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Chapter 2
Marx’s Value Theory and 
Contending Interpretations

2.1 Marx’s Value Theory
2.1.12 The Tendential Fall in the Rate of Profit 

Marx held that as capitalist production develops, capitalists tend to adopt more productive, labor-saving technologies; that is, they turn increasingly to methods of production that replace workers with machines. On the basis of this tendency, as well as his theory that value is determined by labor-time and his conclusion that the general price and value rates of profit are equal, he deduced the law of the tendential fall in the rate of profit (LTFRP) (Marx 1991a, part 3). The law is that productivity increases under capitalism produce a tendency for the general rate of profit to fall. “The progressive tendency for the rate of profit to fall is thus simply the expression, peculiar to the capitalist mode of production, of the progressive development of the social productivity of labour” (Marx 1991a: 319, emphasis in original). 

Why do productivity increases resulting from labor-saving technological change tend to lower, not raise, the rate of profit? Note, first, that when labor-saving technological changes are introduced, more of each dollar of advanced capital is invested in means of production, while less is used to hire workers. But 
according to the theory that value is determined by labor-time, it is workers’ living labor that adds all new value. Moreover, as we have seen, an average hour of labor “always yields the same amount of value, independently of any variations in productivity” (Marx 1990a: 137, emphasis added), which is Marx’s way of expressing the tendency of rising productivity to reduce prices. Technological innovation thus causes a fall in the amount of new value created per dollar of advanced capital. Given a constant rate of exploitation (rate of surplus-value), the amount of surplus-value created per dollar of advanced capital––in other words, the rate of profit––necessarily falls as well. 

This is easily shown algebraically. The general rate of profit can be expressed as the product of two factors, the rate of surplus-value (s/v) and the percentage of the total capital advanced (C) that is laid out as variable capital (v) in order to hire workers, (v/C): 
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If the rate of surplus-value is constant, then every fall in the percentage of capital advanced that is used to hire workers leads to a proportionate fall in the rate of profit. For instance, if the rate of surplus-value is 2 (or 200%), and 20% of the capital advanced is used to hire workers, then the rate of profit is 2 × 20% = 40%. But if, owing to technological change, the percentage of capital advanced used to hire workers falls to 15% and then to 10%, the rate of profit falls to 30% and then to 20%.

2.1.13 The Rising Rate of Surplus-Value and Its Limited Effect

Marx’s initial presentation of the LTFRP at the start of part 3 of Capital, volume III does assume a constant rate of surplus-value. He recognized, however, that there is a tendency for the rate of surplus-value to rise as a result of rising productivity (see esp. Marx 1991a, chap. 14). Although workers create no more value when their productivity increases, they do create more surplus-value. The increase in productivity lowers the value of the goods and services that workers consume, and thus, if the workers’ physical standard of living remains unchanged, the value of their wages (i.e., their wages in money or labor-time terms) falls. Consequently, their necessary labor-time (the portion of the workday during which they create a sum of value equivalent to their wages) is reduced and their surplus labor-time, the time during which they create surplus-value, is extended. Increases in the workers’ physical standard of living can offset this tendency, but unless their standard of living fully keeps pace with productivity––increases at the same (or a greater) rate––the value of wages will fall and thus the rate of surplus-value will rise.

It might seem, therefore, that a sufficient rise in the rate of surplus-value can always offset, or more than offset, the tendency for the rate of profit to fall stemming from the replacement of workers by machines. Marx anticipated and countered this claim, first in volume I of Capital (Marx 1990a: 419–20) and  then twice in volume III (Marx 1991a: 355–56, 523). He pointed out that a rising rate of surplus-value has a strictly limited effect on the total amount of surplus-value created, and therefore on the rate of profit, even if the rate of surplus-value were to rise to infinity! This is because there is a strict limit to the total amount of surplus labor extracted; it cannot be greater than the total amount of living labor performed. 

