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Introduction

If the first volume of Capital is the most famous and widely read, and if the second is the unknown one, the third is the most controversial. The disputes started before it was even published, as Frederick Engels indicates in his Preface. They continued after the latter brought it out in 1894, most notably in the form of a critique of Marx’s economic doctrines by the Austrian economist Eugen von Böhm-Bawerk two years later.1 They have been going on ever since. Hardly a year passes without some new attempt to refute one or other of Volume 3’s main theses, or to indicate their alleged inconsistency with Volume l.2

The reason for these insistent polemics is not hard to discover. Volume 1 concentrates on the factory, the production of surplus-value, and the capitalists’ need constantly to increase this production. Volume 2 concentrates on the market-place and examines the reciprocal flows of commodities and money (purchasing power) which, as they realize their values, allow the economy to reproduce and grow (while requiring a proportional division both of commodities into different categories of specific use-value and of money flows into purchasing power for specific commodities3). While these volumes contain a tremendous amount of intellectual and moral dynamite aimed at bourgeois society and its prevailing ideology – with all that these entail for human beings, and above all for workers – they give no precise indication of the way in which the system’s inner contradictions prepare the ground for its final and inevitable downfall.

Volume 1 shows us only that capitalism produces its own grave-digger in the form of the modern proletariat, and that social contradictions intensify inside the system. Volume 2 indicates that capitalism cannot achieve continuously enlarged reproduction; that its growth takes the form of the industrial cycle; that its equilibrium is only a product of constantly reappearing disequilibria; that periodic crises of overproduction are inevitable. But the precise way in which these contradictions (and many others) are interrelated, so that the basic laws of motion of the capitalist mode of production lead to explosive crises and its ultimate collapse, is not worked out in detail in these first volumes. They are initial stages in an analysis whose final aim is to explain how the system concretely operates – in ‘essence’ as in ‘appearance’.

Such an explanation of the capitalist economy in its totality is precisely the object of Volume 3. However, it is not completed here. In the first place, Marx did not leave a finished manuscript of the volume, so that important sections are lacking. It is certain that the unfinished Part Seven, which ends with the barely initiated Chapter 52 on social classes, would have provided a vital link between the economic content of the class struggle between capital and labour, as developed at length in Volume 1, and its overall economic outcome, partially sketched in Chapters 11 and 15 of Volume 3.4 In the second place, Volume 3 is subtitled ‘The Process of Capitalist Production in its Totality’. But as we already know from Volume 2, the totality of the capitalist system includes circulation as well as production. In order to complete an examination of the capitalist system in its totality, Capital would have had to include supplementary volumes dealing, among other matters, with the world market, competition, the industrial cycle and the state. All this was contained in Marx’s plan for Capital, and there is no indication that he abandoned it;5 on the contrary, there are passages here which confirm that he postponed detailed examination of these problems to later volumes, alas unwritten.6 Volume 3 provides valuable indications of how Marx would have set about the integration of these questions into an overall view of the capitalist system. But it does not contain a fully developed theory of the world market, of (national and international) competition, or especially of industrial crisis. Many of the controversies centring around the third volume of Capital are precisely due to the incomplete nature – for the reasons just indicated – of some of the theories contained in it.

But the basic reason for the amplitude and duration of these polemics lies in the fact that Volume 3 aims to answer the question: ‘Whither capitalism?’ It seeks to show that the system is intrinsically (‘immanently’) crisis-ridden: that neither the efforts of individual capitalists nor those of public authorities can prevent crises from breaking out. It seeks to show that inherent mechanisms, which cannot be overcome without abolishing private property, competition, profit and commodity production (the market economy), must lead to a final collapse. That this judgement is unpalatable to capitalists and their hangers-on hardly needs emphasizing. That it is equally unwelcome to ‘neutral’ economists who, in spite of their claims to be value-free, in reality assume the permanence and preferability of commodity production and the market economy – as determined by human nature and corresponding to the interests of mankind – can also be taken for granted. Finally, that it poses formidable problems for philanthropists and social reformers who, though sharing Marx’s indignation at the mass poverty and destitution provoked by the spontaneous workings of the system, believe that these can be overcome without getting rid of the system itself, has been confirmed repeatedly in theoretical discussions and political struggles within and around the labour movement since the end of the nineteenth century. So there are indeed compelling social reasons why Volume 3 should have created the furore it undoubtedly has.

