
som e aspect o f econom ic, financial or state  pow er. The politics o f im ­
perialism , the sense that the contradictions o f capitalism  can be cured 
through  w orld  dom ination  by som e om nipotent pow er, surges to the 
forefron t. The ills o f  capitalism  cannot so  easily be contained. Y et the 
degeneration  o f  econom ic into political struggles plays its part in the long-run 
stab ilization  o f capitalism , provided enough capital is destroyed en route. 
Patriotism  and nationalism  have m any functions in the contem porary world 
and may arise for diverse reasons; but they frequently provide a m ost conve­
nient cover fo r the devaluation o f both capital and labour. We will shortly 
return  to  this aspect o f m atters since it is, I believe, by far the m ost serious 
threat, not only to  the survival o f capitalism  (which matters not a jot), but to 
the survival of the hum an race.
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VII I M P E R I A L I S M

M a rx  never p rop osed  a theory o f  im perialism . H e presum ably would have 
confron ted the subject in p roposed  books on the state, foreign trade and the 
w orld  m arket (Selected Correspondence, with Engels, pp. 112—13). In the 
absence o f such w orks we are left to speculate as to how  he m ight have 
integrated the them es o f  im perialism , w rit so large in the history of 
cap ita lism , w ith the theory o f accum ulation.

Studies o f  im perialism  since M arx  have contributed much to our under­
stan d in g  o f history but have been hard put to ground their findings in M a rx ’s 
ow n theoretical fram ew ork. The result has been the construction o f not one 
theory o f  im perialism  but a whole host o f representations on the m atter.12 
W hen directly grounded in M a rx ’s thought a t  all, they tend to  appeal to  one 
o r other aspect only — the quest for foreign m arkets, the export o f surplus 
cap ita ls, prim itive accum ulation, uneven geographical developm ent or w hat­
ever — rather than to theory as a whole. In other cases they claim to go beyond 
M a rx  and to  rectify om issions and supposed errors. M uch o f this literature is 
both  pow erful and pursuasive. It constitutes a m oving testim ony to the 
depred ation s w rought in the nam e o f hum an progress by a rapacious 
cap italism . It also captures the immense com plexity and richness o f human 
interaction  as diverse peoples o f the w orld with equally diverse histories, 
cu ltures and m odes o f production are forged into an akw ard and oppressive 
unity under the banner o f the capitalist law o f value.

Th e dom inant im agery within this literature dram atically unifies them es of 
exp lo ita tion  and ‘the spatial fix ’. Centres exploit peripheries, m etropoli 
exp lo it hinterlands, the first w orld subjugates and mercilessly exploits the 
third, underdevelopm ent is im posed from  without, and so on. Class struggle 
is resolved into the struggle o f  peripheral social form ations against the central 
source o f oppression . The countryside revolts against the city, the periphery 
aga in st the centre, the third w orld against the first. So pow erful is this spatial 
im agery  that it flow s back  freely into the interpretation o f the structures even 
in the heart o f capitalism . R egional underdevelopm ent in advanced capitalist 
countries is seen as a coherent process o f exploitation o f regions by a dom in­
ant m etropolis which itself m aintains ghettos as ‘internal neo-colonies’ . The 
lan gu age o f C apital appears to be displaced by an equally compelling imagery 
of exp lo itation  o f  people in one place by those in another.

Th e challenge is to reconstitute w hat som etim es appear as antagonistic 
lines o f thought and to integrate them into a single theoretical frame o f 
reference. A s things stand, the links a re  either founded in em otion, founded 
through  appeal to  the facts o f  exploitation, or else are projected on to the 
highest p ossib le  p lanes o f abstraction  by conceiving o f imperialism as the 

12 See the surveys by Barratt-Brown (1974), Kemp (1967) and Amin (1980).



4 4 0 C R I S I S  IN T H E  S P A C E  E C O N O M Y  OF C A P I T A L I S M

violent confrontation  between capitalism  and other m odes o f  production (or 
so cial form ation s), w hich then becom e ‘articulated ’ one upon another in 
p articu lar configurations at different p laces and tim es, depending upon the 
ou tcom e of the struggles w aged. The third approach, which both L u x­
em bou rg  and Lenin share, is to see im perialism  as the external expression, 
dom in an t at a particu lar stage in capitalism ’s history and achieved under the 
aegis o f finance capitalism , o f  the internal contradictions to which capitalism  
is system atically  prone. Such writers appeal directly to the idea o f  ‘the spatial 
fix ’ but explain M a rx ’s neglect o f the topic simply as a m atter o f history 
out-datin g the m aster. N on e o f these approaches is very satisfactory. Im­
p erialism  w as alive and well in M arx ’s own time and w as frequently com ­
m ented upon in his p op u lar writings (see On C olonialism , with Engels), while 
the idea o f intersecting and conflicting m odes o f production is launched, 
a lbeit in prelim inary fashion, in the Grundrisse. It remains, then, to extend 
M a r x ’s theory o f  accum ulation to em brace the diverse theories o f those who 
seek  to represent the historical experience o f  exploitation through im ­
p erialism . I cannot take up this challenge here in all o f its fullness. But the 
so m ew h at m ore nuanced account o f the spatial dynam ics o f capitalism , as 
presented  in these last chapters, can help define a m aterial basis within the 
theory o f accum ulation  for much o f w hat p asses for imperialism.

