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troduction: Marxist Crisis Theory and the Falling
Rate of Profit Despite the much-touted "prosperity"
(read, positive annual growth rates) of the US and
Canadian economies between 1983 and 1989, the argument
can be made that North American capitalism has experienced a long-term malaise over the past twenty years,
a malaise which shows little sign of lifting any time soon.
Slow growth rates, high unemployment levels, three severe
recessions, burgeoning debt and the decline of the traditional
"rust-belt" industries have been prominent features of what
has been described as a structural crisis of North American
capitalism. Controversial as such a characterization may be,
the vicissitudes of the North American economy over this
period have constituted an undeniably rich and illuminating

background against which alternative Marxian theories of
capitalist economic crisis can be empirically assessed.
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Over the past fifteen years American Marxist economists
have responded to this challenge, producing a large and
impressive body of empirical research detailing the historical trends of such fundamental Marxian ratios as the rate
of surplus value and the composition of capital, as well as
unique measures of the more familiar economic categories
of profitability, productivity and real wages. Similar empirical research has been conducted in Europe and Canada.
Yet what is most striking about the findings that have been
reported to date is not their unitary distinctiveness in relation to non-Marxian (i.e, "bourgeois") accounts of contemporary economic trends, but rather their great diversity and
markedly different approaches to operationalizing Marx's
concepts as empirical variables. It is hardly surprising therefore that different analyses have arrived at widely divergent
conclusions concerning both the meaning of observable economic trends and the acuity of Marx's analysis of the "laws
of motion" of capitalism.
The root of the problem of course is in the alternative
ways in which Marx's concepts - his "value categories"
in particular - have been theoretically specified for purposes of "empirical Marxian research," for without a theoretical consensus regarding the empirical content of these
concepts, there can be no meeting of minds concerning what
"the facts" reveal. This situation is by no means unique to
the Marxist categories; similar problems of empirical specification beset other schools of economic theory. But the
problem is compounded for Marxian economics by the fact
that its relative underdevelopment has made it susceptible
to "alien" influences. Empirical Marxian economics, after
all, has been largely the preserve of Marxists trained in the
ideas of the "neo-classical synthesis," a tradition permeated
with what Marx would have considered "vulgar" and
"fetishistic" notions. It is therefore quite reasonable to assume that many of the differences of opinion existing between Marxian empirical studies may stem from a kind of
uneven cognitive break from "orthodox" (i.e., neoclassical
or Keynesian) influences. Indeed, the implications of this
are among the principal concerns of this article.
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Marx's analysis of the economic laws of motion of capitalism is based upon a theory of value which is methodologically and substantively at odds with both neoclassical
marginalism and Keynesian macroeconomics. In particular
it is based upon the notion that living labour is the sole
source of new value within a capitalist-commodity economy.
Among other things, this proposition is the linchpin of
Marx's famous "law of the tendency of the rate of profit
to fall" - a law which Marx regarded as central both to
his theory of cyclical crisis and to his account of the historical-structural crisis of capitalism.! And yet most Marxian economists subscribe to theories of capitalist crisis
which are not dependent on Marx's value theory and which,
not surprisingly, often share much in common with Keynesian
and/or neo-classical perspectives. To be sure, the variants
of "Marxian crisis theory" that are not indebted to Marx's
labour theory of value or to his law of the tendency of the
rate of profit to fall are not entirely lacking in textual support in Marx. But they do evince two characteristics common to non-Marxian theories of crisis, namely a tendency
toward "monocausal" explanations of capitalist crisis that
are inconsistent with Marx's observation that "the true barrier to capitalist production is capital itself,"2 and a reticence
to entertain the notion that capitalism faces determinate historicallimits stemming from the obsolescence of the capitalist
social relations of production in the face of the expansion
of the forces of production.I
These considerations point to the political relevance of
the debate between those who adhere to a Marxian underconsumptionist theory, those who subscribe to a "profit
squeeze" account of capitalist crisis, and those who insist,
with Marx, that such phenomena as "deficient effective
demand" and "rising labour strength" need to be theoretically articulated with the tendency of the social capital to
increase its "organic composition," in this way undercutting
its prospects for "valorization" (i.e. its profitability).4 Marxian underconsumptionism often lends itself to a traditional
reformist perspective to the extent that it sees the class struggle as centering on the disposition of an ever-expanding
"economic surplus" which the system must find some way
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of "absorbing." The affinities to Keynesian theory and policy
are striking and have been frequently noted.S
Alternatively, proponents of the "profit squeeze" theory
share the view of conservative economists that the woes of
the capitalist economy are attributable to an overpaid and
recalcitrant workforce. But whereas monetarists and postKeynesian "institutionalists" deplore the "rising strength of
labour," the Marxian profit-squeeze theorists celebrate it as
a harbinger of conscious anticapitalist struggle. Yet, for all
of their neo-Gramscian emphasis on "agency" over "structure," the fact remains that their analysis lends support to
those who would seek a way out of the crisis through income
policies or other strategies which would raise the rate of
exploitation.
Although Marx's theory of a falling rate of profit stemming from a rise in the organic composition of capital has
been adduced, mistakenly, to support the notion of an inevitable and irrevocable collapse or "breakdown" of the
capitalist system, its contemporary proponents tend to view
it simply as the theoretical heart of a programmatic perspective which denies that the contradictions of capitalism can
be significantly attenuated through "reform" or that capitalism
can any longer play a "progressive historical role. "6 The
proponents of this theory view capitalist economic crises
as the result of an ensemble of structural contradictions endemic to capitalism, contradictions arising from a specific
articulation of social relations of production that are at once
exploitative, equalitarian and competitive." This theoretical
perspective must inform the programmatic perspective of
the workers movement if it is to avoid the illusions of reformism and effectively rebut the anti-labour hysterics of the
"crisis theorists" of the right.
But can Marx's theory be sustained? And can it reasonably be adduced to explain the recent troubles of the North
American and world economies? In considering these questions, my main concern will not be with the intricacies of
such theoretical questions as the relationship of the "technical" and "organic" compositions of capital, but with the
manner in which Marx's "value categories" should be
specified to empirically test the leading propositions of his
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theory of capitalist accumulation. This is by no means a
question of making the theoretical categories fit the empirical evidence, but of specifying these categories in a fashion
that is as faithful as possible to Marx's theory of value
taken as a whole.
In attempting such a specification (which is also a
"respecification" when viewed in relation to traditional Marxian approaches), I have been influenced principally by the
work of Shane Mage, whose unpublished doctoral dissertation on the Marxian rate of profit has been a source of
both theoretical and empirical inspiration.f My aims are:
to provide an extended theoretical justification for the specification proposed by Mage, while also refining it in certain
respects; to suggest the relevance of this specification to
an assessment of Marx's own crisis theory; and finally to
explore its implications for an empirical Marxist analysis
of the Canadian economy.
The Contradictory Testimony of Empirical Marxian Research The distinctiveness of empirical Marxian research
in relation to non-Marxian economic analysis is rooted in
its attempt to find empirical counterparts to a set of
economic categories and relationships unique to Marxist
theory. These are Marx's "value categories" of constant
capital, variable capital and surplus value, and the ratios
defining the rates of surplus value and profit as well as the
composition of capital. Considerable controversy surrounds
the specification of all six of these variables; but for our
present purposes a brief review will suffice.
In the process of its production, the commodity product
receives value from both "living" and "dead" sources: from