THE PLAN OF VOLUME 3

Volume 3 is constructed with the same logical rigour as its predecessors. The substantive problem which Marx seeks to elucidate here is not that of the origin of the two basic categories of revenue: wages and profits. That problem was solved in Volume 1. What he wants to show here is how specific sectors of the ruling class participate in the distribution of the total mass of surplus-value produced by productive wage-labour, and how these specific economic categories are regulated. His inquiry deals fundamentally with four such ruling-class groups: industrial capitalists; commercial capitalists; bankers; capitalist landowners.7 Five categories of revenue, therefore, appear in Volume 3: wages; industrial profits; commercial (and banking) profits; interest; land rent. These are further regrouped by Marx into three basic categories: wages, profits and land rent.

But in order to analyse the different parts into which the total mass of surplus-value is divided, a whole series of intermediate steps have to be taken. The rete of profit has to be distinguished – as a separate analytical category – from the rate of surplus-value, and the various factors which influence that rate of profit identified. The tendency towards an equalization of the rate of profit between all capitals, independently of the amount of surplus-value produced by their ‘own’ variable capital, i.e. by the productive wage-labourers whom they productively employ, has to be discovered. And from these two conceptual innovations is deduced the centre-piece of the entire volume: the tendency of the average rate of profit to decline – in the absence of countervailing tendencies. Having deduced profit in general from surplus-value in general, Marx goes on to show how profit itself becomes divided into entrepreneurial profit (be it in industry, transport or trade) and interest, i.e. that part of surplus-value which accrues to capitalists who own-money capital and limit themselves to lending it to entrepreneurs. Finally, the total mass of surplus-value which is divided among all entrepreneurs and money-lenders is reduced by introducing the category of surplus profit (surplus-value which does not participate in the general movement of equalization of the rate of profit). The reasons why such surplus profit can arise are studied in detail for one special case, that of land rent. But Marx makes it clear, especially in Chapters 10 and 14, that land rent is only a special case of a more general phenomenon. Therefore, we are justified in saying that what Part Six of Volume 3 is really all about is the more general problem of monopoly giving rise to surplus profit. In his theory of surplus profit, Marx anticipates the whole contemporary theory of monopoly prices and profits, while being much clearer as to their origins than are most of the academic economists who, throughout the twentieth century, have been trying to elucidate the mysteries of monopoly.8

The fundamental logic of Marx’s Capital unfolds in all its majesty once we integrate the structure of Volume 3 into that of Volumes 1 and 2. The diagram on pages 14–15 gives a schematic representation of their overall contents and global cohesion.

THE EQUALIZATION OF THE RATE OF PROFIT

In Volume 1, Marx showed that surplus-value is only produced by living labour: from the capitalist’s point of view, by that fraction of capital which is spent on purchasing labour-power, and not by that spent on buying buildings, machinery, raw materials, energy, etc. For this reason, Marx called the former fraction of capital variable and the latter constant. It would at first seem to follow that the greater the proportion of capital which each industrial branch spends on wages, the higher its rate of profit (the relation between the surplus-value produced and the total amount of capital invested, or spent in annual production). However, such a situation would contradict the basic logic of the capitalist mode of production, which consists of expansion, growth, enlarged reproduction, through a substitution of living by dead labour: through an increase in the organic composition of capital, with a growing part of total capital expenditure occurring in the form of expenditure for equipment, raw material and energy, as against expenditure for wages. This basic logic results both from capitalist competition (the reduction of cost price being, at least in the long run, a function of more and more efficient machinery, i.e. of technical progress which is essentially labour-saving) and from the class struggle (since again, in the long run, the only way in which the growth of capital accumulation can prevent labour shortage and hence a constant increase in the level of real wages, which











would end by sharply reducing the rate of surplus-value, is by accumulating a larger and larger part of capital in the form of fixed constant capital – i.e. substituting machinery for living labour). Moreover, empirical evidence overwhelmingly confirms that branches of production which are more labour-intensive than others do not normally realize a higher rate of profit.