T h e central poin t I have sought to ham m er hom e in the last two chapters is 
that the production  o f spatial configurations in necessarily an active constitu­
tive m om ent in the dynamics o f  accum ulation. The shape o f spatial configura­
tion s and the m eans for the annihilation o f  space with time are as im portant 
for u nderstanding these dynam ics as are im proved methods o f co-operation, 
the m ore extended use o f machinery, etc. All o f these features have to be 
assim ilated  within a broad  conception o f  technological and organizational 
change. Since the latter is the p ivot upon which accum ulation turns as well as 
the n exus from  which the contradictions o f  capitalism  flow, then it follow s 
th at sp atia l and tem poral expressions o f this contradictory dynamic are o f 
equal im p o rt.13

W e h ave seen  that spatial configurations are produced an d  transform ed 
through the variegated m obilities o f different kinds o f capital and labour 
p ow er (including the m otion o f  cap ital through im m obile social and physical 
in frastructures). The com plem entarities and antagonism s within the neces­
sary  unity o f  these m obilities produce an uneven, unstable and tension- 
p ack ed  geographical landscape for production, exchange and consum ption.

13 W ritings on crises, such as those surveyed by W right (1978) and Shaikh (1978) 
often neglect the geographical dimension altogether, o r treat it as an appendage, while 
writings on imperialism are often curiously naive in their conception as to how crises 
form  and proliferate within a fram ework o f  uneven development. M andel’s (1975) 
L a te  Capitalism  and Am in’s (1974) Accumulation on a  W orld Scale, though far from 
perfect, have the virtue o f keeping geographical aspects broadly in view.
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Forces o f concentration counter those o f dispersal and produce centres and 
peripheries which the forces o f  inertia can turn into relatively permanent 
features within the space econom y of capitalism . The division o f labour 
a ssu m es a territorial form  and the circulation o f capital under spatial con­
strain ts assum es regionally confined configurations. These provide a m aterial 
b asis fo r class and factional alliances to defend and enhance the value in 
m otion  within a region. In so  far as class struggle yields a terrain o f  com ­
p rom ise  betw een capital and labour within a region, organized labour may 
rally in su p port o f such alliances in order to protect jobs and privileges 
a lready  w on. The regionalization o f the circulation o f capital is accompanied 
and reinforced, therefore, by the regionalization o f class and factional 
conflict.

T h e hom ogeneity tow ards which the law o f value tends contains its own 
negation  in increasing regional differentiation. All kinds o f  opportunities 
then arise for com petition and unequal exchange between regions. M assive 
concentrations o f economic and political pow er within one region can be­
com e a basis for the dom ination and exploitation o f others. Under threat of 
devaluation , each regional alliance seeks to use others as a means to alleviate 
its internal problem s. The struggle over devaluation takes a regional turn. But 
the regional differentiations are rendered unstable thereby. Furthermore, the 
variegated  m obilities o f capital and labour pow er tend to undermine the very 
regional structures they help create. Regional alliances founder on the rock of 
in ternational com petition and the im pulsion to equalize the rate o f profit 
(particu larly  on money capital). The struggle to reduce turnover time re­
orders relative distances and m akes nonsense o f regional boundaries, which 
are highly p o ro u s anyw ay (even when patrolled by custom s and immigration 
officers). And when devaluation threatens, individual elements o f both capi­
tal and lab o u r can ju st as easily run fo r the safest havens as stay in place and 
fight to  export the costs to other regions.

The result is a chaos o f  confused and disordered m otions tow ards both 
hom ogeneity  and regional differentiation. Hierarchically structured organi­
zation s -  o f the financial and political system in particular — are essential if the 
d isorder is to  be contained. Such organizations, though lacking entirely in 
d irect creative effect, typically concentrate immense repressive pow er—finan­
cial, po litical and m ilitary -  in their upper echelons. These pow ers can be used 
to  increase the rate o f  exploitation  directly (chiefly by deploym ent o f the 
repressive arm of the state apparatus) or to redistribute surplus value already 
p rodu ced  am ong factions or regions. The struggle for control over strategic 
centres within the state, the international m onetary system, the institutions o f 
finance capital and so  on are vital preparation  if any faction or region is to 
visit the co sts o f  devaluation  on another.

