Chapter 7
The Falling Rate of Profit Controversy

7.1 Introduction

Since the 1970s, the core issue in the controversy surrounding Marx’s law of the tendential fall in the rate of profit (LTFRP) has been whether increases in productivity resulting from labor-saving technological change can cause the general rate of profit to fall. Marx argued that they can,
 but the Okishio (1961) theorem has widely been held to have proved him wrong. Indeed, the very suggestion that Marx, not the theorem, might be correct has regularly been contemptuously dismissed. It continues to be dismissed despite the publication of numerous disproofs of the Okishio theorem by temporalists during the last quarter-century (see, e.g., Ernst 1982, Kliman 1988, Freeman and Kliman 2000, Ramos 2004). 

In the second volume of their History of Marxian Economics, for instance, Howard and King (1992: xiii) stated that “To reassert[,] in the face of [the Okishio theorem and related demonstrations,] the relevance of the falling rate of profit, as analyzed by Marx, has done much damage to the intellectual credentials of Marxian political economy.” Several years later, Robert Brenner (1998), the noted Marxist historian, was able to dispose of the LTFRP in a single footnote of a 265-page work on economic crisis and stagnation. He simply invoked the Okishio theorem––and, for good measure, “common-sense”:

[Marx’s] theory of the fall of the rate of profit . . . flies in the face of common-sense. For, if, as Marx himself seemed to take for granted[,] . . . capitalists . . . adopt technical changes that raise their own rate of profit . . . , it seems intuitively obvious that the ultimate result of their innovation . . . can only be . . . to raise the average rate of profit . . . . Formal proofs of this result can be found in N. Okishio . . . as well as in J. Roemer. [Brenner 1998: 11–12, n1]

The most recent such dismissal, as of this writing, is that of Hahnel (2005: 58, emphasis in original), a radical economist:

Despite a number of attempts by die-hard Marxists during the 1970s and 1980s to rescue the falling rate of profit crisis theory from being relegated to the dust bin of history by the Okishio theorem, by the end of the century virtually all open-minded political economists recognized that this supposed internal contradiction within capitalism had been nothing more than a lengthy intellectual red herring.

The main objective of this chapter is to argue that political economists and others who desire to be open-minded, who truly care about their intellectual credentials rather than their professional ones, would do well to consider the issue anew. Marx’s LTFRP does indeed contradict what may seem intuitively obvious, especially to physicalists whose common sense tells them that rising productivity translates into rising profitability. Yet much else in economics––and nearly the whole of modern physics––also flies in the face of common sense. 

The next section explains why the Okishio theorem is logically invalid and therefore fails to refute the LTFRP. Yet logically invalid arguments can have true conclusions (Socrates was a man; all men are mortal; therefore Socrates was a philosopher). The fact that the theorem is unproved will therefore not, by itself, shake the intuitive conviction that it is impossible for productivity improvements to depress the rate of profit. Thus I argue in the third section that this conclusion should not be regarded as obvious, for indeed it is implausible. 

That physical output rises in relation to physical input as a result of increasing productivity is undeniable, as is the fact that this tends to boost profitability. Yet these same increases in productivity also tend to reduce the rate of increase in the price of the output relative to the price of the input. As we shall see, the price effect can cancel out, or more than cancel out, the physical effect––even when it is only the rate of inflation, not the absolute level of prices, that        declines.
 The reason why the Okishio theorem appears to prove that rising  productivity cannot lead to a falling rate of profit is that it overlooks the price    effect, or, more precisely, spirits it away by valuing inputs and outputs simul-taneously. What remains is only the physical effect; the rate of profit is transformed into a physical relationship, a relation between output and input, and productivity increases do of course boost this “rate of profit.” 

Proponents of simultaneism have long been aware that their models prevent falling prices from lowering the rate of profit. Critiquing Marx’s LTFRP in 1907, Bortkiewicz (1952: 40) wrote, “it is wrong to connect a change in the rate of profit with a change in prices, since, as can be seen from our formulae, . . . price movements affect the capitalist’s product to the same degree as they do his outlay.” In other words, falling prices cause costs as well as revenues to decline, and by the same percentage, and thus the rate of profit remains unchanged when prices fall. Instead of treating this far-fetched conclusion as a sign that his simultaneist formulae were seriously flawed, Bortkiewicz treated it as a solid fact about the real world, and one that showed that Marx had been wrong. This is not only disturbing, but ironic as well, since, earlier in the same essay, Bortkiewicz (1952: 13) had charged that it is “characteristic of the author of Das Kapital . . . [to] hold the nature of the object to which his theoretical construction refers, responsible for the inner contradictions afflicting this construction.” 

What happens when we jettison the simultaneist theoretical construction and bring the disinflationary or deflationary impact of rising productivity––in other words, the determination of value by labor-time––back into the picture? As I shall show in the fourth section, a tendential fall in the rate of profit becomes possible, indeed plausible. This is because a decline in the rate of inflation causes the actual rate of profit to fall, necessarily and systematically, in relationship to the Okishio theorem’s physicalist rate. 

At this point, some critics’ intuition will convince them that there must be some error in, if not outright trickery behind, these demonstrations. As I discuss in the final section, however, no one has yet discovered such an error. Indeed, physicalist-simultaneist authors have recently acknowledged, however tacitly, that the Okishio theorem does not in fact disprove the LTFRP; productivity-enhancing technological change can cause the rate of profit to fall.

It is often asked why this controversy cannot be settled by finding out whether the rate of profit does in fact fall. There are two main reasons why        it cannot. First, as I noted in section 2.1.14, Marx’s LTFRP does not predict   that the rate of profit exhibits a long-term falling trend; much less does it predict the eventual collapse of capitalism. It predicts recurrent economic crises, by means of which the tendency of the rate of profit to fall is constantly overcome. Second, the issue here is not whether the rate of profit tends to fall, but why.  The Okishio theorem does not deny that the rate of profit can fall. What it holds is that, if a fall does occur, Marx’s theory cannot possibly explain correctly why it occurs. 

Furthermore, the fact that the theorem denies that Marx’s theory can ever, even in a single instance, provide a correct explanation for why the rate of profit fell, implies that the controversy cannot be settled by any empirical means whatsoever. It cannot be settled even by sophisticated econometric studies that do try to explain why the rate of profit fell. If the Okishio theorem is true, then––as Roemer (1981: 113), a prominent advocate of the theorem, correctly stressed––no facts or data analysis can vindicate the LTFRP. They may seem to do so, they may be quite convincing, but if the theorem has truly proved that Marx’s law cannot possibly hold, that ends the matter once and for all. Disproof of the Okishio theorem on logical grounds is therefore an absolutely necessary precondition to any attempt to appeal to the data in order to demonstrate that technological change tends to lower the rate of profit.

Notes
1. “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). “The profit rate does not fall because labour becomes less productive but rather because it becomes more productive” (Marx 1991a: 347). “The rate of profit . . . falls, not because labour becomes less productive, but because it becomes more productive” (Marx 1989b: 73). 

�. “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). “The profit rate does not fall because labour becomes less productive but rather because it becomes more productive” (Marx 1991a: 347). “The rate of profit … falls, not because labour becomes less productive, but because it becomes more productive” (Marx 1989b: 73). 


�. I am referring here to the fact that increases in productivity can cause the nominal rate of profit to fall. Strictly speaking, the LTFRP pertains to the real rate of profit (i.e. the value or price rate of profit based on the prices that would exist if the MELT were to remain constant). Thus, although I shall exhibit a falling nominal rate of profit, it is unnecessary to do so in order to vindicate the internal coherence of the LTFRP as formulated by Marx.  





