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INTRODUCTION: THE NEED 
FOR A NEW READING OF 
MARX'S CRISES THEORY 

The history of capitalism is a sequence of recurring crises that ap
pear in various forms: crises in putting people to work, crises in obtain
ing resources, and financial crises. Marx wrote extensively on these 
subjects. In the process, he developed a rich theory of finance and 
resource scarcity. Yet Marxists have not generally responded ade
quately to contemporary crises, such as the oil shocks of the 1970s or 
the debt crises of the 1980s. This book represents a first step in bring
ing together Marx's theories of finance and resource scarcity. 

THE CONTEMPORARY RELEVANCE OF MARX'S CRISES THEORY 

So long as society continues to endure this recurring collapse of the 
economic process, Marx's writings on crises will retain their impor
tance. Mainstream theory has paid especially dearly for its neglect of 
Marx's work. Even Keynes, who came closest to appreciating the im
portance of Marx, failed to carry through with his initial intuitions. By 
failing to come to grips with Marx, conventional economists have left 
themselves ill-equipped to deal with economic crises. 

Marx's contribution to understanding our present condition is 
substantially different from those of the classical political economists 
and the traditional contemporary economists. Whether one credits his 
method, his insight, or just plain luck, Marx happened to have focused 
on some of the most strategic factors that shape contemporary society. 

In this book, I have chosen to concentrate on two of these elements 
of Marx's work: First, a financial structure that frequently operates as 
if it were independent of the labor; second, a resource base that is 
essential to the functioning of any society. Although some Marxists 
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2 Marx s Crises Theory 

have begun to take an interest in Marx's theories of finance, they re
main in a distinct minority. Within the studies of Marx's theories of 
finance, his key concept of fictitious capital has generally been 
neglected or misinterpreted. Marx's theory of resource scarcity has 
been virtually ignored. 

Marx is partially responsible for the unfortunate tendency to 
overlook his categories of fictitious capital and scarcity. His own 
method of presentation has thrown his readers off the track. Conse
quently, the usual reading of Marx's crisis theory stresses other no
tions, such as the falling rate of profit or insufficient demand. 

Nonetheless, the fault does not lie entirely with Marx. His own con
tributions remain as fresh as ever. The responsibility for the failure to 
develop a powerful analysis of contemporary crises lies elsewhere: an 
unfortunate number of Marx's modern followers foisted an excess of 
formalism onto his theory. This formalism has robbed Marxism of the 
richness that historically has allowed it to inspire a broad spectrum of 
perspectives, ranging from that of Lenin to the Frankfurt school's. 

In this sense, I compare Marx's writings with Michelangelo's won
derfully evocative Slaves. In place of the uniform delicacy and detail of 
his David or of the Sistine Chapel, these huge unfinished statues ap-
pear to be forcing their own way out of massive granite stones. Their 
very incompleteness is a major source of strength. They demand that 
the viewer actively collaborate with the artist in imagining the ex
traordinary possibilities of the project. 

During any particular encounter with these masterpieces, many im
portant dimensions escape notice, in part, because of the roughness of 
the work. We are apt to discover them only when our own circum
stances prompt us to do so. Thus, far from growing obsolete, such 
works gain in stature as they prove their capacity to respond to 
divergent perspectives. Perhaps no effort on the part of Michelangelo 
could match our own expectation of what we suppose the artist to have 
been attempting. 

Marx left his work in a similar condition. It struggles mightily to 
break through all earthly bounds to Hegelian heights, yet it remains 
firmly rooted in the solid analytic boulders of the concrete state of 
society. Passionate disagreements abound among those who confront 
this work. Reader after reader throws aside the learned commentaries 
of the past, bringing a new vision, yet all the while drawing on the in
exhaustible power of the original source. Even today, this bedrock pro
vides a solid foundation for constructing a powerful analysis of 
capitalist society. 

In this spirit, I offer this book as a framework for interpreting 
Marx's theory of crises once again. Like Michelangelo's Slaves, Marx's 
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crises theory has many unfinished details. I will try to push them to 
the fore with the full knowledge that other alternative interpretations 
exist, and that still more will be discovered. 

Why did most previous readings of crisis theory fail to find what I 
did? One reason is that most readers have not recognized how much 
Marx's theories were conditioned by their historical context. True, all 
students of Marx's work know that he was an active participant in the 
political world of his day. They have read Marx's innumerable calls for a 
unification of theory and practice. Yet this knowledge generally has not 
affected the reading of certain key elements of Marx's crisis theory. 

Typically, most discussions of Marx's crises theory assume that he 
developed his categories in a purely abstract fashion, equally ap
plicable to all instances of the capitalist mode of production. In some 
cases, this assumption is justified. The category of value stands as a 
case in point. In other instances, this assumption has led to a false 
reading of Marx. 

Reading Marx's theory in light of its historical context leads to sur
prising results. For example, I will show that the concept of the 
organic composition of capital was not nearly as abstract as it has been 
interpreted by later readers. It was developed to respond to the 
specific political conditions of the time. In fact, this category served 
primarily as a vehicle for analyzing resource scarcity. I will substan
tiate my claim in the body of the book. 

I will take a moment to discuss how such a finding could have eluded 
previous readers of Marx's works. The answer, as I mentioned before, 
is that I read Marx in the historical context, separating, as best I could, 
theoretical propositions from what was developed to influence Marx's 
immediate political circumstances. Keeping in mind that this reading 
of Marx does indeed allow for a significant reinterpretation of his 
theories, let me return to the seemingly superficial matter of the com
plications associated with the combined influence of theory and prac
tice in Marx's works. 

Misunderstandings about Marx's crisis theory are compounded by 
the timelessness of his work. On the one hand, some of Marx's writings 
are time-bound. On the other hand, the method by which he attempted 
to analyze capitalist development is as valuable today as it was in his 
own lifetime. In fact, it might be more powerful now because of the 
enormous efforts that have since been devoted to refining it. 

ON THE RELATION OF THEORY AND 
PRACTICE IN REREADING MARX 

In contrast to the continuing relevance of Marx's method, the 
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specific political disputes that involved him were bound up with his 
unique historical environment. Although many important problems 
that Marx had addressed have undiminished importance, the social 
and political contexts in which these problems were located have 
changed. Consequently, Marx's works are at once both timeless and 
dated. 

For example, to study what Marx said and did regarding the First 
International might throw light on contemporary questions, just as the 
study of amphibian biology might provide important medical benefits 
to human beings. Indeed, in some instances, such knowledge can be 
more difficult to garner by working directly on the human body. 

Nonetheless, medical scientists are fully aware of the anatomical dif
ferences between a human being and a frog. They realize that what is 
learned from the study of a frog is not necessarily directly applicable 
to the treatment of human ailments. Unfortunately, students of Marx 
have not been as successful in distinguishing between what was in
tended to affect a specific political environment and what was 
intended for more general application. 

Some Marxists are fond of saying that Marx's method is scientific. 
Sometimes people invoke this word to convey a dogmatic conviction 
that whatever Marx said, or more frequently whatever they interpret 
Marx to mean, is the absolute truth. I understand the term "scientific" 
to mean something else. Marx was scientific in the sense that he 
embedded his analysis in a more comprehensive framework, going 
beyond simple appearances. In contrast, superficial analysis cannot 
transcend simple cause and effect. 

In pursuing political goals, Marx had to communicate with popular 
audiences. In such endeavors, Marx was often forced to work on a 
more superficial level. At other times, he worked on a much more 
scientific level. At still other times, he produced significant theoretical 
breakthroughs in publications, which might be expected to have only 
momentary importance. Sorting out Marx's theoretical from his prac
tical statements is made more difficult because modern readers are 
often unaware of the actual context of his writings. Consequently, lit
tle has been written about how Marx's political and theoretical sides 
actually affected each other. 

This practice has confused a good number of Marx's readers. Many 
have written about Karl Marx's politics. Others have theorized about 
the more abstract features of Marx's works. Few students of Marx 
realize how much his seemingly abstract analysis was often directed at 
an immediate political cause despite frequent reference to the unity of 
theory and practice in Marx's work. 
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I repeat that this failure to recognize the interplay between the 
theoretical and the practical sides of Marx's works has led to much con
fusion. The need to strip away the time-bound portions of his writings 
is especially important in his crisis theory. 