Imagine that at first, for each $1 million of advanced capital, there are five workers, and that each worker supplies five hours of surplus labor per day. The total daily surplus labor is 5 
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 5 = 25 hours. Now if, as a result of mechanization, the workforce is reduced to one worker per million dollars of advanced capital, the total daily surplus labor must fall, since in no case can it exceed twenty-four hours per worker. The rate of profit must therefore fall as well. “[T]herefore, the compensation for the reduced number of workers[,] provided by a rise in the level of exploitation of labour[,] has certain limits that cannot be overstepped” (Marx 1991a: 356).

2.1.14 The Meaning of “Tendential Fall”

None of this, however, should be taken to imply that Marx predicted that the rate of profit will actually display a falling trend in the long run. Despite a common belief to the contrary, he seems nowhere to have put forth such a claim. On the contrary, he held that “[c]ounteracting influences [are] at work, checking and cancelling the effect of the general law,” and that the LTFRP “has constantly to be overcome by way of crises” (Marx 1991a: 339, 367, emphasis added). Thus what Marx meant by the “tendency” of the rate of profit to fall was not an empirical trend, but what would occur in the absence of the various “counteracting influences,” such as the tendency of the rate of surplus-value to rise. 

He singled out one of these counteracting influences, the recurrent devaluation of means of production, for special consideration. Like the tendential fall in the rate of profit itself, and the tendency of the rate of surplus-value to rise, the devaluation of means of production is a consequence of increasing productivity. Capitalists incur losses (including losses on financial investments) as a result of this devaluation; a portion of the capital value advanced in the past is wiped out. In this way (as well as by means of their tendency to cause the price of output to fall), increases in productivity tend eventually to produce economic crises. Yet since the advanced capital value is the denominator of the rate of profit, the annihilation of existing capital value acts to raise the rate of profit and thus  helps to bring the economy out of the crisis (see Marx 1991a, chap. 15, esp. pp. 356–58, 362–63). 

In short, although the falling tendency of the rate of profit is “constantly . . . overcome,” the tendency is not nullified. It makes its presence felt, since it is only “overcome by way of crises.” Recurrent economic crises, not a declining rate of profit over the long term, are what Marx’s theory actually predicts. Researchers who wish to test his theory empirically should therefore focus their attention, not on the observed trend of the profit rate, but on ascertaining whether, and to what degree, the recurrent crises of capitalism are traceable to recurrent declines in capital values, and a tendency for prices to fall, as a result of increasing productivity. 

The most likely source of the belief that Marx predicted a long-term downward trend to the rate of profit is the fact that the classical economists to whom he was responding did indeed make this prediction. It is thus assumed that he and they were discussing the exact same issue. However, Marx (1989b: 128, starred note, emphasis in original) explicitly repudiated this notion: “When Adam Smith explains the fall in the rate of profit [as stemming] from a superabundance of capital . . . he is speaking of a permanent effect and this is wrong. As against this, the transitory superabundance of capital, overproduction and crises are something different. Permanent crises do not exist.”
That Marx regarded capitalism’s economic crises as transitory, though unavoidable and recurrent, is also important to stress. The common belief that he predicted the collapse of capitalism, as a result of the LTFRP alone or in conjunction with other causes, is yet another belief for which evidence is lacking. Mandel (1991: 79), a prominent advocate of the view that Marx predicted a collapse of the system, acknowledged that no textual support for this claim can be found in his presentation of the LTFRP or elsewhere in volume III of Capital. However, according to Mandel (1991: 79), “a number of passages     . . . from Volume 1” support the theory of collapse. Yet he cited only one such passage, the end of the penultimate chapter, and this passage says nothing about the system’s collapse. Marx (1990a: 929–30) projects that the system’s tendencies will result in social revolution (“The expropriators are expropriated”), and not because of any collapse, but because of the centralization of capital and growing revolt of the working class. 

Quite apart from such misinterpretations of the LTFRP, critics have continually claimed that the law is internally inconsistent; when correctly applied, Marx’s value theory leads to the conclusion that labor-saving technological change causes the rate of profit to rise. The reasoning behind this claim, and its validity, will be examined in chapter 7. 
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