wage labour, on the one hand, and from various elements
of the means of production, on the other. In furnishing these
sources of value, both of which are required for a physical
production process which is also a value-expansion process,
capital appears in two forms: as constant capital and as
variable capital. Within production, constant capital takes
the material form of means of production (machinery, raw
materials, fuel, etc.) which can impart to the new commodity
lltOduc\ no more value than they represent. In other words,
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the elements of constant capital can only transfer "previously-existing" value to the newly-produced commodity.
They cannot create new value.
Marx attributes the role of creating new value to the
variable capital "invested" in the acquisition of labour
power. Labour-power is the sole commodity-input
to
production which releases living labour, the unique source
of new value. The value newly-created by living labour in
production is considered by Marx to account for both the
value embodied in the wages received by productive
workers and the surplus value created by these workers
during the "unpaid" portion of their working day.
The total value of the commodity product may therefore
be defined as P = c + v + s, where c represents the value
objectified in those embodiments of "congealed labour" that
contribute indirectly to the value-expansion process (Le.
through a transfer of value effected by living labour), v
represents the value embodied in the wage bill of productive
workers, and s represents the surplus value created by the
surplus labour of productive workers.
It is important to note that while Marx conceived of s
and v purely as "flow" variables, he sometimes treated constant capital as a flow and sometimes as a stock. The constant capital flow refers to the values immediately consumed
and transferred in production through the working up of
raw materials, the depreciation of fixed capital, or the expenditure of fuel. The constant capital stock on the other
hand refers to the total value of all the elements of constant
capital which is "advanced" for the purpose of capitalist
production. In what follows, I will assume, as many others
do, that the constant capital stock (designated with an uppercase C) rather than the constant capital flow (c) is the more
relevant variable in the empirical analysis of the fundamental ratios in which the category of constant capital is implicated.
The fundamental Marxian ratios are the rate of profit,
the rate of surplus value and the composition of capital. Of
these, the rate of surplus value is the least problematic; it
refers sim\lly to the ratio of the two flows of new value
created by living labour, i.e. s/v. This ratio exerts its in160
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fluence within a capitalist economy through its impact on
the rate of profit, which may be defined as the rate of
valorization of the total capital "advanced," or, more conventionally, as the rate of return on invested capital. While
Marx usually designated this rate as the ratio of surplus
value to "total capital" (s/c+v) for purposes of theoretical
exposition, empirical Marxist research requires that the formula for the rate of profit capture the distinction between
stock and flow variables already discussed. Accordingly the
rate of profit is most usefully conceptualized as siC.
For the social capital as a whole, if not for individual
capitalist enterprises, the rate of profit is "co-determined"
by the rate of surplus value and the composition of the
capital applied to production. The composition of capital
refers to the proportions in which "living" and "dead" labour
appear in the total process of production and reproduction,
and may be expressed in a number of different ways. While
the controversy surrounding the theoretical status of these
various expressions may seem excessively arcane to some.?
it focuses on a matter of central importance to Marx's political economy. For it is upon the secular trend of what Marx
called the "organic composition of capital" that the theoretical acuity of his law of the tendency of the rate of profit
to fall depends. Briefly, this law asserts that the productivity-enhancing
imperatives of the capitalist mode of
production must impart to the process of capitalist accumulation a labour-saving bias, the result of which will
be a diminution in the role of living labour relative to "accumulated labour." More problematically, it also asserts that
this diminution will find a value expression such that the
ratio C/s+v will exhibit a tendency to rise and the rate of
profit (siC) a tendency to fall.IO
Mathematically, the association of such a rising organic
composition of capital with a falling average rate of profit
is indeed unassailable, even if the inevitability of a rise in
C/s+v is not entirely obvious.l! Accordingly, if a clear empirical tendency for C/s+v to rise can be established and
this can be correlated with a decline in siC, this would
provide strong support for what Marx termed the "most important" law of modern political economy. The problem is
161
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that the empirical evidence on this point appears to be highly
contradictory.
In very general terms it is possible to distinguish between
three groups of empirical studies with some claim to having
assessed Marx's "hypotheses." The first camp highlights
what it sees as a rising rate of exploitation as the most
salient feature of modem capitalist development. Frequently,
the studies associated with this approach are only tenuously
based on Marx's own (value-theoretical) categories of
analysis. This is particularly true of the empirical work associated with the "monopoly capitalism" school initiated
by Baran and Sweezy, for whom the tendency of the
"economic surplus" to rise has displaced the tendency of
the rate of profit to fall as the key problem of modem
capitalism. 12 However it should be noted that the notion of
the economic surplus is based in some measure on an acceptance of Marx's distinction between productive and unproductive labour, and to this extent it represents a continuation
of Sweezy's "expanded" specification of surplus value.13
The upshot is that the underconsumptionist
method of
specifying the value categories (by radically expanding the
estimates of surplus value) results in an analysis which minimizes the decline in the average rate of profit, emphasizes
a rise in the rate of surplus value and disputes the notion
of a rise in the organic composition of capital.
Studies belonging to the second and third camps agree
that there was a long-term decline in the rate of profit extending from at least the early sixties to the early eighties in
most of the major capitalist countries. This trend is illustrated
for the United States by Shaikh's graph in Figure I.14
The second and third camps, however, are divided concerning the cause of this long-term decline in the average
rate of profit. The second group of studies, by far the most
numerous in recent years, attributes the observed crisis of
profitability to a decline in the rate of surplus value, a wagepush/profit-squeeze, or related phenomena resulting from a
slowdown in productivity growth. At the same time, most
of these studies report a falling or relatively stable organic
comyosition of capital, Studies by Weisskopf and Wolff are
representative of this approach.U
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In contrast, the third set of studies provide results which
support Marx's expectations concerning the dynamics and
trends of capitalist accumulation. Studies by Shaikh,
Moseley and myself follow the pioneering study of Mage
in establishing a strong correlation between a decline in
the rate of profit and a rise in the organic composition of
capital.16 And for the post-war period at least, they are in
agreement concerning the upward trend of the rate of surplus
value. Figures 2 and 3 provide a graphic comparison of
Moseley's results with those of Weisskopf and Wolff concerning the trends of the rate of surplus value and the composition of capital in the U.S. economy.
The single most important factor accounting for the discrepancy between the results of the second and third groups
of studies concerns the manner in which variable capital
should be empirically specified. While important theoretical
differences exist between the Group 3 studies, they are
united in rejecting as a proper measure of variable capital
an all-inclusive wage-labour bill in which the remuneration
to "unproductive labour" (e.g. retail clerks) is indiscriminately
added to the income of productive workers (those involved
directly in the production, rather than the realization, of
surplus value).
The exclusion of the values flowing to the unproductive
sectors of the workforce from the measurement of the
category variable capital is, in my view, the first, elementary
step to a specification of Marx's value categories adequate
to the task of empirically evaluating his theory on its own
terms. Indeed, the difference that this step makes empirically is so great that it is mystifying how any researcher,
least of all a Marxist one, could undertake an "empirical
test" of Marx's theory without confronting this problem
directly.
It is true that Marx in volume three of Capital rather
confusingly refers to commercial capitalists exchanging
"variable capital" for the labour of their employees, thus
implying that circulation workers produce surplus value. But