Yet, Marx's unique combination of theoretical and practical 
discourse also contributed significantly to the power of his analysis, 
despite the confusion that it engendered. Because Marx developed his 
theory specifically to facilitate social and political change, he took care 
to ground his analysis as much as possible in real economic conditions. 
In both person and in print he sought out others with more practical 
experience than his own. Above all, he availed himself of the insights 
of Friedrich Engels, who was exceptionally well-versed in German 
philosophy, socialist politics, and the English business world. In this 
sense, theory and practice are one in Marx's work. 

To say merely that economic theory and economic practice are in
separable in Marx's works is correct, but this assertion in itself is as in
sufficient as it is commonplace. The challenge is to make this 
separation in order that theory and practice can be recombined accord
ing to the situation in which they are to be applied. 

Because Marx abruptly shifted from the theoretical to the prac
tical plane, one has to give proper attention to the particular-role 
assigned to each. Some of what Marx wrote to influence his im
mediate political situation, which could be called "practical theory," 
was written as if it were purely theoretical. Conversely, some of 
what might appear to relate only to day-to-day events in the nine
teenth century has significant theoretical ramifications. Marx himself 
was of little help in making the distinction between these two planes 
of discourse. In fact, he frequently masked his intentions with great 
skill. 

In another sense, the distinction between theory and practice in 
Marx's work is remarkably simple. Marx did not write to develop pure 
theory. The theoretical advances that resulted from his investigations 
were only secondary for him. 

Primarily, Marx intended to promote certain political tendencies, 
while combating others. Yet, in order to pursue this goal, he fre
quently was not free to be straightforward. The circumstances in 
which he found himself sometimes required that he mix highly 
theoretical analysis with statements designed to influence his im
mediate political environment. The manner in which Marx's works 
moved back and forth between a theoretical level of discourse and a 
more practical one seems to have eluded most people who have con
fronted Marx's work. 
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TOWARD A NEW PERSPECTIVE 
IN MARX'S CRISES THEORY 

Marx's work appears in a distinctly different light when taking into 
account the tactical reasons for modifying his theoretical presentation. 
For example, Marx often had to publish his works in outlets such as 
the New York Tribune that did not share his political sympathies. 
Thus, he had to resort to subterfuge. A case in point is the series of 
articles that he wrote about India for the Tribune. These pieces were 
not so much directed to the subject of Indian economic prospects as 
they were a vehicle for undermining the influence of Henry Carey at 
the Tribune, whom Marx saw as a rival. Little did he know that these 
works would be taken at face value during the subsequent century. 

Rereading Marx's works in this spirit leads one to the conclusion 
that his theory of the organic composition of capital has less to do with 
the development of more efficient machinery than with the difficulty 
in growing cotton. At the time, Marx associated the falling rate of 
profit with rising raw material costs, not mechanization. He 
intentionally developed this category to demonstrate the importance 
of scarcity without acknowledging Malthus. In short, his entire crisis 
theory takes on a very different hue when read in this light. 

LIMITS OF THE PRESENT WORK 

In order to analyze the separation between Marx's theoretical and 
his more practical concerns, I have had to introduce what might seem 
to be a number of detours. Subsequent chapters will address apparent
ly unrelated matters, such as the nature of categories in Marx's work 
and a brief discussion of value theory. In fact, such considerations turn 
out to be invaluable in making the distinctions between the different 
levels of Marx's discourse. 

What follows is not intended to be a substitute for the existing 
valuable work on Marx's crisis theory. The notions of scarcity and fic
titious capital are secondary to Marx's more central concepts such as 
value. I accept Marx's conclusion that all crises ultimately originate in 
the relations and conditions of production. The concept of fictitious 
capital arises out of relations of circulation rather than of production, 
but I hasten to add another of Marx's insights: that crises often 
manifest themselves as crises of circulation, although production rela
tions might be their underlying cause. 

Although the concepts of fictitious capital and scarcity do not 
replace the more commonly discussed categories of Marxian analysis, 
they occupy a very important place in Marx's crisis theory. More 
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importantly, a careful study of these ideas demonstrates the need to 
revise significantly the conventional accounts of Marx's more familiar 
concepts. 

I am aware of the difficulties in the task I set for myself. In such 
work, the probability of reasonable differences of opinion, as well as 
outright error, is high. My project is made all the more difficult 
because Marx left so much of his work unfinished. 

Nonetheless, I believe that this line of analysis can lead to a better 
understanding of the nature of capitalist social organization. While I 
am convinced that I have discovered parts of Marx that have never 
been noticed before, I am well aware of the limits of my claim. Marx's 
writings are a rich mine of intellectual capital. People continually 
discover new gems that have been previously overlooked only because 
earlier students of his work have been captivated by other equally 
valuable treasures. I am among the many who have profited from such 
prior excavations. 

I would like to think that this book can lay to rest some of the con
troversy that presently swirls about Marxian crises theory, but I also 
recognize that Marxists frequently differ among themselves when 
assigning a value to the various discoveries in the mother lode. Some 
will accept my findings; some will disagree. Such disputes are, in fact, 
productive in the long run. When all the controversy has died down 
after each dispute, Marxists as a whole are left with a richer body of 
knowledge. 

I do not count this book as a contribution to an arcane Marxology. 
That Marx wrote something or other does not make it a sacred truth. 
Marx's work continues to command attention because it deserves it. 
No other economist has woven together the relationship between scar
city, the financial system, and the labor process as thoroughly as Marx, 
even though he left his work in an unfinished state. Much work re
mains to be done to organize his theory of fictitious capital and scarcity 
into a systematic framework. I am convinced that buried within Marx's 
work are valuable insights that can offer guidance, although not a 
detailed road map, for our contemporary problems. This book 
represents a first step in that direction. 

SUMMARY 

This book commences with a cautionary tale about Marx's relation
ship with the New York Tribune. Although this chapter does not relate 
directly to the analysis of crisis theory, it provides the best example of 
the manner in which Marx's practical concerns affected his writings, 
which have later been assigned considerable theoretical importance. 
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Marx' s work with the Tribune was doubly important to him. Firstly, 
his livelihood depended upon earnings from his contributions to the 
paper. Secondly, he was sensitive to the enormous political influence of 
that publication. 

Marx was not just a paid writer for the Tribune.  For a brief period d
he was their major writer. He even fancied that he might actually set 
its editorial policy by virtue of his journalistic skills. At the very same 
time, Henry C. Carey, the foremost economist of the early nineteenth 
century United States, had the very same intention. 

This chapter describes the resulting contest for editorial control of 
the paper. History has treated these two combatants unequally. To
day, Carey is all but forgotten, while Marx still commands much in
terest. However, Carey seemed to have the advantage at the time 
because of his close ties to the emerging Republican party although, in
itially, Marx also found cause to be optimistic. Both were eventually 
proven wrong. As the contest unfolded, both Marx and Carey fell out 
of favor at the Tribune. 

Marx's foray into the realm of bourgeois intrigue influenced the 
writings that he produced at the time. His effort to dislodge Carey ex
plains the tone of his duly famous appraisal of the prospects for 
economic development in India, which he wrote for the Tribune. Yet, ,
no modern reader seems to have realized Marx's ulterior motives in 
composing these articles. 

The India articles formed a constant reference point for twentieth 
century Marxists searching for an appropriate strategy in the post-
colonial world. Because of the importance presently attached to these 
works, the struggle that pitted Marx against Carey retains its impor
tance today. In addition, these articles serve as an forceful reminder of 
the importance of keeping the various levels of Marx's work separate. 

Chapter 2 concerns Marx's writings on the importance of resource 
scarcity, a subject often slighted by modern Marxists. I argue that 
Marx gave considerable weight to the role of resource scarcity, 
especially with respect to crisis theory. Yet Marx obscured this aspect 
of his theory in his abstract analysis lest it lend support to the 
Malthusians. Once again, his followers were misled by his writings. 
They were unaware of the manner in which he modified his theoretical 
analysis on this question as a political tactic. 

Once the first two chapters have established the importance of 
Marx's practical concerns in shaping his work, I turn to his analysis of 
the development of pure theory. Specifically, Chapter 3 is an analysis 
of the manner in which the categories of political economy develop and 
evolve within Marxian political economy. 