There is more to im perialism  than this, o f course. Yet much o f what passes 
fo r im perialism  rests on the reality  o f exploitation o f the peoples in one region
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by those in another under the aegis o f som e superior, dom inant and repressive 
pow er. W e have now  show n that such a reality is contained in the very notion 
of cap ital itself. There is, then, a m aterial basis for the perpetuation and 
reconstitution  o f  traditional prejudices, o f  regional and national rivalries 
w ithin  an evolving fram ew ork of uneven geographical development. We can 
likew ise understand the form ation o f alliances within regions, the struggle for 
control o f hierarchically ordered institutions and periodic violent confronta­
tions betw een nations and regions. T o  say, however, that there is a ‘m aterial 
b a s is ’ w ithin the circulation o f capital for such phenom ena is not to claim that 
everything there is can be so  understood. N o r does it mean that such 
phen om ena — even when they achieve som e rough equilibrium between 
hom ogeneity  and regional differentiation, between geographical concentra­
tion and dispersal — provide a firm basis for future capital accum ulation. 
Indeed, it is n ot hard to spot a central contradiction. The processes described 
a llow  the geographical production o f surplus value to diverge from  its 
geograp h ical distribution , in much the sam e w ay that production and social 
distribution  separate. Since, as we have seen, the disjunction between produc­
tion  and distribution is one o f the rocks upon which the continuous circula­
tion o f cap ital founders, we can safely conclude, with both M arx  and Lenin, 
that the basis for crisis form ation is broadened and deepened by the processes 
we have here described. There is, in short, no ‘sp atia l fix’ that can contain the 
contrad iction s of capitalism  in the long run.

VIII I N T E R - I M P E R I A L I S T  R I V A L R I E S :  G L O B A L  W A R  AS T H E  
U L T I M A T E  F O R M  OF D E V A L U A T I O N

T w ice in the twentieth century, the w orld  has been plunged into global w ar 
through inter-im perialist rivalries. Tw ice in the space o f a generation, the 
w orld  experienced the m assive devaluation of capital through physical de­
struction , the ultim ate consum ption o f labour power as cannon fodder. C lass 
w arfare , o f course, h as taken its toll in life and lim b, m ainly through the 
violence daily  visited by capital upon labour in the w ork place and through 
the violence o f prim itive accum ulation (including imperialist w ars fought 
aga in st other social form ations in the nam e o f capitalist ‘ freedom s’ ). But the 
v ast lo sses incurred in tw o world wars were provoked by inter-imperialist 
rivalries. H ow  can this be explained on the basis of a theory that appeals to 
the c lass relation between capital and labour as fundam ental to the interpre­
tation  o f history?

T h is w as, of course, the problem  with which Lenin wrestled in his essay on 
im perialism . But his argum ent, as we saw  in chapter 10, is plagued by 
am bigu ity . Is finance capital national or international? W hat is the relation, 
then, between the m ilitary and political deploym ent o f state pow er and the
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undoubted trend within capitalism  to create m ultinational form s an d  to  forge 
g lo b a l sp atia l integration? A nd if m onopolies and finance capital were so 
pow erfu l and prone in any case to collusion, then why could they not contain 
cap ita lism ’s contradictions short o f  destroying each other? W hat is it, then, 
that m ak es inter-im perialist w ars necessary to the survival o f capitalism ?

T h e ‘third cu t’ a t crisis theory suggests an interpretation o f inter-imperialist 
w ars as constitutive moments in the dynam ics o f accumulation, rather than as 
abberation s, accidents or the sim ple product o f excessive greed. Let us see 
how  this is so.

W hen the ‘inner d ialectic’ a t  w ork within a region drives it to  seek external 
reso lu tion s to its problem s, then it m ust search out new markets, new 
opportun ities for capital export, cheap raw  m aterials, low -cost labour 
p ow er, etc. A ll such m easures, if they are to be anything other than a 
tem porary  palliative, either put a claim  on future labour or else directly entail 
an exp an sio n  o f the proletariat. Th is expansion can be accomplished through 
p o p u latio n  grow th, the m obilization o f latent sectors o f the reserve army, or 
prim itive accum ulation .

The in satiab le th irst o f  capitalism  fo r fresh supplies o f labour accounts for 
the v igour with which it has pursued primitive accum ulation, destroying, 
tran sform in g and absorb in g pre-capitalist populations wherever it finds 
them . When surpluses of labour are there for the taking, and capitalists have 
not, through com petition, erroneously pinned their fates to a technological 
m ix w hich cannot absorb  that labour, then crises are typically o f short 
du ration , mere hiccups on a  general trajectory o f sustained global accum ula­
tion , and usually  m anifest as m ild switching crises within an evolving 
structure o f uneven geographical development. This w as standard fare for 
nineteenth-century capitalism . The real troubles begin when capitalists, fac­
ing sh ortages o f labou r supply  and as ever urged on by competition, induce 
unem ploym ent through technological innovations which disturb the 
equilibrium  between production  and realization, between the productive 
forces and their accom panying social relations. The closing o f the frontiers to 
prim itive accum ulation , through sheer exhaustion o f possibilities, increasing 
resistance on the p art o f pre-capitalist populations, or m onopolization by 
som e dom inan t power, has, therefore, a trem endous significance for the 
long-run stability  o f  capitalism . This w as the sea-change that began to be felt 
increasingly  as capitalism  moved into the twentieth century. It w as the 
sea-change that, far more than the rise o f m onopoly or finance form s of 
cap italism , p layed the crucial role in pushing capitalism  deeper into  the mire 
o f g lob a l crises and led, inexorably, to the kinds o f  primitive accum ulation 
and devaluation  jointly w rought through inter-capitalist wars.