So the conclusion Marx draws is the following: in a fully developed and normally functioning capitalist mode of production, each industrial branch does not receive directly the surplus-value produced by the wage-labour it employs. It only receives a fraction of all surplus-value produced, proportional to the fraction it represents of all capital expended. Surplus-value in a given bourgeois society (country) as a whole is redistributed. This results in an average rate of profit more or less applicable to each branch of capital. Branches of production which have an organic composition of capital below the social average (i.e. which employ more labour, spend more variable capital, in relation to total capital spent) do not realize part of the surplus-value produced by ‘their’ wage-labourers. This part of surplus-value is transferred to those branches of industry where the organic composition of capital is above the social average (i.e. which spend a larger proportion of total capital on equipment and raw material, a smaller proportion on wages, than the social average). Only those branches of industry whose individual organic composition of capital is identical to the social average realize all the surplus-value produced by the wage-labour they employ, without transferring any portion of it to other branches or receiving any fraction of surplus-value produced in other branches. As a result, each capital receives a part of the total surplus-value produced by productive labour which is proportional to its own part in total social capital. This is the material basis of the common interest of all owners of capital in the exploitation of labour – which thereby takes the form of a collective class exploitation (competition between many capitals only deciding the way in which this total mass is redistributed between the capitalists).

This process of equalization of the rate of profit raises three series of problems. What is its relation to the labour theory of value in general? What are the concrete mechanisms which allow equalization of the rate of profit to occur in real life? What is the ‘technical’ solution to the problem of transformation of values into prices of production (capital outlays, i.e. production costs, going into the output of each commodity + average profit multiplied by these outlays)? The first two problems have provoked relatively less controversy than the third, probably because of their more ‘abstract’ character. They are, however, of the highest importance for the inner cohesion of Marxist economic theory. Marx’s treatment of them, moreover, shows his dialectical method at its most mature.

Briefly, with respect to the first, Marx argues that as value in the last analysis is a social not an individual category, those branches of industry which have an organic composition of capital below the social average objectively waste social labour from the point of view of capitalist society as a whole (i.e. from the point of view of ‘equality’ of commodity-owners).9 Therefore, the market does not return to their owners all the value effectively created during the process of production in these branches. Inversely, those branches of industry which have an above-average organic composition of capital, i.e. an above-average social productivity of labour, objectively economize socially necessary labour. Their owners are rewarded for this by the market, which attributes to them a higher proportion of all surplus-value produced than that which is directly produced by the wage-labourers they employ.

Various objections have been raised to this solution. Is productivity of labour comparable in different branches of output, inasmuch as these do not produce goods that are interchangeable? This difficulty can be resolved dynamically, i.e. by comparing the different rates of increase in productivity of labour in different branches of output over time. More generally, the specific organic composition of capital in each branch of production, which constantly changes as a result of these different changes in the productivity of labour, can be considered as a general index, a means of measurement, of social productivity of labour.10 In a capitalist market economy, with its constant revolutions in the techniques of production, its constant shifts in demand from one commodity to another, its constant flux of capital investment from one branch to another, this assumption is both theoretically tenable and empirically verifiable.

But is there not a basic contradiction between considering all labour effectively expended in the process of production of each branch of production as value-producing, and at the same time explaining the transfers of value (surplus-value) between different branches as a function of objective waste or economy of social labour?11 I do not believe so. What we have here, on the contrary, is a demonstration of the unique way in which social labour and private labour are combined and interrelated under capitalism, i.e. under generalized commodity production.