Marx's Crises Theory
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This subject has an importance in its own right. In terms of this 
book, it is especially strategic. Marx's analysis of the categories of 
political economy represents the pathway that we must follow to reach 
the foundation of Marx's crisis theory. Specifically, it serves as a 
bridge that allows Marx's theory of resources to be integrated into his 
analysis of crises. 

Chapter 4 concerns the relationship of value theory to Marx's 
method. Chapters 4 and 5 provide the backdrop for the subsequent 
analysis of Marx's crisis theory. 

The fifth chapter continues the theoretical line of analysis. It ad
dresses a specific category of political economy: constant capital. This 
category has been presumed to be so self-evident that nobody has 
taken the trouble to give it much consideration. Again, constant 
capital is a much more complex concept than has been previously 
suspected. In fact, a careful analysis of this category reveals that the 
ongoing failure to pay sufficient heed to this particular notion has led 
to the neglect of an important element of Marx's analysis —the distinc
tion between simultaneous and coexisting labor. 

I will give a definition of these terms later. At this point, I need only 
say that again Marx is responsible for much of the confusion. His 
enigmatic discussion of the methods of simultaneous and coexisting 
labor probably left too much to his readers. 

Reading Marx's crisis theory in light of this analysis indicates that 
much of what has been written about that subject is far off the mark, 
especially concerning the theory of the falling rate of profit. In addi
tion, this analysis, taken together with Chapter 2, demonstrates the 
importance of Marx's theory of resources for his crisis theory. 

In Chapter 6 I refer back to Marx's analysis of categories to show 
the relationship of fictitious capital to the better-known body of Marx's 
work. I argue that most students of Marx's work have failed to ap
preciate the importance of this category of political economy. For the 
most part, they put it aside and instead erect abstract systems to 
model the trajectory of the economy. As a result, many of the richest 
portions of Marx's theory have been left unnoticed. 

Although the concept of fictitious capital was widely used in the 
nineteenth century, it is ignored today. Marx collected the contra
dictory analyses that previous writers handed down concerning this 
rude category. Then he began to craft it into the lynch pin of his con
crete analysis of the relationship between the market and financial 
crises. He found that the periodic breakdowns are frequently associ
ated with the annihilation of fictitious capital, often set off by a sudden 
increase in the scarcity of strategic inputs. This theoretical process in
tegrates his analysis of scarcity into his theoretical analysis of crises. 



1 
POLITICAL ECONOMY AND 
THE PRESS: KARL MARX AND 
HENRY CAREY AT THE 
NEW YORK TRIBUNE 

For many years Karl Marx earned his living as a correspondent for 
the widely-read New YorkDa% Tribune. The Weekly Tribune, which 
was composed of selections from the daily edition, had a circulation of 
200,000 (Marx 1860, 265). Marx was naturally proud to be invited to be 
a part of the Tribune, which he considered to be "the 'leading [ver~ 
breitetste] journal' in the United States" (Marx to Engels, June 14, 
1853, in Marx and Engels 1975c, 79). In the preface to his duly famous 
A Contribution to the Critique of Political Economy, he wrote of his 
"collaboration... with the New York Tribune, the leading Anglo-
American newspaper" (Marx 1859a, 23). 

The editor, Charles Dana, considered Marx's contributions to be 
very important. The biographer of Horace Greeley, owner of the 
Tribune, offered a description of a typical working day at the paper: 
"Mr. Dana enters with a quick, decided step, goes straight to his 
desk . . . and is lost in perusal of 4Karl Marx' or 4An American Woman 
in Paris'" (Parton 1854, cited in Draper 1968, 11). On March 12, 1852, 
Dana wrote, "It may perhaps give you pleasure to know that [your 
articles] are read with satisfaction by a considerable number of per
sons, and are widely reproduced" (Blitzer 1966, xix). Marx basked in 
the glow of a leader that Dana attached to one of Marx's articles: "we 
may properly pay a tribute to the remarkable ability of the correspon
dent by whom this interesting piece of intelligence is furnished" (Marx 
to Engels, 26 April 1853, in Marx and Engels 1982a, 39). In a letter to 
Engels, Marx drew the conclusion, "As you see, I am firmly in the sad
dle" (Ibid., 315-16). When the 1857 crisis compelled the Tribune to 
reduce its staff, Marx was one of the two correspondents who remained 
on the payroll (Padover 1978, 287), although, as we shall see, this honor 
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was rather hollow. Indeed, although Dana later assured Marx in a let
ter that Marx was "not only one of the most highly valued, but one of 
the best paid contributors attached to the journal," Dana had no inten
tion of making his sentiments public (Marx 1860, 323-4). Many years 
later, as editor of the New York Sun, Dana requested information from 
Marx concerning the International. Marx's answer, which arrived only 
a few months before his death, was printed, along with a short 
obituary written by Dana in which he praised Marx as "an extraor
dinary man." Dana added, "His talents were brilliant and his learning 
varied and accurate." (Marx and Engels 1978, 1095). 

MARX'S SECRET WAR ON CAPITAL 

Marx was delighted with the opportunity to write for the Tribune. 
His finances were at a low ebb. Besides, the paper actually offered him 
the chance to teach socialism to the capitalists. That idea was not so 
far-fetched as it might sound today. Between 1852 and 1854, about one-
half million Germans landed in New York, including a good number of 
Marx's comrades-in-arms from the Revolution of 1848 (see Padover 
1978,303). Of these, a substantial portion managed to combine personal 
success with a vague retention of their earlier revolutionary ideals. 
The Tribune also drew upon the New England transcendental heritage 
of a sentimental opposition to capitalism. The marriage between Marx 
and the Tribune seemed to have been made in a socialist heaven. 

The Tribune published 487 articles from Marx. He wrote 350 by him
self and 12 together with Engels. The other 125 articles he submitted 
were written by Engels (ibid., 287). Almost one-quarter of his contribu
tions were printed as unsigned editorials (Padover 1980,168), although 
the paper chose Engels' articles as editorials more frequently than 
those written by Marx (see Blitzer 1966, xxi). At one point, Marx's con
tributions were used so extensively that he could write to Engels that 
"for eight weeks past, Marx-Engels have virtually constituted the 
EDITORIAL STAFF of the Tribune'1 (Marx and Engels 1984, 404). 

A good number of Marx's articles were economic in nature. One 
source estimates that 50 of the 321 articles that it attributes to Marx 
concern economic matters (Padover 1978,308). Thus we could properly 
describe Marx as one of the most influential financial writers in this 
hemisphere. Although Marx was not residing in the United States, his 
base in London actually may have been an advantage. After all, 
England was still "the metropolis of capital" (Marx to Meyer and Vogt, 
April 9, 1870, in Marx and Engels 1975a, 223). 

At first, Marx worried that his intended conquest might not suc
ceed. He fretted, 
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Greeley reported in the Tribune the speech Heinzen made there, and went on 
to praise the man. So storm clouds are threatening me from that quarter If 
we send him [Dana] short articles, he will think he is being fleeced and will cast 
me out of the temple, since he now has such a plentiful supply from Heinzen, 
Ruge and B. Bauer. What is even more unfortunate, I see from today's Times 
that the Daily Tribune is protectionist. So its all very ominous (Marx to Engels, 
August 5, 1852, in Marx and Engels 1982a, 146). 

Engels reassured him, "As for being thrown out of the Tribune, you 
need have no worries. We are too firmly ensconced there. Further
more, to the Yankees, this European politicizing is mere dilettantism 
in which he who writes best and with the greatest espirit comes out on 
top" (Engels to Marx, August 6,1852, in Marx and Engels 1982a, 147). 
Moreover, Engels counselled Marx that all the U.S Whigs were protec
tionists (ibid.). The leading protectionist Whig was Henry Carey, who 
according to one report was "virtual editor of the New York Tribune in 
this doctrinal department [i.e. the tariff and political economy] for 
which it was then so distinguished." (Smith, G. 1951, 36, citing Elder 
1880, 22). 