Marx's discussion makes clear that he is speaking here of
a "variable capital sui generis"; that the remuneration to
such unproductive workers in the sphere of circulation is
164
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"variable capital" solely from the standpoint of commercial
(or financial) capital; and that the significance of the activity
of such workers from the standpoint of the social capital
as a whole is that it effects a transfer of values (including
surplus value) from productive (primarily industrial) capital
to unproductive capital in the sphere of circulation. Marx
is unequivocally clear in Capital as elsewhere that the "variable capital sui generis" exchanged with circulation labour
contributes nothing to the self-expansion of the social capital as a whole.!? But if the remuneration to such labour is
not "really" variable capital, how is it to be conceptualized
in value-theoretical terms? And if the first step to entertaining and empirically evaluating Marx's theory "on its
own terms" entails a recognition of the delimited character
of variable capital as a value category, how are we to take
the second step of dealing with that which has been excluded?
A Theoretical Respecification of the Value Categories The
problem of "unproductive labour" in Marxist theory is a
multi-faceted and much-debated one, with many aspects that
cannot be addressed within the compass of this article. IS
My present concern is strictly with the remuneration to unproductive labour considered as a component of the costs
of circulation and of maintaining the capitalist state. The
"value-theoretical" treatment of these costs that has been
followed by most Marxists has been to define the value of
these costs as "deductions" from the surplus value created
by productive capital and transferred to commercial capital,
financial capital or the state. In other words the procedure
has been to treat these costs as elements of "social surplus
value."19
In challenging this procedure, it will be helpful to reflect
on Marx's account of the "circuit of capital." Denoting commodities by C and money by M, Marx points out that the
circuit M-C-MI which starts with a money investment and
ends with an enlarged magnitude of money cannot be confined to the sphere of circulation if the "conservation" of
value in exchange is assumed in the aggregate (or the "ex-

change of equivalents" is postulated at the level of
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dividual commodities). The appearance of surplus value which Marx initially defines as the difference between M
and MI - can only be explained by establishing that the
circuit of capital encompasses a phase of production. The
centrality of commodity production to the process of creating surplus value is expressed in the following moreelaborate "general formula" for capital:
M - C (LP and MP) ... P ... CI MI.
where LP denotes labour power (the value-producing input
commodity). MP the means of production. P the production
process which transforms input commodities C into output
commodities representing greater value CI. and M and MI
money capital as before. The key point in this expanded
formula of the circuit of capital is that. through the purchase
of commodities constituting inputs to production. money
capital is transformed into productive capital capable of
yielding the commodity capital CI. The realization of the
value represented by CI involves their sale. Hence. the circuit of capital embraces two overlapping phases of activity:
the circuit of money and commodity capital, and the process
of production, which transforms inputs into new outputs
while imparting to these outputs a quantity of new value
derived from living labour.
Again, the circuit of capital is completed only when the
commodity capital produced has been transformed into
money capital; but it is only successfully completed when
the magnitude of this realized money capital exceeds the
capital invested in both the production and the circulation
of commodity capital. For just this reason Marx regards the
sphere of circulation as both a necessity and a barrier to
the valorization of capital.20
In the second volume of Capital, where the focus is on
the sphere of circulation and the reproduction process of
capital, Marx suggests that an increase in the "annual rate
of surplus value" (referring essentially to a reduction in the
turnover period of capital) will result in an increased volume
of surplus value relative to the capital advanced. However
such a reduction in circulation time is by no means easily
accomplished. Not only is circulation time governed by
market accessibility and the "effective demand" existing for
168
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the commodities in question; the attempt to address these
problems carries with it significant material and labour costs
above and beyond those associated with the direct production of commodities. These costs are subject to rationalization through an historically-evolving functional division of
labour between industrial, commercial and financial capital,
as well as through state interventions of various sorts; however, it would also seem that they have had a tendency to
rise as the contradictions of capitalism have intensified and
as individual capitals have pursued "circulationist" strategies to shore up profit margins.U
In a very important sense, then, commercial and financial
capital, through their investments in the sphere of circulation and their employment of "circulation labour," participate with industrial capital in bearing the aggregate costs
of production and reproduction. Moreover they are rewarded
for this by participating in the division and redistribution
of social surplus value (as this emerges from the sphere of
production) on the same basis as the various industrial
capitalists, i.e., on the basis of the "average rate of profit"
calculated on invested capital. It should be noted that to
the extent that the "costs of circulation" rise faster than the
costs of production this can only signify that the social capital as a whole is investing proportionately more in the
realization of commodity values than in the production of
surplus value. It is therefore quite possible that circulationist
strategies for sustaining or increasing the profitability of
individual capitals can end up reducing the average profit
rate of the social capital as a whole. Much controversy has
surrounded the conceptualization of "unproductive labour"
in general and "circulation labour" in particular. Yet Marx
recognized the existence of two distinctforms of unproductive labour. The failure to appreciate this has resulted in
much unnecessary confusion.
In many of his writings on the subject, particularly those
intersecting the debates of the classical economists on
labour outside the capital-labour relation, Marx was concerned with a form of unproductive labour consumed by
the wealthy as a kind of "luxury" item (for example, the
labour of domestic servants). For Marx, this form of un169
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productive labour receives as its reward a portion of capitalist
revenue (having been "exchanged with revenue"), which
can be regarded as a "deduction from surplus value."
But Marx also recognizes the existence of a form of unproductive labour which Mage described as "socially necessary" to the reproduction process of capital.22 This form of
unproductive labour is not "exchanged with revenue" but
with capital, as Marx makes abundantly clear in the third
volume of Capital. Specifically, this unproductive labour
is exchanged with capital values "invested" by commercial
and financial capitalists (the "variable capital sui generts"
already mentioned), although industrial capitals will also
employ a certain number of such "socially necessary but
unproductive workers."
What these two forms of unproductive labour have in
common is that neither are productive of surplus value. Where
they differ - and differ decisively - is in their respective
roles in capitalist reproduction. Socially necessary unproductive labour contributes "indirectly" to the valorization
of capital by helping to realize commodity values and by
increasing the "velocity" of commodities as they move
through circulation. The other form of unproductive labour
performs "personal" services which are no part of the valueexpansion process of capital. On the contrary, they represent
a simple deduction from the circuit of revenue.
Once it is accepted that "circulation labour" is a "socially
necessary" form of unproductive labour, one which is exchanged with capital rather than revenue, how do we then
conceptualize the capital with which it is exchanged? Marx's
theory of value enjoins us to regard this capital in only one
of two possible ways: either the income of these unproductive workers constitutes a portion of the aggregate constant
capital or it constitutes a portion of the aggregate variable
capital. Since variable capital is capital invested in the acquisition of productive labour, it follows that we are left
with only one possibility: to subsume the income of "socially necessary unproductive labour" under an "expanded"
definition of constant capital. While Marx himself did not
explicitly do this, there is considerable support for such a
conceptualization in Capital. More important than "exegeti170
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cal" support, however, is the fact that this conceptualization
conforms to a methodological imperative to free the category
of constant capital from the fetishistic notion that it can
only find phenomenal expression as "physical means of production."23
Before attempting a "non-fetishized" definition of constant capital, it will be helpful to consider Moseley's "valuetheoretical" definition. His is a particularly clear statement
of a fetishism common among even the most sophisticated
Marxist economists. For Moseley, "Marx's concepts of constant capital and variable capital include only the capital
invested in production activities, where 'production' is
defined fairly broadly to include such activities as transportation and storage" but does not include "circulation" or
"supervision" activities.24 Here Moseley refers to Marx's
theory of value, arguing that
the (past and current) labour required to perform the non-production functions of circulation and supervision, although entirely
necessary within the capitalist mode of production. nonetheless
does not add to the value of the commodities produced.