The m echan ism s, as alw ays, are intricate in their details and greatly con­
fused  in actual historical conjunctures by innum erable cross-currents o f 
conflicting forces. But we can construct a sim ple line o f argum ent to illustrate
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the im portant poin ts. A ny regional alliance, if it is to  continue the process o f 
accum ulation , m u st m aintain  access to  reserves o f labou r as well as to  those 
‘ forces of nature’ (such as key m ineral resources) that are otherwise capable 
o f m onopolization . Few problem s arise if reserves o f both exist in the region 
w herein m ost local capital circulates. When internal frontiers close, capital 
has to look  elsewhere or risk  devaluation. The regional alliance feels the stress 
betw een capital em bedded in place and capital that moves to create new and 
perm an en t centres o f  accum ulation elsewhere. Conflict between different 
regional and national capitals over access to labour reserves and natural 
resou rces begins to be felt. The themes o f internationalism  and multilater- 
ialism  run hard up against the desire for autarky as the means to preserve the 
p ositio n  of som e particu lar region in the face o f  internal contradictions and 
external p ressures — autarky o f the sort that prevailed in the 1930s, as Britain 
sealed in its Com m onw ealth  trade and Japan  expanded into M anchuria and 
m ain lan d A sia , G erm any into eastern Europe and Italy into Africa, pitting 
d ifferent regions against each other, each pursuing its own ‘spatial fix ’. Only 
the United States found it appropriate to pursue an ‘open door’ policy 
fou nded  on internationalism  and m ultilateral trading. In the end the w ar was 
fou gh t to contain  autarky and to open up the whole world to the potentiali­
ties o f geograph ical expansion and unlimited uneven development. That 
so lu tion , pursued single-mindedly under United States’s hegemony after 
1 9 4 5 , had the advantage o f being super-im posed upon one o f the m ost savage 
bouts o f devaluation  and destruction ever recorded in capitalism ’s violent 
history . A nd signal benefits accrued not simply from  the immense destruction 
of cap ita l, but also from  the uneven geographical distribution o f that destruc­
tion . The world was saved from  the terrors of the great depression not by 
som e glorious ‘new deal’ or the m agic touch o f Keynesian econom ics in the 
treasuries o f  the w orld, but by the destruction and death o f global war.

The internationalism  and m ultilateralism  o f  the postw ar w orld appears, on 
the surface, to be very different. G lobal freedom for the movement o f capital 
(in all form s) has allow ed instant access to the ‘spatial fix ’ through geographi­
cal exp an sion  within a fram ew ork o f uneven geographical destruction. The 
rap id  accum ulation  o f  capital on this basis led to the creation and in some 
cases the re-creation o f  independent regional centres o f  accum ulation — 
G erm any, Jap an , Brazil, M exico, South-East A sia, etc. Regional alliances 
bu ild  once more and com pete for shrinking profit opportunities. The threat o f 
au tark y  loom s again. A nd with it com es the renewed threat o f global w ar, this 
tim e w aged  with w eapon s o f immense and insane destructive power, and 
oriented tow ards prim itive accum ulation at the expense o f the socialist bloc.

M a rx ists , ever since Luxem burg first w rote on the subject, have long been 
attracted  to the idea o f m ilitary expenditures as a convenient means to absorb 
su rp luses o f capital and labour power. The instantaneous obsolescence o f 
m ilitary  hardw are, an d  the easy m anipulation o f international tensions into a
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politica l dem and fo r the increase in defence expenditures, adds lustre to the 
idea. C ap ita lism , it is som etim es held, is stabilized through the defence 
budget, albeit in ways that rob society o f m ore humane and socially worth­
w hile p rogram m es. This line o f  thinking is cast, unfortunately, in the under- 
consum ption ist m ould. I say ‘unfortunately’ not so much because that in­
terpretation  is w rong, but because the present theory suggests a rather more 
sin ister and terrifying interpretation o f military expenditures: not only must 
w eapon s be bought and paid for out o f surpluses o f capital and labour, but 
they m u st a lso  be put to use. For this is the only means that capitalism has at 
its d isposa l to achieve the levels of devaluation now required. The idea is 
dreadfu l in its im plications. W hat better reason  could there be to declare that 
it is tim e fo r capitalism  to be gone, to give w ay to some saner mode of 
p rodu ction ?