Indeed, Marx's early articles caught the attention of the Tribune 
readership. He wrote to Engels that John Bright, the famous British 
free trader, told the Parliament, "He had seen articles perhaps better 
written with more style, but never any that had a better tone 
[After singling out Marx's work] [h]e ventured to say that there was 
not at this moment a better paper than that" (Marx 1853d, 176). In addi
tion, Marx proudly informed Engels, "Mr. Tribune has given special 
prominence to a note about my 2nd article on Gladstone's Budget, 
drawing the attention of readers to my 'masterly exposition' and going 
on to say that nowhere have they seen *a more able criticism' and 4do 
not expect to see one'" (Marx to Engels, June 2, 1853, in Marx and 
Engels 1982a, 331). Even here, Marx was not altogether pleased:" Well, 
this is all right. But in the following article it proceeds to make an ass 
of me by printing under my name a heading of mine which is quite tri
fling and intentionally so" (ibid.). Henry Carey was among those who 
took notice of Marx's work. He sent Marx a copy of his book, Harmony 
of Interests (Marx to Engels April 30, 1852, in Marx and Engels 
1973:28,68). Later, he mailed Marx his Slavery at Home and Abroad, in 
which Marx was repeatedly cited as "a recent English writer" and "a 
correspondent of the New York Tribune" (see Marx to Engels, June 14, 
1853, in Marx and Engels 1975c, 78). 

Unlike Marx, who specifically hoped to undermine the support for 
Carey's ideas, Carey gave no public evidence of having any particular 
interest in opposing Marx's work. In fact, he even expressed respect 
for Marx's contributions to the Tribune. Nonetheless, Carey probably 
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did direct his considerable powers against Marx, especially regarding 
the Tribune's policy toward Russia. 

MARX AND CAREY 

Both Marx and Carey held strong views. Carey is said to have ex
claimed frequently, "Salvation, it is in me, and my books" (anon. 1894, 
141, cited in Green 1951,43). As might be expected, Marx was not quite 
ready to receive Carey's brand of salvation. After receiving the second 
book that Carey sent him, he wrote to Engels, 

in his previously published works this man described the "harmony" of the 
economic foundations of the bourgeois system and attributed all the mischief to 
superfluous interference by the state. The state was his bogey. Now he is sing
ing a different tune. The root of all evil is the centralising effect of modern in
dustry. But this centralising effect is England's fault, because she has become 
the workshop of the world and forces all other countries back to crude 
agriculture, divorced from manufacture. For England's sins the Ricardo--
Malthus theory and especially Ricardo's theory of rent of land are in their turn 
responsible. The necessary consequence of Ricardo's theory and of industrial 
centralisation would be communism. And so as to escape all this, so as to con
front centralisation with localisation and a union of industry with agriculture 
spread throughout the country, our ultra-free-trader finally recommends pro
tective tariffs. In order to escape the effects of bourgeois industry, for which he 
makes England responsible, he resorts like a true Yankee to hastening this 
development in America by artificial means. His opposition to England, 
moreover, throws him into Sismondian praise of petty bourgeois ways in 
Switzerland, Germany, China, etc The only thing of positive interest in the 
book is the comparison between the former English slavery in Jamaica, etc., 
and the Negro slavery of the United States. 

The Tribune is of course hard at it trumpeting Carey's book. Both indeed 
have this in common, that under the guise of Sismondian-philanthropic-socialist 
anti-industrialism they represent the protectionist bourgeoisie, i.e., the in
dustrial bougeoisie of America. This also explains the secret why the Tribune in 
spite of all its "isms" and socialist humbug, can be the "leading journal" in the 
United States. 

Your article on Switzerland was of course an indirect smack at the leading ar
ticles in the Tribune (against centralisation, etc.), and its Carey. I have con
tinued this hidden warfare in my first article in India, in which the destruction 
of the native industry by England is described as revolutionary. This will be 
very shocking to them (Marx to Engels, June 14, 1853, in Marx and Engels 
1975c, 78-80). 

This letter is trebly important. In the first place, it offers considerable 
insight into Marx's interpretation of Carey that portrays Carey as a 
sort of elderly dependency theorist. Secondly, it explains how Carey, 
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with his violent antipathy toward socialism could work with the pro
gressive Tribune. Thirdly, it tells us something of Marx's "hidden 
war" to subvert the editorial policies of the Tribune. 

Consider the first point —Marx's analysis of Carey's political econ
omy. Instead of class struggle, Carey represented an early version of 
what later U.S. historians refer to as the Turner thesis, that the fron
tier served to dampen class conflict in the new world. Unlike Turner 
and the others who wrote of this phenomenon, Carey assumed that 
economic development always could occur without conflict; that the 
harmony of interests among different classes was a universal rule. 

Marx correctly characterized Carey as attributing most of the 
world's ills to 4lthe diabolical influence of England on the world 
market" (Marx 1977, 705). Carey alleged that the "English system" 
sought "the annihilation of commerce among the people of other com
munities; and here was . . . that it went far beyond any others which 
had been devised." (Carey 1858; i, 411). The ultimate object of the 
British was to compel "the rude produce of the earth to be sent to 
England, there to be subjected to those mechanical and chemical pro
cesses required for bringing it to the form in which it was fitted for 
consumption" (ibid., 412). Carey frequently lumped the situation of the 
United States together with those of Ireland, India, and the other less 
developed nations. To make this point, Carey distinguished between 
commerce and trade. For Carey, "The words commerce and trade are 
commonly regarded as convertible terms, yet are the ideas they ex
press so widely different as to render it essential that this difference 
be clearly understood" (Carey 1858:1, 210). In Carey's system, com
merce was benign; trade, exploitative. His understanding of commerce 
"related to Eighteenth Century French meaning of an ideal ensemble 
of social relations which arise when exchange is carried on within a 
given geographical region" (Morrison 1968, 134). 

Marx was not particularly impressed by Carey's conclusions. He 
wrote to his friend, Weydemeyer, "H. C. Carey (of Philadelphia), the 
only American economist of importance, is a striking proof that civil 
society in the United States is as yet by no means mature enough to 
provide a clear and comprehensible picture of the class struggle" 
(Marx to Weydemeyer, March 5,1852, in Marx and Engels 1975c, 62-5; 
see also Marx 1973, 884). Accordingly, Marx continued his appraisal of 
Carey: 

He attacks Ricardo, the most classic representative of the bourgeoisie and the 
most stoical adversary of the proletariat as a man whose works are an arsenal 
for anarchists, Socialists, and all enemies of the bourgeois system. He 
reproaches not only him but Malthus, Mill, Say, Torrens, Wakefield, McCulloch, 
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Senior, Whately, R. Jones, and others, the leading economists of Europe, with 
rending society asunder and preparing civil war because they show that the 
economic bases of the different classes are bound to give rise to a necessary and 
ever growing antagonism among them. He tried to refute them . . . by attempt
ing to show that economic conditions — rent (landed property), profit (capital), 
and wages (wage labour) instead of being conditions of struggle and antagonism 
are rather conditions of associations and harmony. All he proves, of course, is 
that he is taking the "underdeveloped" conditions of the United States for "nor
mal conditions" (ibid.). 

Marx's words might sound somewhat exaggerated, but Carey ac
tually wrote "Mr. Ricardo's system is one of discords. . . its whole 
tends to the production of hostility among classes and nations His 
book is the true manual of the demagogue, who seeks power by means 
of agrarianism, war, and plunder" (Carey 1848, 74-5). To a limited ex
tent, Carey was perfectly willing to write of contradiction so long as 
the contradictions were limited to those between England and other 
nations. All labored under the malevolent influence of the British. In 
summarizing Carey's theory, Marx observed, 

even Carey himself is struck by the beginnings of this disharmony in the United 
States. What is the source of this strange phenomenon? Carey explains it with 
the destructive influence of England, with its striving for industrial monopoly, 
upon the world market England distorts the harmony of economic relations 
in all countries of the world The harmony of economic relations rests, 
according to Carey, on the harmonious cooperation of town and countryside, in
dustry and agriculture. Having dissolved this fundamental harmony in its own 
interior, England, by its competition, proceeds to destroy it throughout the 
world market, and is thus the destructive element of the general harmony. The 
only defence lies in protective tariffs —the forcible, national barricade against 
the destructive power of large-scale English industry All the relations 
which appear to be harmonious to him within specific national boundaries or, in 
addition, in the abstract form of general relations of bourgeois society . . . ap
pear as disharmonious to him where they appear in their most developed 
form-in their world market form" (Marx 1973, 886). 