Moseley subsumes such labour under "unproductive capital"
and then asserts that: "Since this unproductive capital
produces no value, it cannot be recovered out of value which
it produces."2S But this begs the obvious and important question of how constant capital in production "recovers value"
even though it too produces no value.
In my view this problem is not solved by amalgamating
constant capital with variable capital under the notion of
"productive capital"; indeed, such a procedure merely attenuates Marx's key insight that variable capital is solely
responsible for the production of all new value, and readmits, through the back door, the capital-fetishistic notion
that machinery can be a source of new value.26 The problem
is only satisfactorily resolved by recognizing that there is
a fundamental difference between "adding" (old) value to
the new commodity product and "producing" the (new)
value that attaches to it. Once this distinction is grasped,
it no longer follows that the "unproductive capital" values
"consumed" in the process of reproduction should be seen
171
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as "recovered ...out of the surplus value produced by productive labour employed in capitalist production.t'-?
Contrary to Moseley, constant capital is not merely a
value expression of its material elements in the direct process of production. Rather, it is a particular expression of
the social relations of production comprising capital and is
therefore properly understood in relation to its "complementary" if "opposite" expression, variable capital. If the differentia specifica of variable capital is that it is transformed
into the living labour directly productive of surplus value,
the distinguishing characteristic of constant capital is that
it is transformed into all the elements of the capitalist process of production and reproduction indirectly implicated
in the total process of value creation and surplus value
production. As such, it can take the "material form" of socially-necessary unproductive labour just as easily as it can
take the form of a punch-press, a building structure, a ton
of sheet metal or a cash register.
The conclusion is this: the costs of circulation, including
the costs of circulation labour, are legitimately treated as
a component of the constant capital expended in the total
process of capitalist production and reproduction.P Value
is added to the commodity product by these costs in the
same way that it is added by the elements of constant capital
in the immediate process of production: through an addition
of previously-existing values. To cite Marx: "the additional
value that [the merchant] adds to commodities by his expenses is reducible to the addition of previously-existing
value."29
. The relationship of circulation capital to the commodity
product can be compared to that of a machine. Within the
production process a machine can only transfer its own previously-existing value to the new product; to this extent it
is "indirectly" productive - a mere "means" through which
living labour produces surplus value. The analogy is strikingly supported by Marx's own imagery:
The capital advance [required to meet the labour costs of circulation] creates neither products nor value. It proportionately
reduces \he scale on which the capital advanced functions
productively. It is the same as if part of the product was trans172
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formed into a machine that bought and sold the remaining part
of the product,30

In principle there is no reason to regard the costs of
maintaining the capitalist state any differently. Like commercial and financial capital, the state carries out a range
of tasks indispensable to maintaining the institutional
framework of the valorization process; like them, the state
appears both as a "socially-necessary" apparatus and as a
"barrier" to capitalist accumulation; and like them, the
state's role in the production of surplus value is an "indirect"
one (except, of course, where the state is itself involved in
commodity production).
Unlike commercial and financial capital, however, the
capitalist state is not a "private accumulator." Most of its
revenues are obtained through taxation rather than through
participation in surplus value redistribution on the basis of
the average rate of profit. Rather than "compete" with capitals for a share of social surplus value, the capitalist state
is principally concerned with obtaining adequate value
(revenue) to allow it to continuously acquit its historically-developed tasks. This is not to say that the state never
captures a portion of currently-produced surplus value in
order to expand its activities; on the contrary, the state has
exhibited a strong historical tendency to do precisely this.31
Yet, while the state regularly appropriates a certain share
of newly-created surplus value as a means of further entrenching its role in sociM reproduction, it would be wrong to regard
all of its tax revenues as a "deduction from surplus value,"
just as it would be wrong to treat the tax on labour income
as a deduction from variable capital. 32
From the standpoint of the social capital, the state is a
machine of social reproduction. Like any other machine, it
requires maintenance, amortization, new parts, and a continuous supply of fuel and energy. Accordingly, the social
capital - in whose historical interests the capitalist state
functions - must set aside a considerable portion of the
value it realizes (with the assistance of the state) in order
to continuously finance state activity Gust as it must "set
aside" some of the same "realized value" to replenish raw
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material stocks, depreciated fixed capital, and expended fuel
supplies in the mines, mills and factories that are the principal sites of surplus value production).
Constant capital represents and re-presents value. The
form that it assumes in the circulation and state spheres is
unquestionably different from the form it takes in the sphere
of immediate use-value production. But, again, it is afetishistic
error to assume that constant capital must be directly implicated in use-value production to be "indirectly" implicated in the production of value. What all forms of constant
capital have in common is that they constitute elements of
the total process of capitalist production and reproduction
which owe their existence to the past transformation of
surplus value into capital. Upon some reflection, then, it is
not difficult to see that what Marx said about the means
of production can apply just as well to the means of circulation, realization and reproduction:
As regards the means of production, what is really consumed
is their use-value, and the consumption of this use-value by
labour results in the product. There is in fact no consumption
of their value and it would therefore be inaccurate to say that
it is reproduced. It is rather preserved... Hence the value of the
means of production reappears in the value of the product, but
it is not strictly reproduced in that value. What is produced is
a new use-value in which the old exchange-value re-appears.33