Afterword

A w ork  o f this sort adm its no conclusion. The dialectical m ode o f  thinking, at 
least as I construe it, precludes closure o f the argum ent at any particular 
po in t. The intriguing configurations o f internal and external contradiction, 
which I com m ented upon in the Introduction, force the argum ent to spin 
on w ard s and outw ards to all m anner o f  new terrain. The opening o f new 
qu estio n s to be answered, new paths for enquiry to take, provokes sim ultane­
ously  the re-evaluation o f basic concepts — such as value — and the perpetual 
re-casting o f the conceptual apparatus used to describe the world. Perhaps the 
m o st extraord in ary  insight to be gained from  a careful study o f  M arx  is the 
intricate fluidity of thought, the perpetual creation o f new openings within 
the corpu s o f  his writings. Strange, then, that bourgeois philosophers fre­
quently depict M arx ist science as a closed system, not amenable to the 
verification procedures with which they seek to close out their own hypo­
theses into universal and unchallengable truths. Strange, also, that many 
M a rx is ts  convert deeply held and passionately felt commitments into 
doctrinaire dogm atism , as closed to  new openings as traditional bourgeois 
m odes o f thought, when M a r x ’s own w ork totally belies such closure.

E ach  ending should , in truth, be viewed as but a new beginning. It is hard 
fo r mere m ortals to  accept that truth, let alone to  struggle and play with its 
im plications in creative ways. Unfortunately, there is, as M arx  him self 
observed , ‘no royal road to science’, and it is indeed a ‘fatiguing clim b’ to 
reach the ‘lum inous sum m its’ o f knowledge. Though potentially endless, it is 
n ot, how ever, a seam less web o f argum ent we seek to spin. Dim form s emerge 
from  initial shadow s o f mystification, take firmer shape asdifferentfeatures are 
illum ined from  new vantage points, studied from  new conceptual ‘w indow s’ 
open ed  up. It is a far from  form less set o f relationships that we com e to 
discern. B ut if each end is but a beginning, then the efforts o f  preceding pages 
sh ou ld  lead us to consider new path s to take, new concepts to construct, new 
relation sh ips to explore. The purpose o f this Afterw ord is to take up such 
questions.



A F T E R W O R D 4 4 7

The crucial com m odity for the production o f surplus value, labour power, 
is itself p rodu ced  and reproduced under social relations over which capitalists 
have no direct control. It is odd that M arx  did not pay  closer attention to this 
p a ra d o x  in all its multiple dim ensions. There is more to it, o f course, than a 
sim ple exp loration  of the relations between tem poral rhythms o f dem o­
grap h ic  grow th in different regions and the spatial dynamics o f accum ula­
tion , though this would be a useful point to start, since long-run accum ula­
tion  alw ays presupposes an expansion  o f the proletariat. We should never 
forget, how ever, that though labour pow er is a com m odity the labourer is 
not. And though capitalists m ay view them as ‘h an ds’ possessed o f stom achs, 
‘ like some lowly creature on the sea-shore’ , as Dickens once put it, the 
lab ou rers them selves are hum an beings possessed o f all manner o f senti­
m ents, hopes and fears, struggling to fashion a life for themselves that 
contain s at least m inim al satisfactions. The conditions o f production and 
reproduction  o f labour pow ers o f different quantity and quality exist at the 
very centre o f that life. A nd though susceptible o f  all manner o f  influence 
through bourgeois institutions and culture, nothing can in the end subvert the 
control w orkers exercise over certain very basic processes o f their own 
reprodu ction . Their lives, their culture and, above all, their children are for 
them  to  reproduce.

H isto rian s, both M arx ist  and other, have paid  great attention to these 
them es in recent years, while M arxist students o f  the urban process are fond 
of view ing the city as the locus of reproduction of labour power. Studies of the 
w ork in g-class fam ily, com m unity, culture, stratification and social life in all 
its m an ifest com plexity now  abound. And the emergence o f a strong feminist 
critique has m ade fo r new insights and contributions. Such studies are in 
desperate need o f  synthesis: indeed this is perhaps the m ost urgent task 
M  arx ian  theory faces. It is, furthermore, a task that m ust be undertaken in the 
clear know ledge that the reproduction o f labour pow er through the lived life 
o f the w ork in g classes is a quite different dim ension to  the analysis o f the 
cap ita list m ode o f  production . It is not a mere addendum to w hat we already 
know , but constitutes a fundam entally different point o f departure to that 
u p on  which the theory o f C ap ital is based. The starting point is not the 
com m odity , but a sim ple event — the birth o f  a working-class child. The 
su bsequ en t processes o f socialization  and instruction, o f learning and being 
discip lined , may transform  that human being into som eone who has a certain 
cap acity  to labou r and who is willing to sell that capacity as a commodity. 
Such  processes deserve the closest possible study.