Besides his hatred of all things English, Carey's writings were 
shaped by his own economic interests. Both Dorfman (1946) and Green 
(1951) document the self-serving nature of Carey's theories. Just one 
example suffices —a letter from Washington Representative George 
W. Scranton to Carey, written on April 30, 1860: "Coal stocks and 
estates well located are improving in value and have touched the 
lowest points, if we can carry the Tariff Bill through, you may safely 
mark up your coal interests. I will sit down with you and we will join in 
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the business and agree upon the increased percentage that we will 
start with" (cited in Green 1951, 200; see also 165). Carey's program of 
protecting industry by opposing British commodities was well re
ceived in some quarters, including initially the Tribune. He was 
instrumental in inserting a tariff plank in the 1860 Republican party 
platform. Both Lincoln and his treasury secretary, Chase, frequently 
consulted him. In fact, during the half century in which Carey hosted 
his "vespers" for influential visitors, every treasury secretary took 
pains to attend frequently (see Green 1951, 35-6). 

This background brings us to the second point of Marx's letter on 
Carey —his relationship with the Tribune. Carey managed to 
transform the Fourierist conception of association into the idea of cor
porate organization (see Dorfman 1946:2,790). At the same time, he op
posed the large, impersonal British corporation as the source of an evil 
cabal designed to keep the United States in a state of perpetual 
backwardness (see Conklin 1980, 280-1). 

This approach made Carey's work very congenial to the rising 
business community of the United States, including the Tribune. While 
Marx received a mere pound for each article, Carey refused direct pay
ment for his contributions to the Tribune lest he be accused of penning 
his contributions for worldly gain (see Green 1951, 25). Nonetheless, 
Carey was handsomely rewarded for his work. His access to the 
editorial pages of the Tribune substantially added to the value of his 
services as a well-placed power broker. 

Marx could not know the sordid details of Carey's business adven
tures, but his own pathbreaking writings on ideology should have been 
sufficient to disabuse him of Engels' idea, cited above that *He who 
wins is he who writes best and has the most spirit.' Instead, Marx, the 
hardheaded philosopher of dialectical materialism, rushed headlong in
to his challenge to Carey. 

In part, Marx's scheme may have had some merit. Carey was making 
inroads into the German-American community, just as Carey's disci
ple, Duhring, was to do a few decades later. If Marx were to keep such 
people from being misled by Duhring, an attack on Carey was required. 
To this end, he supplied his friend, Adolph Cluss, with notes to aid him 
in preparing a journalistic critique of Carey in the German paper, Die 
Reform (see Cluss 1853; 623-32). 

Cluss' article could say, "Carey totally overlooks the transforming, 
revolutionary element in the destructive effects of industry" (Cluss 
1853, 627). In the Tribune, the battle could not be as direct. Marx 
himself had to be more circumspect. 

Marx's correspondence shows him gearing up for his attack on Carey. 
Engels, who usually agreed with Marx about economic conditions, wrote 
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to his friend on June 6,1853, only four days before Marx wrote the first 
of his India articles. Engels observed, 

An Oriental government never had more than three departments: finance 
(plunder at home), war (plunder at home and abroad), and public works (provi
sion for reproduction). The British government in India has administered Nos. 1 
and 2 in a more narrow-minded manner and dropped No. 3 entirely, so that 
Indian agriculture is being ruined. Free competition discredits itself there com
pletely. The artificial fertilisation of the land, which immediately ceased when 
the irrigation system fell into decay, explains the fact which otherwise would be 
rather odd (Marx and Engels 1975c, 76-7). 

Marx's response was his letter in which he described his "hidden war
fare." Immediately after speculating that "This will be very shocking 
to them," he added, "Incidentally, the entire British management in 
India was swinish, and is to this day" (ibid., 79). He continued, 

The stationary character of this part of Asia —despite all the pointless move
ment on the political surface —is fully explained by two circumstances which 
supplement each other: 1) the public works were the business of the central 
government; 2) moreover the whole empire, not counting the few larger towns, 
was divided into villages, each of which possessed a completely independent 
organisation and formed a little world in itself... I do not think that one can en
visage a more solid foundation for Asiatic despotism and stagnation. And 
however much the English may have Hibernicised the country, the breaking up 
of those stereotyped primitive forms was the sine qua non for Europeanisation. 
. . . The destruction of their ancient industry was necessary to deprive the 
villages of their self-supporting character (ibid., 79). 

This part of the letter seemed to be a practice run for his article. Note 
that Marx ignored Engel's point about the decline of public works (ir
rigation); instead, in his article he pointed to the rise of a different type 
of public works (railroads). 

In his duly famous articles on British India, to which he referred in 
the letter on Carey that he sent to Engels, Marx stressed that the long-
run effect of British industry would be to prepare India for a future 
based on modern technology (Marx 1853a, 125-33). Marx even went so 
far as to claim that England had actually laid the groundwork for "the 
greatest, and to speak the truth, the only social revolution ever heard 
of in Asia" (ibid., 132). He continued, 

Now, sickening as it must be to human feeling to witness.. . , we must not 
forget that idyllic village-communities, inoffensive as they may appear, had 
always been the solid foundation of Oriental despotism, that restrained the 
human mind within the smallest possible compass 
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England, it is true, in causing a social revolution in Hindostan, was actuated 
only by the vilest interests, and was stupid in her manner of enforcing them. 
But that is not the question. The question is, can mankind fulfill its destiny 
without a fundamental revolution in the social state of Asia? If not, whatever 
may have been the crimes of England she was the unconscious tool of history in 
bringing about that revolution (Marx 1853a, 132). 

This article represented a fundamental challenge to Carey's thesis. To 
begin with, Marx suggested that the English were playing a valuable 
social mission in civilizing the Indians. He wrote, "England has to ful
fill a double mission in India: one destructive, the other regenerating— 
the annihilation of old Asiatic society, and the laying of the material 
foundations of Western society in Asia" (Marx 1853c, 494). 

Marx's articles on India appeared to be among his most explicit 
works on the nature of capitalist expansion into the peripheral nations. 
Consequently, they have been very influential in the analyses of later 
Marxists, especially those who believed that capitalism was congenial 
to peripheral development (see Warren 1980; Clarkson 1978,190-1). To 
the extent that the India articles were colored by his efforts to critique 
Carey obliquely (and I believe that they were), they fail to reflect ac
curately Marx's own understanding of the process of economic 
development. 

Of course, Marx never assembled a comprehensive theory of devel
opment. Capital was admittedly Eurocentric. In his later years, Marx 
paid more attention to the development of economies outside Western 
Europe; however these writings have not been fully integrated into his 
thought. Nonetheless, some aspects of Marx's analysis of the develop
ment process are relatively clear. 

To begin with, in the India articles and elsewhere, Marx recognized 
that the accumulation of capital eventually yields beneficial conse
quences. Eventually, as capitalism takes root, it promotes modern 
technology and establishes the preconditions for socialism. In this 
limited sense, the India articles partially reflected Marx's understand
ing of the nature of economic development. 

In a more general sense, the usual reading of the India articles is 
misleading in several respects. First, the articles ignore the significant 
technological strengths of traditional economies, stressing instead 
their backwardness. In this respect, as Daniel Thorner once pointed 
out, these particular articles had a great deal in common with Hegel's 
interpretation of India as "a phenomenon antique as well as modern; 
one which has remained stationary and fixed" (Thorner 1966, 38 citing 
Hegel 1837, 145). 

Worse still, in the India article, in speaking ill of the Indian villages, 
Marx alluded to the charge made in the Cluss piece that "Carey . . . 
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burrow[ed] himself deeper and deeper in the petty-bourgeois element, 
advocating the long since discarded patriarchal association between 
agriculture and manufacturing" (Cluss 1853,627). That particular point 
is most unfortunate, since Marx himself frequently argued that one of 
the great benefits of socialism would be a unity of industry and agricul
ture (see Marx 1977, ch. 15, sec. 10). 