The use-value of socially-necessary unproductive labour
consists, in the broadest sense, of maintaining the social
conditions requisite to commodity production and exchange.
Its value, however, is not "consumed"; rather, it reappears
in the product, "adding" to the value of the commodity.
These considerations provide a new angle from which
to assess Moseley's fetishized account of Marx's distinction
between "productive capital" and "unproductive capital." It
is only in its role as a direct instrument of use-value production that constant capital in the sphere of production should
be subsumed under the notion of "productive capital." Insofar as the value-expansion process is concerned, this form
of constant capital is qualitatively indistinguishable from

the constant ca})iU\\ un})IOductive\y invested in "reproduc174
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tion." In my view, this is the unmistakable burden of the
following passage from Marx's Grundrisse:
To the extent that the instrument of production is itself a value,
objectified labour, it does not contribute as a productive
force....If capital could obtain the instrument of production at
no cost, for 0, what would be the consequence? The same as
if the cost of circulation = 0.34

The argument may be summarized as follows. Means of
production exist in all modes of production, but they take
the social form of constant capital only under capitalism.
In all modes of production their function is to produce or
facilitate the production of use-values. Capital (defined as
value-seeking-an-increment) transforms them into means of
producing commodities embracing value. However, the
production of commodity values requires an ensemble of
social conditions and relations which impose a particular
social form on the immediate process of use-value production. It requires a free and egalitarian marketplace (the
sphere of commodity circulation and exchange) and a state
apparatus which can facilitate the smooth-running operation
of the whole system. Simply expressed, the production of
value requires the existence of special "social machinery"
(including unproductive living labour) specific to capitalism.
This social machinery not only assists in the realization of
value and surplus value; it also sustains the "institutional
means" for the production of value. Understood in this way,
circulation and state activity are indirectly productive of
value in the same way that an industrial robot is. They are
simply means of presenting living productive labour as new
value.
To conclude, it should be noted that the "constant capital"
to be found in the sphere of circulation is subject to the
same distinction that was made earlier - that is to say, the
distinction between capital stocks and flows. The wage-bill
of circulation workers is appropriately treated as a component of the constant capital flow, but it should not be
regarded as a component of the constant capital stock. Like
the wages paid to productive workers, the variable capital,
this wage bill of unproductive workers is an investment sui
175

Studies in Political Economy

generis of the capitalist class, one qualitatively different
from an investment in fixed capital of any sort.
Reassessing the Empirical Trends In the above sections
I have argued for a specification of Marx's value categories
which a) limits the category of variable capital to the income
of productive workers, and b) treats the income of socially-necessary unproductive workers as a component of the
constant capital flow. By thus limiting the category of variable capital and broadening the category of constant capital,
we are better placed to specify the phenomenal content of
aggregate surplus value. Following Marx, surplus value is
defined as the sum of profit of enterprise, ground rent and
interest (together with some government revenues).
To the best of my knowledge, Mage's study of the U.S.
economy and my own study of the Canadian economy are
the only attempts that have been made to empirically assess
the long-term trends of the fundamental Marxian ratios on
the basis of the value specifications defended above.3S The
full implications of this specification are dramatically
revealed by a comparison of these studies with other studies
covering comparable periods.36 However the easiest way
to assess the importance of this "respecification" is to compare the results obtained on this basis with those obtained
using "conventional" definitions.
In my own study, two principal methods of calculating
"aggregate surplus value" were employed. The first method
involved a definition of surplus value as "surplus value
privately appropriated" (inclusive of after-tax profits) plus
"surplus value transferred to the state as a result of a real
increase in the tax flow."37 This sum was referred to as the
'S4' measure of aggregate surplus value. The second method
involved a definition of surplus value as inclusive of all
taxes, the after-tax wage-bill of unproductive labour in the
private sector, as well as the non-tax components of S4;
this measure of aggregate (or "gross") surplus value was
designated as 'S5'.38
Comparisons of the S4 and S5 ratios reveal very different
trends for the rate of surplus value, rate of profit and organic
composition of capital over the period 1947 to 1980 in
176
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Canada. Figures 4 and 5 allow a comparison of S4 and S5
trends in the organic composition of capital. Clearly the S4
organic composition of capital displays a significant upward
trajectory, while its S5 counterpart has no discernible trend,
fluctuating within a quite narrow range.t?
Both the S4 and S5 data series disclose a tendency for
the rate of surplus value to rise; but this is far more
pronounced in the case of the S5 ratio than for the S4.40
Finally, Figures 6 and 7 present markedly different trends
for the average rate of profit in Canada from 1947 to 1980,
with Figure 6 representing the S4 rate of profit and Figure
7 the S5 rate.
Overall, the S4 data series provides strong support for
Marx's fundamental prognostications regarding capitalist
accumulation, revealing a long-term fall in the average rate
of profit that is significantly correlated with a secular rise
in the organic composition of capital.f! While these results
complement those obtained by Moseley and Shaikh for the
US economy, it should be noted that they are not dependent
on drawing a distinction between a "conventional rate of
profit" and a "Marxian rate of profit" after the fashion of
Moseley and, implicitly, Shaikh.42 On our conceptualization
of the value categories, it is utterly erroneous to regard the
income of unproductive workers and most tax revenues as
components of "gross surplus value" - whether or not one
then proceeds to measure the rate of profit in a way which
excludes these elements from its numerator.
This brief survey of the results of a respecification of
Marx's value categories suggests that empirical trends the "actual facts" of capitalist development - may well
necessitate a serious reconsideration of Marx's law of the
falling tendency of the rate of profit. It also demonstrates
that the Marxian interpretations of empirical evidence,
which are dismissive of this law, often depend on assumptions that are contrary to Marx's theory of value, upon which
the law is predicated.
Conclusion While agreement exists across a broad range
of economic analyses. Marxist and non-Marxist. concerning
a long-term decline in the rate of profit in the post-war
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period, arguments persist over the cause and extent of this
decline, as well as the prospects for a long-term reversal
of the trend. Studies that fail to distinguish between productive and unproductive labour income are liable to cite a
wage-push/ profit-squeeze,
declining productivity, or
deteriorating terms of trade. On the other hand, studies that
make this distinction generally conclude that the growth of
real wages among production workers has not exceeded the
growth of productivity and that the organic composition of
capital has shown a marked tendency to rise.43
In light of the argument made in this paper, the difference
of opinion between the two sets of studies is a striking
conceptual reflection of a certain "adulteration" of Marx's
law of the tendency of the rate of profit to fall. For if the
growth of constant capital in relation to newly created value
once signified a growth in the productivity of labour, it
now also signifies a relative diminution of productive labour
in relation to socially-necessary unproductive labour. If
Marx argued that the rate of profit would fall cyclically
(and perhaps secularly) due to progressive increases in the
technical and organic compositions of capital, profitability
now seems to be subject to a downward pressure stemming
both from technical changes enforced by capitalist competition and from the circumstance that a diminishing percentage of the working class is involved in surplus value
production, as distinct from realization. If capitalism's tendency to promote the "objective socialization" of labour
and of production once reflected its historically-progressive
role in developing the forces of production, it now also
reflects a hypertrophy of the capitalist state and the sphere
of circulation - a hypertrophy which impedes the advance
of the productive forces by diverting enormous economic
resources away from production.
The truly spectacular expansion of the "reproduction sector" and of "unproductive labour" in the twentieth century
has substantially complicated the overall "empirical picture"
that Marxists are called upon to analyze, while further "mystifying" the fundamental laws of motion of the capitalist
economy. Our concern should not be with Marx's "failure"
to "predict" these developments, but with whether or not
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the concrete course of historical development is explicable
on the basis of his value-theoretical analysis of capitalism.
In my view, this analysis is not only "consistent with the
facts," it provides the most profound available means to
elucidate and explain them.
And yet it would also seem that, increasingly, a proper
Marxist assessment of capitalism's historical tendencies of
development hinges on a correct conceptualization
of
productive labour as labour creative of surplus value. The
irony is that such a conceptualization can only remain irrelevant to those for whom Marx's law of value remains
"unproven. "
Appendix: Data Sources and Methods
1.