For Marx, the problem of value as an embodiment of abstract human labour is not a problem of measurement, of numéraire, but a problem of essence.12 Each community has at its disposal a given total labour capacity (a total number of producers effectively engaged in productive labour, multiplied by the socially accepted average of annual work-days and daily work-hours). This potential is an objective category, in a given country and for a given stretch of time (for purposes of simplification, we can take the work-year as the basic time-framework). From it flows the total value produced during a year (in so far as part of this labour potential has not been idle, for reasons independent of its will). Again, this is an objective social category: the total number of labour-hours effectively produced in the course of the process of production. The category of ‘socially necessary labour’, which treats some of these labour-hours as ‘wasted’ and hence not accounted for from a social point of view, only implies redistribution of value inside each branch of production, except in cases of monopoly.13

If we extend the same reasoning to the economy as a whole, nothing changes. All labour actually expended in the process of production has been value-producing. It cannot be made larger or smaller by anything which occurs outside the actual sphere of production. The problem of compensation on the market for labour expenditure is one of distribution, not one of production. Thus it is perfectly possible that actually expended private labour in a given branch, at the average rate of productivity of that branch, is socially necessary labour and has really produced value, while at the same time the owners of the commodities in which it is embodied do not receive full compensation on the market for all that embodied value, or receive a counter-value higher than the amount of value embodied in their commodities.

This dialectical unity-and-contradiction between, on the one hand, private labour effectively expended in production and effectively value-producing and, on the other hand, socially compensated value is mediated through the understanding that total value is equal to total prices of production (i.e. represents an equal sum of labour-hours, or labour-weeks, or labour-years: an equal total labour potential). What is modified on the market, i.e. what the Volume 3 notions of ‘objective waste’ and ‘objective economy’ of social labour represent when different branches of production are compared (in contrast to the notions of ‘waste’ and ‘economy’ of quantities of social labour inside each separate branch of industry, studied in Volume 1), is exclusively a problem of (re)distribution of value, not one of production of value.

The second question regarding equalization of the rate of profit between different branches of industry is how this operates in practice. In order to understand this, we should start from the assumption that this equalization is always a tendency, never a permanent reality. If we start from the actual realization of the total mass of surplus-value produced in each branch of production by the capitalists operating in that branch, a much higher rate of profit will occur in those branches of production which have a lower organic composition of capital and spend a larger proportion of capital outlays on wages than in those which have a higher organic composition of capital and spend a larger proportion of total capital outlays on equipment and raw materials. All things remaining equal (which means, above all, not assuming for the moment any changes in the distribution of total demand for different use-values produced by different branches of output), such an above-average rate of profit will attract additional capital in these branches. This will increase production (supply) above social demand, which will precipitate a decline in prices, which will precipitate a decline in the rate of profit. Inversely, in those branches of production where the average organic composition of capital is above-average, hence the ‘initial’ rate of profit below average, capital will be withdrawn; production will decline, till it falls below social demand; prices will rise; profits will rise, until they reach the socially average rate of profit.

In other words, it is the flux and reflux of capital between different branches of production, from those with lower rates of profit to those with higher rates of profit, which is the driving force behind equalization of the rate of profit. This flux and reflux of capital between different branches of production is indeed the main way in which capital accumulation (growth) occurs in actual life, i.e. as an uneven process, all branches never growing at exactly the same rhythm and over the same span of time. Equalization of the rates of profit indeed presupposes their relative inequality. It is a process which constantly realizes itself by negating itself. Anybody who studies the real history of capitalist branches of industry, mining and transport may easily confirm this view.

This uneven process does not necessarily presuppose that it starts with great unevenness in the rates of profit between various branches, nor that higher rates of profit each time coincide with greater labour intensity in given branches of industry. Indeed, it would be sufficient to assume a single initial situation of that kind to make the process perfectly logical and coherent with the given analysis.14 In fact, very early in the history of modern industrial capitalism, the average rate of profit is a known entity (bank credit and the stock exchange playing a not unimportant role in establishing this).15 The real process is, therefore, not so much one of capital flowing from branches with below-average to branches with above-average rates of profit. The real process is usually one of firms looking for surplus profits over and above the known average rate of profit, essentially through revolutionary innovations (which might imply creating completely new branches of industry). The average rate of profit is constantly shaken and reestablished by the reactions which this constant revolution in the technique of production and the organization of labour provokes. Each firm trying to maximize its own rate of profit contributes, independently of its wishes and designs, to the tendential equalization of the rate of profit.