Marx also adopted a negative perspective toward traditional econo
mies when discussing the impact of free trade on European societies, 
but not generally when addressing the question of peripheral societies 
(see Marx 1848). True, in the Grundrisse a few years later, Marx wrote 
of Asiatic society, "where the little communes vegetate independently 
alongside one another" (Marx 1973,473). But in the same work, he com
mented more favorably on the Asiatic village economy; for example, he 
subsequently added, "The Asiatic form necessarily hangs on most 
tenaciously and for the longest time. This is due to its presupposition 
that. . . there is a self-sustaining circle of production, unity of 
agriculture and manufactures" (ibid., 486,473). In fact, Marx generally 
wrote about the stability of Asian society in relatively positive terms. 
He described, "[cjommunal property and small-plot cultivation" as "a 
fertilising element of progress" (Marx 1881, 104). He also referred to 
the "natural vitality" of traditional communal agriculture (ibid., 106). 

For example, after his articles on India appeared, Marx placed an ar
ticle on China in the Tribune. There, he cited a Mr. W. Cooke, who 
earlier was a correspondent of the London Times at Shanghai and 
Canton, to demonstrate the savings resulting from a close association 
of cottage industry and agriculture. According to Mr. Cook, British ex
ports often had to be sold in China at prices that barely covered their 
freight to be competitive (Marx 1858, 334; see also Marx to Engels, 
October 8, 1858 in Avineri 1868, 440; Myers 1980; Perelman 1983, 34). 

The same idea was later repeated in the third volume of Capital, 
where he wrote, "The substantial economy and saving in time afforded 
by the association of agriculture with manufactures put up a stubborn 
resistance to the products of the big industries, whose prices included 
the faux frais of the circulation process which pervades them" (Marx 
1967:3, 334). In 1859, Marx expanded on the nature of the Indian 
economy, comparing it to that of China: 

It is this same combination of husbandry with manufacturing industry which, 
for a long time, withstood, and still checks the export of British wares to East 
India; but there that combination was based upon a peculiar constitution of 
landed property which the British in their position as the supreme landlords of 
the country, had it in their power to undermine, and thus forcibly convert part 
of the Hindoo self-sustaining communities into mere farms, producing opium, 
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cotton, indigo, hemp and other raw materials, in exchange for British stuffs. In 
China the English have not yet wielded this power nor are they ever likely to do 
so (Marx 1859b, 375). 

About this same time, Marx associated the resistance of traditional 
economies with the scale of agriculture (Marx to Engels, October 8, 
1858, in Marx and Engels 1983, 347). In this sense, the forced introduc
tion of capitalism can represent a major step backwards in certain 
types of traditional production. 

The India articles were misleading in a second respect. They 
presumed that contact with capitalism would actually lead to the rapid 
accumulation of capital in the periphery. Indeed, in the case of Russia, 
he noted, "Russia . . . could acquire machinery, steamships, railways 
and so on. . . . [T]hey managed to introduce the whole machinery of ex
change (banks, credit companies, etc.) which was the work of centuries 
elsewhere in the West" (Marx 1881, 110). In reality Marx understood 
that the acquisition of these elements of progress would not be suffi
cient to bring progress in their wake. Even in his relatively optimistic 
letter of June 14,1853 to Engels, cited above, Marx referred to the pro
mise of a "Hibernicised future," which hardly bespoke of glowing 
future for India. Certainly Marx's writings on Ireland gave no indica
tion that association with England was beneficial to that troubled 
island (see Perelman 1977, ch. 12). In any case, all the pessimistic sug
gestions found in this letter were expunged from the India articles. 

What Marx wrote in the India articles about the country's prospects 
for economic development was considerably different in a third 
respect from his later discussions of economic development in other 
parts of the world. In contrast to what he wrote in his Tribune articles, 
Marx did not generally applaud the destruction of primitive 
economies. This attitude was closely related to his doubts that capital 
accumulation would proceed in the near future in the peripheries. For 
example, in 1881 Marx drafted a letter in which he asserted, "the sup
pression of the communal land ownership [in India]... was an act of 
English vandalism, which drove the indigenous population backward 
rather than forward. The English... only managed to spoil the in
digenous agriculture and to swell the number and intensity of 
famines" (Marx 1881, 121, 118). In Capital as well, Marx emphasized 
that the British had disrupted the small communities, but the result 
was not nearly so revolutionary as he had suggested in his articles on 
India. According to Marx, the British ruled in India as a "ruthless and 
despotic state." (Marx 1967:3, 726). The East India government ex
tracted "tribute" (ibid., 582) and the system "reduced the direct pro
ducers to the physical minimum of means of subsistence" (ibid., 796). 
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The British did not improve industry, but ruined it for their own com
mercial profit. He noted that "it is not commerce . . . which revolu
tionizes industry, but industry which constantly revolutionizes trade 
(ibid., 333). What consequences trade with the British had were tragic, 
to say the least. In Marx's words (the sense of which was not fully 
reflected in the 1967 translation of Capital): 

In so far as English trade has had a revolutionary effect on the mode of produc
tion in India, this is simply to the extent that it destroyed spinning and weav
ing, which form an age-old and integral part of this unity of industrial and 
agricultural productions Even here, their work of dissolution is succeeding 
only very gradually (Marx 1967:3, 452; emphasis added). 

Marx added a footnote that underscored his negative verdict about the 
impact of contact with capitalism: "More than that of any other nation, 
the history of English economic management in India is a history of 
futile and actually stupid (in practice, infamous) economic 
experiments" (ibid., 451). So Marx saw the English as revolutionary 
after all, but only in a negative sense. What about the great contribu
tion of the railroad? Marx returned to this subject late in his life in let
ters that he wrote to the Russian populist, Danielson: 

Generally, the railways gave of course an immense impulse to the development 
of Foreign Commerce, but the commerce in countries which export principally 
raw produce increased the misery of the masses.... [MJany articles formerly 
cheap, because invendible to a great degree, such as fruit, wine, fish, deer etc., 
became dear and were withdrawn from the consumption of the people, while, on 
the other hand, the production itself, I mean the special sort of produce, was 
changed according to its greator or minor suitableness for exportation, while 
formerly it was principally adapted to its consumption in loco" (Marx to 
Danielson, April 10, 1879, in Marx and Engels 1975c, 299). 

Indeed, during the U.S. Civil War, the extension of Indian rice produc
tion led to a tragic famine, which cost the lives of one million people in 
the district of Orissa alone (Marx 1967:2, 141n). 

In the second of the letters to Danielson, after discussing the eco
nomics of railways, Marx noted, 

In India serious complications, if not a general outbreak, is in store for the 
British government. What the English take from them annually in the form of 
rent, dividends for railways useless to the Hindus . . . —what they take from 
them without any equivalent and quite apart from what they appropriate to 
themself annually within India,—speaking only of the value of the commodities 
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the Indians have gratuitously and annually to send over to England —it 
amounts to more than the total sum of income of the 60 millions of agricultural 
and industrial labourers oflndial This is a bleeding process with a vengeance! 
(Marx to Danielson, February 19, 1881, in Marx and Engels 1975c, 316-17). 

The India articles misrepresent Marx's views in one final respect. 
Even though the very slow and painful process of capitalist accumula
tion may ultimately evolve into a humane socialism, it is an un
necessarily circuitous route to a collective society. 

As Marx became more familiar with both capitalism and the under
developed economies, he became more sensitive to the potential of the 
traditional economies. He even entertained the possibility that the 
traditional Russian community could serve as the basis of a socialist 
society (see drafts of Marx to Zasulich, March 8, 1881 in Hobsbawm 
1964, 142-5; Shanin 1983). 

Whether activists in a land such as Russia should build their political 
strategy around traditional social forms was an open question for 
Marx (see Shanin 1983; Melotti 1977). Given Marx's outlook on political 
change, socialism in the West, quite likely sparked by a revolution in 
Russia, would provide the most favorable environment for develop
ment in the periphery (see Marx 1881, esp. 110). 

In short, Marx's later writings on Russian economic development 
are far more representative of his analysis than are his articles on 
India. The India articles should be read in terms of Marx's efforts to 
unseat Carey, if not at the Tribune, then at least within the German 
immigrant community in the United States. In this respect they may 
reflect Marx's views on Carey rather than on India. 