H ow  the reproduction o f  capital through surplus value production meshes 
and intertw ines with the reproduction o f the lived life o f the labourer be­
com es problem atic. The tw o dim ensions capture, in their opposition , the 
central tension between the richness o f variegated culture and the arid 
realities of profit seeking. Som e sort o f unity must exist between the tw o if
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cap ita list society is to achieve even the sem blance o f social stability, and 
m a jo r  disjunctions m ust surely be the signal for crises m arked by serious civil 
strife. Y et neither process can easily or directly dominate the other, despite 
their m utual interdependence. M eans o f co-ordination must be found, so many 
m echanism s of m utual restraint, that somehow keep society in sufficient 
equilibrium  in its separate parts to prevent any total social collapse. This 
them e has also been explored elsewhere, largely in terms o f the relations 
betw een w ork-based  struggles and those struggles waged in the living space, 
over housing, health, education and so on. T h at there is some sort o f under­
lying unity to all such struggles is obvious. And both sides know it. W orkers 
k n o w  that m onopolizable skills learned in the community can pay off hand­
som ely both in w age rates and w ork conditions. And capitalists have long 
been aw are that if they are to dominate w orkers at the point o f production 
they m u st exercise a signal influence over them at their point of reproduction. 
But the connections are far-flung, and the m odes o f countervailing influence 
of extraord in ary  com plexity. Crises o f devaluation, which strike at capital 
an d  labou r alike, necessarily send reverberations through w ork place and 
com m unity  which m ay rock civil society to its very foundations.

Th e chief channel whereby co-ordinating and m utually restraining func­
tions can  be exercised is through the variegated institutions of the modern 
state. I have not considered the M arx ist theory o f the capitalist state in the 
presen t work, in p art because I felt that a full treatm ent o f  this controversial 
su b ject ought to  aw ait a careful analysis o f the processes o f reproduction of 
the labou rer and of labour power. Yet the capitalist state has not been totally 
neglected in preceding pages. Indeed, it has been omnipresent as the 
gu aran to r o f contracts and the freedom s o f juridical individuals, and as the 
repressive pow er that both forges and m aintains labour pow er as a com m od­
ity. The state p uts a floor under inter-capitalist competition and regulates 
cond itions o f em ploym ent. It can facilitate the centralization o f capital but 
m ay also  p lay  a role in searching out the balance between centralization and 
decentralization  that preserves stability to the value com position o f capital. It 
undertakes the production  o f  com m odities (chiefly in the built environment) 
w hich individual capitalists are unable or unwilling to furnish, however vital 
they m ay be as conditions o f further accum ulation. It uses its planning powers 
to  sh ape the space economy o f  capitalism  directly and thereby can even 
regu late  the pervasive tension between geographical concentration and dis­
persal. T h rough  the aegis o f a central bank, it plays hegemonic role in the 
su pply  of m oney o f a certain quality. Consideration o f the fiscal and monet­
ary functions of the state indicates the wide latitude o f its potential interven­
tion  in both the tem poral and spatial dynam ics o f accumulation within the 
territory  under its jurisdiction. The state system thereby becomes a vital part 
o f that battery o f  hierarchically ordered organizations linking individual 
lab o u rs into the totality expressed as abstract labour. Occupying such a
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strateg ic position , and blessed as it is with the ultim ate w eapons o f political 
and m ilitary pow er, the state becomes the central institution around which 
class alliances form . The fiscal and m onetary pow ers can then be pressed 
into the service o f such an alliance. D istributional arrangem ents can be 
m odified , investm ent in appropriation  controlled, fictitious capitals created 
and tendencies to devaluation thereby converted into inflation. The state 
becom es the central institution through which interregional conflicts are 
w orked  out, and the base from  which each regional alliance seeks its ‘spatial 
f ix ’ .

The state, in short, p lays a vital role in alm ost every aspect o f the reproduc­
tion o f capital. Furtherm ore, when government intervenes to stabilize 
accum u lation  in the face o f multiple contradictions, it succeeds only at the 
price o f internalizing these contradictions. It acquires the dubious task of 
adm in istering the necessary doses o f devaluation. But it has som e choice as to 
h ow  and where it does so. It can locate the costs within its territory through 
tough labou r legislation and fiscal and m onetary restraints. O r it can seek 
extern al relief through trade w ars, com bative fiscal and monetary policies on 
the w orld  stage, backed in the end by appeal to military force. The ultimate 
form  of devaluation  is military confrontation and global war.

W e have considered all these aspects to the m odern state in the preceding 
text. Y et they do not form  an adequate basis for a comprehensive theory of 
the state. T o o  m any elem ents are left out. The reproduction o f the labourer 
and o f  labou r pow er, the production and use o f  know ledge as both a material 
force in production  and as a w eapon for dom ination and ideological control, 
m ust all be integrated into the argum ent. And as we strive to complete this 
ta sk , tw o things becom e apparent. First, the institutions so fundam ental to 
the reproduction  o f cap ital (such as the central bank) are to some degree kept 
quite separate  from  those that deal with the reproduction o f  the labourer and 
lab o u r  pow er. But secondly, som e kind o f unity has to prevail am ong diverse 
institutions, some balance struck, if society as a w orking whole is to be 
reproduced . Th is raises questions o f  the allocation o f pow ers, o f legitimacy, 
dem ocracy  and ideology, which M arxists have confronted directly in an 
im m ense and controversial literature. Above all, our attention must then 
focu s upon the political struggle for control over the state apparatus and the 
pow ers that reside therein. C lass struggle is displaced from the point o f 
produ ction  into the political arena.