If we abandon the initial simplifying assumption of a stable structure of demand in a given time-span, we only have to introduce additional mediations; the result remains substantially the same. If, in regard to branches of industry with below-average organic composition of capital, there is additionally an above-average increase in social demand for their output, prices will decline less rapidly in spite of the influx of additional capital and the ensuing increase of production.16 But this will only attract even more additional capital, until equalization of the rate of profit finally occurs. Inversely (and this occurs more often), if branches of industry with below-average organic composition are relatively ‘older’ branches suffering from relative decline of total demand, the influx of additional capital and the ensuing increase of output will lead more rapidly to a decline of prices and profits, and to the final equalization of the rate of profit. It is not necessary to repeat, for those branches which witness an outflow of capital because of initially lower rates of profit, the reasoning for the combination of fluctuations in final demand with the process of equalization of the rate of profit. It is an obvious counterpart of the analysis just developed.

It is the third category of problems raised by the equalization of the rates of profit between different branches of production which has provoked most argument: that concerning the ‘technical’ problem of the transformation of values into prices of production for each specific commodity (or group of commodities), i.e. the problem of how one can ‘technically’ prove the operation of the law of value under conditions of competition of capitals between different branches of output. This can be divided into two main bodies of argument, which I shall refer to as the feedback controversy and the monetary confusion.

TRANSFORMATION PROBLEM: THE FEEDBACK CONTROVERSY

The feedback controversy arises from the fact that, in the way in which Marx solves the transformation of values into prices of production in Chapter 9 of Volume 3, apparently only the values of currently produced commodities (outputs) are being ‘transformed’ and not the values of ‘input-commodities’. Ever since the Prussian statistician Ladislaus von Bortkiewicz first raised this objection,17 a constant stream of authors – some claiming to be Marxists, others obviously adhering to other economic doctrines or at any rate other theories of value – have repeated this assertion about a basic flaw in Marx’s reasoning.18

This ‘flaw’ seems, at first sight, all the more evident in that Marx himself appeared to be aware of it. Again and again, the following passage from Chapter 9 has been quoted: ‘The development given above also involves a modification in the determination of a commodity’s cost price. It was originally assumed that the cost price of a commodity equalled the value of the commodities consumed in its production. But for the buyer of a commodity, it is the price of production that constitutes its cost price, and can thus enter into forming the price of another commodity. As the price of production of a commodity can diverge from its value, so the cost price of a commodity, in which the price of production of other commodities is involved, can also stand above or below the portion of its total value that is formed by the value of the means of production going into it. It is necessary to bear in mind this modified significance of the cost price, and therefore to bear in mind too that if the cost price of a commodity is equated with the value of the means of production used up in producing it, it is always possible to go wrong.’19

However, this quotation from Marx should not be made to say more than it does. It says only that if one uses value calculations in inputs and prices-of-production calculations in outputs, then one is likely to arrive at numerically erroneous conclusions. This is rather obvious, since the whole analysis precisely concerns the deviation of prices of production from values. But the extract cited does not imply that prices of production of inputs should be calculated within the same time-span as prices of production of outputs. Such an interpretation is even explicitly rejected in a passage which immediately follows that quoted by von Bortkiewicz and so many others: ‘Our present investigation does not require us to go into further detail on this point. It still remains correct that the cost price of commodities is always smaller than their value. For even if a commodity’s cost price may diverge from the value of the means of production consumed in it, this error in the past is a matter of indifference to the capitalist. The cost price of the commodity is a given precondition, independent of his, the capitalist’s, production, while the result of his production is a commodity that contains surplus-value, and therefore an excess value over and above its cost price’20 (my italics).

And even more clearly: ‘For all the great changes that constantly occur in the actual rates of profit in particular spheres of production (as we shall later show), a genuine change in the general rate of profit, one not simply brought about by exceptional economic events, is the final outcome of a whole series of protracted oscillations, which require a good deal of time before they are
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