MARX AND CAREY ON RUSSIA 

Did Carey ever reciprocate Marx's efforts by attempting to diminish 
Marx's influence on the Tribune? The answer to this question remains 
a matter of speculation, but some evidence suggests that the correct 
answer may be affirmative. The evidence for an overt contest between 
Carey and Marx was strongest regarding Russia. 

For Marx, Russia was the greatest enemy of progress in the world. 
Marx must have known that he was treading on delicate ground in us
ing the Tribune to attack Russia, yet he expressed confidence in his 
project; but perhaps he had just become bored with his journalism. On 
September 15,1853, he complained to his friend, Adolph Cluss, "I find 
perpetual hackwork for the newspapers tiresome. It is time-con
suming, distracting and in the end, amounts to very little. However in
dependent one may think oneself, one is tied to the newspaper and 
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its readers, especially when, like myself, one is paid in cash. Purely 
learned work is something totally different" (Marx and Engles 1984, 
367). He adopted a different attitude in writing to Engels on Septem
ber 7, 1853. He was aghast that the Tribune was claiming that the 
"Russian people were democratic through and through" (Marx and 
Engles 1984, 365). In an effort to enlist Engels in his subversion of the 
paper's policy, he continued, "You know more about Russia than I 
do,—and if you can find to challenge this nonsense you would greatly 
oblige me. In the Tribune, of course" (ibid.). By the end of the month, he 
wrote Engels again, "In each article, besides the subject proper, I 
naturally have to follow step by step the Russian Notes and England's 
FOREIGN POLICY (and right brave it is!) since the jackasses in New 
York consider this to be of prime importance and, AFTER ALL, 
nothing is easier to write about than this business of HIGH politics" 
(Marx to Engels, September 30, 1853, in Marx and Engels 1984, 376). 
Beginning in October 1853, the Tribune began reprinting large por
tions of Marx's series of articles on Lord Palmerston, which charged 
that the home secretary was nothing more than a tsarist agent (Marx 
1853b). By October 8, he congratulated Engels and himself on how 
much of their material the Tribune was using. Finally, on December 14, 
Marx made his claim that he and Engels were virtually the editorial 
staff of the paper. 

In spite of Marx's apparent triumph at the Tribune, his initial 
cautious instincts were correct. By the next April he lamented that his 
best work was printed anonymously. "Of late the Tribune has 
been. . . putting my name to nothing but rubbish" (Marx to Engels, 
April 22, 1854, in Marx and Engels 1984, 439). Later that year Marx 
and Dana agreed that all Marx's articles were to appear as anonymous 
contributions "from our London correspondent" (Rubel and Manale 
1975, 114). 

Carey was more successful in this struggle. Unlike Marx, Carey was 
an enthusiastic Russophile. In a letter written to A. G. Curtin, ex-
governor of Pennsylvania, on July 11,1870, Carey boasted that in 1854 
he had "conquered" the antislavery sentiment on the Tribune to foster 
sympathy for Russia. He claimed that during the first three months of 
the Crimean War, 

almost all the Northern Press [had]... gone with the Allies. At the time, I con
trolled the Tribune in regard to all economic questions. But it required con
siderable time to persuade the editor to see that the Russian area belonged to 
that department. Anti-slavery sentiment stood in my way, but I conquered it at 
last, and thenceforth the Tribune printed all I had to say on the subject, which 
was, as you might imagine, not a very little. Three months later, I had the whole 
Whig Press on my side, having thus achieved a triumph such as rarely falls to 
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the lot of a single person (Edward Carey Gardiner Collection, Pennsylvania 
Historical Society; partially cited in Green 1951, 116 although he transcribes 
the letter differently). 

This victory seems to have been a source of considerable pride. 
Carey's nephew claimed that his uncle's intervention "resulted in 
Russia siding with the United States Government in the war of the 
Rebellion," since the Tribune was so successful in swaying public 
opinion in the United States to be sympathetic to Russia (cited in 
Green 1951,116). 

The extent to which Carey may have associated Marx with the van
quished anti-Russian forces at the Tribune remains a matter of conjec
ture. Carey must have been aware of Marx's role. After all, he was 
closely connected with the editors of the Tribune, later becoming its 
chief authority on economic matters. Some clues might lay in the 
Carey papers at the Pennsylvania Historical Society. 

Some evidence does suggest that Marx's stance on Russia was 
associated with his fall from grace at the Tribune. When Dana wrote 
Marx in 1860, he knew that Marx would be likely to make its contents 
public. His letter was highly complimentary except for one reproach: 
"The only fault I have had to find with you has been that you have occa
sionally exhibited too German a tone of feeling for an American 
newspaper. This has been the case with reference both to Russia and 
France" (cited in Marx 1860, 323). Thus articles on Russia would seem 
to be connected in Dana's mind with the decline in Marx's influence on 
the Tribune. We might also note that Dana's "biographer J. H. Wilson 
gives the year 1855 . . . as marking the end of Dana's illusions' regard
ing social reform" (Draper 1968, 9). 

Marx never associated his problems with the Tribune with Carey. 
He blamed the Russian authorities. Indeed, Frederick Olmsted in
formed Marx that a Polish immigrant, Count Adam Gurowski, had won 
considerable influence over Dana. Marx wrote to Engels that 
Gurowski, whom Olmstead accused of receiving regular allowances 
from the Russian embassy, was the sole cause of their difficulties at 
the Tribune (Marx to Engels, October 30, 1856 and Marx to Engels, 
February 16,1857, in Marx and Engels 1983,81,101). By the beginning 
of the next year, Marx concluded, "The Tribune, in exceedingly poor 
and insipid LEADERS, is moreover adopting a view almost diametri
cally opposed to all that I write. RUSSIAN INFLUENCE is unmis
takable" (Marx to Engels, January 20,1857, in Marx and Engles 1983, 
94). As a partial consolation for their troubles with the paper, Marx 
noted, "So we can boast of having, or rather having had, our articles 
directly inspected and censured by the Russian embassy" (ibid., 81). 
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In short, Carey claimed to have won his victory just when Marx's in
fluence with the Tribune seemed to be at its peak. On December 14, 
1853, Marx wrote his letter to Engels in which he gloated about the 
last eight weeks during which he and Engels were virtual editors. 

By April 22,1854 Marx was registering his complaint that his good 
articles were being printed as unsigned leaders, while those of poorer 
quality bore his name. Failing to read the handwriting on the wall, 
Marx continued his secret war on Carey. Whatever forces opposed 
Russia won a sympathetic ear from Marx. In London Marx had already 
won himself a reputation as a supporter of the Turks, a perennial 
enemy of the Russians. He continued his efforts in behalf of the Turks 
in the Tribune. On May 3, 1854 he wrote to Engels, 

As you know, the Tribune flatters itself in being Christian. I was all the more 
tickled when the fellows used for a LEADER an article of mine in which, one of 
the chief things I held against the Turks was the fact of their having preserved 
Christianity, although I did not of course say so quite so bluntly 1 have, 
besides, sent the Tribune a scandalous story . . . in which the historical matter 
will blind the fellow to the prank I play on Christianity (Marx and Engels 1984, 
447). 

Neither of these works seemed nearly as threatening as the letter sug
gested. Nonetheless, the damage was done. 

Thus, we have two of the most important economists of the nine
teenth century each claiming to control the same paper at the same time 
in spite of their widely differing views. Something had to give. It did. 

In 1854 Marx and Engels published 83 articles in the Tribune. By 
September 1854 a packet of unprinted articles on panslavism was 
returned to Marx (editorial note in MEW: 28, 719). Dana did not even 
bother to erase the negative comments written in French, which Marx 
attributed to Gurowski (see Marx to Engels, October 30,1856, in Marx 
and Engels 1983, p. 81). Whether Carey or Gurowski were responsible, 
the paper would henceforth be very selective about the articles that it 
would print. In 1855 the number of their articles printed by the 
Tribune fell to 40. The following year only 24 of their pieces appeared 
(Blitzer 1966, xxii). In the end, Marx failed to conquer the Tribune. 