2.

Constant Capital (stock): The sum of fixed and circulating constant
capital in both the sphere of production and the sphere of circulation
(inclusive of commercial services, trading, and finance, insurance
and real estate) in the non-farm, incorporated business sector of the
economy. Current-dollar figures on the fixed capital stock were obtained from the Statistics Canada bulletin, Fixed Capital Flows and
Stocks. 1926-1978, and from a more recent bulletin for 1974-1980.
Figures on the net capital stock (the measure used) include the value
of four components of fixed capital expenditure and investment:
building construction, engineering construction, machinery and
equipment, and capital items charged to operating expenses. The
circulating constant capital stock for manufacturing was obtained
from the Statistics Canada bulletin, General Review of the Manufacturing Industries of Canada, Vol. 1. and calculated as the sum of
"cost of fuel and electricity" and "cost of materials and supplies
used." Comparable data for the non-manufacturing sectors, unfortunately, could not be located. A detailed description is provided in
Murray E.G. Smith, "The Falling Rate of Profit." Master's thesis,
University of Manitoba, 1984.
Variable Capital (annual flow): The after-tax income of all workers
employed by "productive capital" plus estimated employer and
employee contributions to unemployment insurance and pension
plans. Current-dollar figures for V were obtained from the Statistics
Canada bulletins, National Income and Expenditure Accounts. Vol.
1. 1926-1974 and NIEA. 1967-1981. Excluded from consideration
as variable capital were wages and salaries paid out in agriculture,
wholesale and retail trade, the FIRE sector, Public Administration
and Defence, and community, business and personal services. All
figures from Statistics Canada concern before tax income; consequently a comprehensive tax rate table had to be constructed to
ob\l\ln after-tax estimates. Detailed discussion in Smilh, "The Falling
Rate of Profit."
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3.

Surplus Value (annual flow): The sum of profits and other investment income (after tax), the estimated corporate officer share of
"wages, salaries and supplementary labour income" (from NIEA),
and the estimated amount of surplus value transferred to the state.
As with variable capital, the after-tax measurement of surplus value
required the use of a comprehensive tax rate table. The ratio of
"total taxes" (received by all levels of government) to "net national
income at factor cost" (Table I, National Income Accounts) was
defined as the "effective tax rate on income." For detailed discussion,
see Smith, "The Falling Rate of Profit."
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Book One (URPE: 1987). Responsibility for any remaining weaknesses
rests with me alone.
1.
2.

3.
4.

5.

184

See Karl Marx, Capital, Volume Three (New York: 1981), Chapters
13-15; and Karl Marx, Grundrisse (Harmondsworth: 1973), pp. 748750.
Marx, Capital, Volume Three, p. 358. For Marx "capital" is of course
a "social relation" defined by equalitarian, exploitative and competitive features. All of these features must be taken into account
in determining how the capitalist mode of production gives rise to
the specific "contradictions" which together generate its crisis tendencies.
Marx, "Preface" to A Contribution to the Critique of Political
Economy (Moscow: 1970), pp, 20-21.
A theoretical articulation of "deficient effective demand," "wagepush/profit-squeeze," and rising organic composition of capital is
to be found in Murray E.G. Smith, "The Falling Rate of Profit."
M.A. thesis, University of Manitoba, 1984, Chapter Two.
I hasten to add that the relationship between theories of crisis and
programmatic perspectives is always a mediated one, so that underconsumptionist theorists are by no means "destined" to pursue a
reformist or Keynesian orientation. I would argue, however, that an
underconsumptionist view is a major obstacle to a definitive break
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8.

9.

10.