B ut an addition al problem  then arises. T he relation between capital and 
la b o u r h as by now  becom e transform ed into multiple and conflicting configu­
ration s. W e have already identified certain features within this process, as 
cap ita l and lab ou r split into different factions and sometimes reconstitute 
them elves around som e regional alliance. And as soon as we take other 
aspects o f cap italist life into account -  the form ation o f a scientific and 
technical elite, the grow th o f  m anagem ent functions, o f bureaucracy and so
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on — it often becom es alm ost im possible to discern the single capital—labour 
relation  underneath. In this regard  I think it sym bolic that the last chapter o f 
the th ird  volum e o f C ap ita l deals with the problem  of classes under 
cap ita lism . Th e position  o f the chapter is im portant, though its content 
can n o t be taken that seriously. It suggests that class configurations that 
actually  exist under capitalism  have to be interpreted as the product o f forces 
ran ged  in su p port of both the accum ulation o f capital and the reproduction of 
the labourer as bearer o f the com m odity labour power. C lass configurations 
can n o t, therefore, be assum ed a  priori. They are actively produced. The class 
re lation  between cap ital and labour — a relation which simply acknowledges 
the centrality  o f buying and selling o f labour power to economic life under 
cap ita lism  — is merely a starting poin t from  which to analyse the production 
of far  m ore com plicated class configurations unique to capitalism . The flux of 
forces at w ork within the dynamic o f capitalist history — a flux we have sought 
a t  least partially  to capture in preceding pages — creates pressures tow ards the 
fo rm ation  of new class structures and alliances (including those based on 
territory). But class allegiances, identity and consciousness are by no m eans 
in stan tan eously  m alleable. The tension which results deserves the closest 
p o ssib le  scrutiny. C lass struggle cannot be properly understood, after all, 
w ithout understanding how  class configurations and alliances are forged and 
m aintained  in the first place.

Such an approach  can help bridge w hat often appears as a m ost serious 
disjun ction  between the theorists of a purely capitalist mode o f  production 
an d  th ose  seeking to reconstruct the actual historical geographies of capitalist 
so c ia l form ations in all their rich com plexity. Theorists m ay seek to spin and 
w eave their argum ents so as to ‘locate and describe the concrete form s which 
g ro w  out o f  the m ovem ents o f capital as a w hole’, and so  ‘approach step by 
s te p ’ the concrete form s which capital ‘assum es on the surface o f society’ 
(C ap ita l, vol. 3, p. 25). In this way ‘the life o f the subject m atter’ m ay be 
‘ ideally  reflected as in a m irror’ (C apital, vol. 1, p. 19). But the conceptual 
ap p a ra tu s em bedded in such a theoretical reconstruction is by no m eans an 
id ealist abstraction . It is built up out o f  categories and relationships, like 
la b o u r pow er, surplus value (absolute and relative) and capital as process, 
forged  through actual historical transform ations — through prim itive 
accum u lation , the rise o f  money form s and m arket exchange, the fierce 
struggle fo r cap italist control within the realm of production. The categories 
them selves are born out o f an actual historical experience.

T h eory  begins when w e put these historically-grounded categories to work 
to forge new interpretations. We cannot, by this m eans, hope to explain 
everything there is, nor even procure a full understanding o f singular events. 
Th ese are not the tasks which theory should address. The aim is, rather, to 
create fram ew orks for understanding, an elaborated conceptual apparatus, 
with which to grasp  the m ost significant relationships at work within the
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intricate dynam ics of social transform ation . W e can explain as general p ro­
p o sitio n s why technological and organizational change and geographical 
reorgan ization s within the spatial division o f labour are socially necessary to 
the survival o f  capitalism . We can understand the contradictions embedded 
in such  processes and show  how  the contradictions are m anifest within the 
crisis-prone h istorical geography of capitalist development. We can under­
stan d  how new class configurations and alliances form , how they can be 
exp ressed  as territorial configurations and degenerate into inter-imperialist 
rivalries. These are the kinds o f insights that theory can yield.

B ut theory that cannot shed light on history or political practice is surely 
redu ndant. W orse still, erroneous theorizing — by no means an exclusive 
p rerogative  of the bourgeoisie — can m islead and mystify. And no theorist can 
claim  om niscience. A t some poin t or other tangible connections m ust be 
m ade betw een the w eft o f theory and the w oof o f historical geography. The 
p ersu asive pow er of the first volum e o f C apital derives precisely from the way 
in which the conceptual app aratus for theorizing supports and is supported 
by h istorical evidence. Th is is the kind o f unity we m ust continually strive to 
m aintain  and im prove upon.

Y et the separation  w ithin  this unity, properly construed, has its place. It 
can be the locus o f  a creative tension, a poin t o f leverage for the construction 
of new insights and understandings. Prem ature insistence upon the unity o f 
theory an d  historical practice can lead to p aralysis and stasis, sometimes to 
to ta lly  erroneous form ulations. W e either strive to stu ff a recalcitrant histori­
cal geography  into a dynam ic described by a few  sim plistic categories, or else 
we create new  categories, historically-grounded in such particular events that 
they can capture only the surface appearance, never the inner social meaning.

There is, then, a certain virtue in accepting and even pursuing to its utm ost 
lim its the separation  between theory and historical practice, if only because 
their uneven developm ent opens up new perspectives on the unity which 
n ecessarily  m ust prevail between them. Running on two legs is faster than 
h o pp in g  along, both legs bound together.

But, in the final analysis, it is the unity which is im portant. The m utual 
developm ent o f  theory and o f historical and geographical reconstruction, all 
p ro jected  into the fires o f political practice, form s the intellectual crucible out 
o f w hich new  strategies for the sane reconstruction o f  society can emerge. The 
urgency o f that task, in a w orld beset by all m anner o f insane dangers -  
including the threat of all-out nuclear war (an inglorious form  of devaluation, 
that) — surely  needs no dem onstration. If capitalism  has reached such limits, 
then it is for us to find w ays to transcend the limits to capital itself.
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departm ents o f  production, 8, 166—76, 
220 , 2 2 5 ,2 3 0 ,2 3 6 ,3 0 0 - 5  
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place-specific, 378, 391, 4 0 3 ,4 2 0 ,

4 2 5 - 3 1  
developers, 395, 420 
disequilibrium  (see crises), 157, 170—2, 

232 , 286 , 299, 3 0 6 - 1 5 , 3 2 5 - 9  
distribution (see capital —merchants’ ; 

interest; profit —o f enterprise; rent; 
taxes; wages), 3 6 - 7 ,  39—74, 89—94, 
100, 1 5 2 -5 , 181, 185, 18 7 ,2 3 9 ,
2 8 5 - 6 ,  298, 312 , 3 3 1 - 3 ,3 5 1 - 3 ,  
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m anagers, 1 0 8 - 9 ,1 1 5 , 1 4 6 -7 , 2 5 7 -8 ,
2 8 6 ,3 9 8  

m arket (see exchange)
capital, 1 4 5 ,2 6 5 - 7 1 ,2 7 5 - 8 1 ,  

3 0 9 - 1 2

land, 2 3 3 - 4 ,  277, 344, 347, 3 6 7 -7 2 ,
3 8 8 ,3 9 5 - 8  

w orld, 79, 9 3 - 4 , 191, 2 8 8 ,2 9 5 ,
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176, 191, 1 9 3 ,2 3 5 ,2 5 3 ,2 8 8 - 9 ,3 2 2 ,  
3 3 0 - 2 ,3 3 4 ,  3 4 3 - 5 ,3 6 1 ,  3 7 2 ,3 9 0 , 
431
pre-capitalist, 50, 9 3 ,1 4 3 , 2 3 3 ,2 5 5 , 

2 61 , 3 4 3 - 8 , 410, 433, 4 4 1 ,4 4 3  
m onetary base, 253—4, 2 9 1 —6, 300—8, 

3 1 2 - 1 5
m oney, 9 - 1 4 ,1 6 - 1 8 ,3 3 ,4 6 ,6 9 ,8 1 ,8 3 ,  

85, 87, 9 4 - 5 ,  100, 170, 17 4 ,1 8 8 ,
191, 1 9 5 ,2 0 7 ,2 2 3 - 4 ,  2 2 7 ,2 3 8 -5 1 ,
3 0 7 - 1 5 ,  338 , 348, 376, 381, 3 8 5 -7 , 
3 9 8 ,4 1 6 , 4 2 2 - 3 , 427, 4 2 9 ,4 3 3  
circulation, 12—13, 72, 145, 167,

1 7 3 - 5 , 2 1 6 - 1 8 , 2 2 4 -6 , 2 4 4 -5 2 ,
2 6 2 - 4 ,2 7 9 - 8 1 ,  293, 319, 3 4 4 ,3 7 6  

com m odity (see gold), 11—1 3 ,1 9 7 ,
2 4 2 - 6 ,2 9 4 - 5

m easure o fvalu e, 11—13, 2 4 1 -5 1 , 
2 5 4 ,2 8 0 ,2 9 2 - 6  

m edium  o f circulation, 11—1 3 ,188 ,
2 4 3 - 5 4 ,2 6 2 - 3 ,  2 9 2 -6  

paper, 2 4 4 —51, 293—4 
quality, 2 4 6 - 5 1 , 254, 2 6 9 ,2 8 0 ,

3 0 3 - 4 ,3 0 7 - 1 5 ,3 1 8 - 1 9 ,3 2 2 ,3 2 7 ,  
3 87 , 4 2 2 - 3 ,4 4 8  

quantity, 1 2 -1 3 , 2 4 4 —9



S U B J E C T  I N D E X 4 7 5

as social pow er, 12—14, 2 4 1 ,2 4 5 ,
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