Value Categories

from refonnist political strategies, even among those who call for
the complete socialist transfonnation of society.
There is no "fatalism" associated with Marx's theory because crises,
of various degrees of acuity, can always be "counted on" to restore
the conditions of profitable accumulation. But they cannot be counted
on to restore a "progressive historical role" to capitalism if that role
has already been exhausted, as many would argue that it has in the
age of imperialism.
1.1. Rubin, Essays on Marx's Theory of Value (Montreal: 1973), p.
224; see also, Murray Smith, "The Value Controversy and Social
Theory: An Inquiry into Marx's Labour Theory of Value" Ph.D. dissertation, University of British Columbia, 1989, pp. 202-223.
Shane Mage, "The Law of the Falling Tendency of the Rate of Profit:
Its Place in the Marxian Theoretical System and Relevance to the
U.S. Economy." Ph.D. dissertation, Columbia University, 1963.
Mage's method of specifying the value categories has been mentioned
in passing by a number of sympathetic commentators as well as by
at least one critic (Ernest Mandel). But none of these commentators
have engaged with Mage's approach in any sustained way. See Erik
Olin Wright, Class, Crisis and the State (London: 1978); Geoff
Hodgson, "The Theory of the Falling Rate of Profit," New Left
Review 84 (1974); Cy Gonick, "Boom and Bust: State Policy and
the Economics of Restructuring," Studies in Political Economy 11
(1983). Mandel's rather perfunctory criticism is to be found in his
Late Capitalism (London: 1975), p. 176. None of these treatments
have done justice to Mage's major insights. Mage's approach has
therefore remained a "novelty" while the more conventional
specifications of the value categories have retained an almost unchallenged grip on Marxist economic theory.
See Ben Fine and Laurence Harris, Rereading Capital (New York:
1979) for a survey and a contribution to this controversy. My own
contribution in Smith, "The Falling Rate of Profit," includes a critique of Fine and Harris as well as a detailed exposition of the case
for conceptualizing the organic composition of capital as the ratio
of dead to living labour expressed in value terms. I define the OCC,
then, as C/s+v, whereas Fine and Harris define it as elv.
The most important theoretical objection to Marx's law of the tendency of the rate of profit to fall concerns Marx's expectation that
a rise in the technical composition of capital (roughly, the ratio of
the use-value "means of production" to the use-value "living labour")
will be accompanied by a rise in the organic composition of capital,
a ratio of value magnitudes. This may be referred to as the "rising
TCC/constant OCC" argument. Marx himself acknowledged that the
rise in the OCC would not be as pronounced as the rise in the TCC
due to the productivity increases associated with the latter. (productivity increases in industries producing "capital goods" would have
the effect of reducing the value of these goods, in this way deflating
the magnitude of value in the numerator of the OCC.) While this
is not the place for a detailed discussion of this issue, I should
indicate that my own view on this matter is that there are substantial
reasons to belie'le that these productivity increases cannot completely
negate the tendency of the OCC to rise along with the TCC. The
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rise in the TCC itself is attributable to a labour-saving bias in
capitalist technical innovation - a notion rooted in Marx's explicit
recognition of the capitalllabour relation as an antagonistic relation.
This notion is not present in neo-classical theories of technical
progress, and so it is difficult to see from a neo-classical perspective
that the use-value (or the "marginal utility") of a "capital good" is
a function not only of its "capacity increasing effect" but of its
"labour-saving effect" as well. However once this "dual function"
of a capital good is recognized, it is clear that the technical composition of capital is not synonymous with labour productivity.
Labour productivity is measured as the ratio of the mass of use-values
produced (capacity) to the number of productive workers (or hours
worked). The TCC, on the other hand, refers to the ratio of the
use-value of the "capital goods" to the number of productive workers
(hours worked). If technical innovation does display a labour-saving
bias, for all the reasons pointed to by Marx, then the numerator of
the TCC should increase at a faster rate than the numerator of labour
productivity (since all changes in the latter will be reflected in the
former but not all changes in the former will find expression in the
latter). The logical implication is that the TCC should rise at a faster
rate than labour productivity. Since the OCC is the "value expression" of the TCC, it follows that the OCC's rise will be restrained
by increased labour productivity, but not blocked. For a fuller
development of this argument, see Mage, "The Law.,;" p. 159, and
Smith, "The Falling Rate of Profit." pp. 144-148.
The rate of surplus value is the ratio of two flows of living labour
(L), which together comprise the "net value" of the commodity
product: surplus value and variable capital. Hence, s'= slv, It follows
from this that s = L-v = L-(s/s') = U(l+l/s') = L(s'/l+s'). Now, if
the organic composition Q equals C/s+v, then Q = CIL, and the
capital stock C equals L x Q (C = LQ). If the rate of profit is the
ratio of surplus value to the capital stock (sIC), then through substitution we arrive at r'= L(s'!l+s')ILQ = s'/Q(l+s'). In this formula,
changes in the rate of surplus value will affect both the rate of
profit and the OCC, so that if the OCC rises, this must entail a fall
in the rate of profit. An increase in the rate of surplus value contributes to maintaining or increasing the rate of profit only if it
occurs without an increase in the organic composition of capital
defined as C/s+v. It should be noted that this result does not hold
if the OCC is defined as C/v (the value composition of capital), the
ratio employed in a number of Marxian studies. (This algebraic representation of the relationships between Marx's three basic ratios
was originally suggested by Mage "The Law.:" p. vii.)
Paul Baran and Paul Sweezy, Monopoly Capital (New York: 1966),
p. 72. See also John Bellamy Foster, The Theory 0/ Monopoly
Capitalism (New York: 1986).
See Paul Sweezy, The Theory of Capitalist Development (New York:
1968, orig. 1942), p, 283.
Anwar Shaikh, "The Falling Rate of Profit and the Economic Crisis
in the U.S." in Cherry et al (eds.), The Imperiled Economy, Book
Onc; Macroeconomics from a Left Perspective (New York: 1987),
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p, 121. "Adj. profit rate" is profit rate adjusted for variations in
capacity utilization.
Thomas Weisskopf. "Marxian Crisis Theory and the Rate of Profit
in the Post-War U.S. Economy." Cambridge Journal of Economics
69. pp. 341-378, and Edward Wolff. "The Productivity Slowdown
and the Fall in the U.S. Rate of Profit. 1947-1976," Review of Radical
Political Economics 18/1&2. pp. 87-109. See also Angelo Reati,
"The Rate of Profit and the Organic Composition of Capital in West
German Industry from 1960 to 1981." RRPE 18/1&1. pp. 56-86;
Samuel Bowles. David Gordon and Thomas Weisskopf. "Power and
Politics: The Social Structure of Accumulation and the Profitability
of the Postwar U.S. Economy." RRPE 18/1&2. 132-167.
See Shaikh, "The Falling Rate of Profit ...••; Smith. "The Falling
Rate of Profit"; Fred Moseley, "Marx's Crisis Theory and the Postwar
U.S. Economy" in Cherry et al (eds.), The Imperiled Economy; Mage.
"The Law...••
According to Marx: "The very function by which the commercial
capitalist's money is capital is performed in large measure by his
employees on his instructions. Their unpaid labour, even though it
does not create surplus value. does create his ability to appropriate
surplus value. which. as far as this capital is concerned. gives exactly
the same result; Le, it is his source of profit." (Capital, Volume
Three. p. 407) I should make clear that the expression "variable
capital sui generis" is mine. not Marx's. It does. however, convey
the sense of Marx's "ironic" use of "variable capital" in his discussion of commercial labour.
A thorough discussion of this issue would require a detailed review
of Marx's theory of value and of his value-theoretical conceptualization of "commodities." I will only indicate here that, in my opinion,
the distinction between productive and unproductive labour has little
to do with whether the product of labour is a "material object" or
a "useful effect.' What it concerns centrally is whether or not the
labour in question is directly productive of surplus value (via direct
panicipation in the production of commodities).
See Paul Sweezy. The Theory of Capitalist Development: Joseph
Gillman, The Falling Rate of Profit: Marx's Law and Its Significance
to Twentieth-Century Capitalism (London: 1957); Shaikh, "The Falling Rate ...•·; Anwar Shaikh, "National Income Accounts and Marxian
Categories," Mimeo, New School for Social Research, 1978;
Moseley, "Marx's Crisis Theory ...••; Mandel. Late Capitalism. It
should be noted that some commentators distinguish between unproductive labour in the sphere of circulation and unproductive
labour employed by the state. For example. Mandel treats the wages
of state employees as elements of "social surplus value" but appears
to view the labour of circulation workers as "exchanged with capital"
(although he does not specify whether this is variable or constant
capital).
"Capital exists as capital only in so far as it passes through the
phases of circulation. the various moments of its transformation, in
order to be able to begin the production process anew. and these
phases ate themselves phases of its tealiz.a.tion- but at the game
time ...of its devaluation. As long as capital remains frozen in the
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fonn of the finished product, it cannot be active as capital•...This
loss of capital means in other words nothing else but that time passes
it by unseized, time during which it could have been appropriating
alien labour, surplus-labour time, through exchange with living
labour." (Marx, Grundrisse p. 546).
There is an interesting analogy to be drawn between such circulationist strategies and the "labour-saving" strategies pursued by
industrial capitalists. Both are eminently "rational" from the
standpoint of the individual capitalist enterprise seeking to enlarge
its share of social surplus value; but both pose a threat to the average
rate of profit of the social capital as a whole. by increasing nonlabour costs relative to living labour expended. For an interesting
discussion of this issue, see Michael A. Lebowitz, "The Increasing
Cost of Circulation and the Marxian Competitive Model," Science
and Society Fall 1972. Lebowitz departs from the present analysis
by treating "merchants' variable capital" as actual variable capital
and by applying the idea of the organic composition of capital to
the sphere of circulation. In my view, the costs assumed by commercial capital in the sphere of circulation contribute to defining
the organic composition of the social capital, but it is nevertheless
inappropriate to speak of "the organic composition of capital in the
sphere of circulation." I do not deny that there is a sense in which
the "productivity" of circulation labour can be measured and that
circulation capital is concerned with increasing that productivity. I
do dispute. however. that such increases have anything to do with
increasing the magnitude of relative surplus value. as they clearly
do in the case of the productive labour exchanged with variable
capital.
Mage "The Law...•• p. 65.
For an excellent discussion of Marx's theory of fetishism, which
places it at the very heart of the Marxist theory of value, see Rubin,
Essays on Manc's Theory of Value. The most important concept in
Marx's critique of commodity and capital fetishism is the distinction
which he makes between "the natural" and "the social" as dialectically and internally related aspects of an ever changing reality. A
fetishistic error. for Marx, is one involving the confusion of the
natural and the social.
Moseley, "Marx's Crisis Theory ," p. 106.
Moseley, "Marx's Crisis Theory ," p. 107.
Marx's own critique of such "capital fetishism" is to be found in
"Results of the Immediate Process of Production," in Capital, Volume
One, New York:1977.
Moseley, "Marx's Crisis Theory...•••p. 107.
Mage "The Law...•• p. 66.
Marx, Capital, Volume Three, p, 293. Recent debates in Marxian
value theory have established that Marx was committed to the idea
that the value of a commodity is determined by the socially-necessary
labour time currently required for its reproduction. "Dead" or "embodied" labour therefore plays no part in the creation of value. The
expression "previously-existing value" refers then to the current
value represented by commodities produced in the past; in this sense
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it is only a short-hand expression for the contribution of the objectified elements of the production (or reproduction) process to the
value formation of the new commodity product. The magnitude of
this contribution is determined by the current configuration of
"abstract labour" with respect to these elements, not by the socially-necessary labour time that went into their production in the past,
Marx, Capital, Volume Two, p, 211, emphasis added.
Mage's failure to recognize this constitutes one of the biggest weaknesses of his empirical study of the U.S. economy. Mage treats all
tax revenues as part of constant capital.
In empirical studies of the Marxian ratios, it is necessary, in my
view, to define variable capital as the after-tax wage-bill of productive workers. The productive worker's real income is the income
used to reproduce her capacity to work and to support her family,
not the "income" which she contributes to the state. Certain transfer
payments form components of "variable capital" - but such additional income is small in comparison with the taxes deducted from
"gross wages."
Marx, Capital, Volume One, pp. 315-316.
Marx, Grundrisse p, 265.
Mage, "The Law...••; Smith, "The Falling Rate of Profit,"
Mage's study is most profitably compared with that of Gillman,
while my own study invites comparison with Andrew Sharpe, "The
Evolution of the Rate of Surplus Value, Organic Composition of
Capital, and Rate of Profit in Canada, 1926-80." Paper presented
to the Political Economy Session of the Canadian Political Science
Association annual meeting, June 9, 1982, University of Ottawa.
See also M.J. Webber and D.L. Rigby, "The Rate of Profit in
Canadian Manufacturing, 1950-1981," Review of Radical Political
Economics 18/1&2, pp. 33-55. Webber and Rigby establish a rising
trend in the value composition of capital (C/v) and the rate of surplus
value, alongside a surprisingly consistent fall in the rate of profit
from 1950 to 1981; but they do so by abstracting the manufacturing
sector from the rest of the economy, a procedure which I regard as
theoretically inadmissible. Marx's average rate of profit is calculable
only with reference to the social capital as a whole.
Smith, "The Falling Rate of Profit," p. 261.
Smith, "The Falling Rate of Profit." pp. 263-264.
The OCC defined as C/v+s4 has a trend line which rises from 3.48
in 1947 to 5.97 in 1980 (r2 = 0.93, p.OOOl). On the other hand, the
trend line for C/v+sS rises only from 2.022 in 1947 to 2.203 in
1980 (r2=.38).
The trend line for the ratio s4/v rises from .546 in 1947 to .810 in
1980 (r2 =.S6).For the ratio sSlv it rose from 1.632 in 1947 to 3.894
in 1980 (r2=.97).
The trend line for sSIC rises from 0.3190 in 1947 to 0.3678 in 1980
(r2 =.55). But the trend line for s4/C falls from .100 in 1947 to
.074 in 1980 (r2=.46). When s4/C was treated as the dependent variable and C/v+s4 as the independent variable, an r2 of 0.69 was
obtained, indicating that much of the downward trend in the rate of
profit is accounted for by the upward trend in the acc.

189

Studies in Political Economy

42.
43.

190
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Rate ...••• Appendix A. p, 125.
For data on productivity and the real wages of production workers.
see Shaikh. "The Falling Rate ...•••pp. 118-122; Smith. "The Falling
Rate of Profit," pp. 281-28.