Carey's victory was also short-lived. Between 1849 and 1857, Carey 
was "virtually the editor of Greeley's New York Tribune on the ques
tion of the tariff (Green 1951, 25; see also Kaplan 1931, 52). This con
trol only ceased in 1857 when Greeley was won over to the "low" tariff 
of that year. This change marked the end of Carey's relationship with 
the paper (see Green 1951, 25); however, by that time Marx had also 
more or less ended his association with the paper. Marx no longer 
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could imagine that he controlled the mightiest paper in the United 
States. His financial success would depend upon his ability to produce 
a marketable commodity. 

Ironically, Marx may have had the last word. True, Carey won some 
influence in Germany (see Green 1951,180-1), the country that lay at 
the heart of Marx's strategy—so much so, that Engels had to write his 
AntirDuhring to counteract Eugen Duhring, whose exposition of 
Carey's theories had captured the interest of some the socialists on 
whom Marx and Engels relied. Duhring was soon forgotten. 

Marx, whose work was met with "a conspiracy of silence" in 
Germany (Marx to Victor Schily, November 30,1867, in MEW.-31, 573; 
Marx to Kugelmann, December 28, 1862, December 7, 1867, and 
February 11, 1869, in Marx 1934, 24, 55, 85; Marx 1977, 98) was 
favorably received in the reactionary state of Russia, which he had so 
vehemently opposed. The Russian censor had written, "It can be con
fidently stated that in Russia few will read it and even fewer under
stand it" (cited in Resis 1970, 221). The censor also argued that the 
book could do little harm since it attacked a system rather than in
dividuals, thereby posing no threat to the safety of the royal family. In 
addition, he believed that the book was inapplicable to Russia. 

In Russia almost everyone agreed with Marx. The populists found a 
congenial opponent of capitalism in Marx. So did the gentry. Marx's 
Russian success caught himself as well as the Russians by surprise. He 
wrote to Kugelmann: 

A few weeks ago a Petersburg publisher surprised me with the news that a 
Russian translation of Das Kapital is now being printed. He asked for my photo
graph for the title page and I could not deny this trifle to "my good friends," the 
Russians. It is an irony of fate that the Russians, whom I have fought for 
twenty-five years, and not only in German, but in French and English, have 
always been my "patrons." . . . [T]he first foreign nation to translate Kapital is 
the Russian They always run after the most extreme that the West can of
fer (Marx to Kugelmann, October 12, 1868, in Marx 1934, 77). 

The rest is a familiar history. As might be expected, Capital proved to 
be a far more effective tool to apply Marx's principles than the power
ful New York Tribune. 



2 
MARX, MALTHUS, AND THE 
CONCEPT OF NATURAL 
RESOURCE SCARCITY 

MARX AND MALTHUS 

Marx's usual practice was to provide an exhaustive critique of 
fallacious doctrines of political economy, no matter how obscure their 
origin might be. Despite the immense influence of Malthus' theory of 
population, Marx's discussion of that subject was remarkably brief. 
Except for the references to its ahistorical nature (Marx 1977, ch. 25, 
sec. 3; and Marx 1973, 608), he did little to confront it directly. More
over, one of his relatively few references to Malthus was downright 
flattering. He generously praised Malthus as the only classical political 
economist to recognize that longer hours of work were an important 
determinant of the rate of profit: "All honour to Malthus, that he lays 
stress on the lengthening of the hours of labour" (Marx 1977, 666n). 

Nevertheless, the spector of Malthusian scarcity haunted Marx. Of 
Malthus' "libel on the human race," he wrote, "if this theory is correct 
. . . socialism cannot abolish poverty, which has its base in nature, but 
can only make it general, distribute it simultaneously over the whole 
of society" (Marx 1875, 23). Marx, then, apparently assigned more 
weight to the subject than the extent of his critique might suggest. In
deed, in the "Afterword" to his second edition of Capital, for example, 
he took the trouble to mention that a favorable reviewer had specifical
ly praised his stance on the question of population (Marx 1977,101-2). 

In general, however, socialists' objections to populationism have not 
excluded their willingness to accept that regulation of numbers might 
be beneficial under certain circumstances. Socialists understood the 
importance of population balance, although other concerns may have 
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taken a higher priority. In this sense, Lenin's attitude on 
Malthusianism is instructive. He opposed birth control only because it 
would tend to reduce the number of "proletarian warriors" in the com
ing battle against capitalism (Lenin 1913). 

Marx was convinced that the problems of population and scarcity, as 
well as environmental abuse, could best be solved by socialism 
(Perelman 1975). Engels, for example, observed that once socialism 
was established, the rational control of human population would be 
significantly eased (Engels to Kautsky, February 1,1881; in Marx and 
Engels 1975c, 315). Marx and Engels were not alone in this regard. For 
example, John Stuart Mill seemed to agree with them (Mill 1848, bk. 2, 
pt. 2, sec. 3). 

Among German socialists the question of population was especially 
touchy, since Lassalle had incorporated Malthusianism as a dogma of 
the General Association of German Workers. In England socialists 
were less inclined to accept Malthus' doctrines (D'Arcy 1977), but in 
Germany Lassalle reinforced the theoretical hold of Malthusianism 
within the German workers' movement by means of his invention of 
the term "the Iron Law of Wages" (see Engels to F. A. Lange, March 
29, 1865, in Marx and Engels 1975c, 161; and Engels to Bebel, in Marx 
and Engels 1975c, 274; Marx 1875; Baumol 1983). 

For tactical reasons, however, any detailed examination of the par
ticulars of socialist society was consistently avoided by both Marx and 
Engels; it would only have opened them up to endless nitpicking by 
their opponents, both within and outside the socialist movement. 
Engels described his attitude on the subject in a letter to Kautsky: 

Even though the Katheder-Socialists persistently call upon us proletarian 
socialists to tell them how we can prevent overpopulation and the consequent 
threat to the existence of the new social order, I see no reason at all why I 
should do them the favor. I consider it a sheer waste of time to dispel all the 
scruples and doubts of those people which arise from their muddled super-
wisdom, or even to refute, for instance, the awful twaddle which Schaeffle alone 
has compiled in his numerous big volumes (Engels to Kautsky, February 1, 
1881, in Marx and Engels 1975c, 315). 

Was Marx correct to have avoided an open discussion of his interpreta
tion of Malthusianism? Marx's written record on the subject of 
Malthusianism has to be understood in light of the stated purpose of 
his publications. He considered even his most theoretical work to be a 
political act. In this spirit, he wrote to Weydemeyer about "the 
political reasons" that dictated the organization of Capital (Marx to 
Weydemeyer, February 1,1859, in Marx and Engels 1975d, 106). In ad
dition, letters written to close friends, after both the completion of his 
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Critique of Political Economy and of Capital, refer to his works in 
terms such as "a victory for our Party" (Marx to Weydemeyer, 
February 1,1859, in Marx and Engels 1975c, 106) and as an attempt "to 
raise the Party as high as possible" (Marx to Kugelmann, October 11, 
1867, in Marx 1934, 50). 

Marx had other reasons to avoid a direct confrontation with 
Malthusianism. His analysis of the labor theory of value was difficult 
enough to explain in its own terms. Important categories, such as rent, 
had to be put off until the third volume of Capital. To have broached as 
emotional a subject as Malthusianism in the first volume could have 
been a pedagogical mistake. Thus, to answer Malthus and 
Malthusianism entailed a conscious political choice. Given the situation 
in Germany alluded to above, Marx was reticent to launch an all-out at
tack on the law of population. 

This tactic has caused serious misinterpretations of Marx's works. 
Even today, unsympathetic readers commonly assume that because 
only labor creates value within the context of the labor theory of value, 
Marx had ignored the role of natural resources. 

Though accused of bestowing inadequate attention to natural 
resources in his theory, Marx actually gave much more emphasis to 
them than his theory suggests on first reading. Hollander argued a 
similar point, but his work was flawed by a narrow reading of Marx 
(Hollander 1984). By taking isolated statements and piecing them 
together, Hollander gives the impression of producing a coherent and 
complete record of Marx's analysis. 

Hollander's thesis is that Marx's doctrine of immiseration 
strategically turns upon demography. Hollander is, no doubt, correct, 
but only in a limited sense. Marx agreed that population growth, in and 
of itself, will probably have a detrimental effect on workers' welfare, 
ceteris paribus. 

This final qualifier is exceedingly important. Of course, other things 
were not equal for Marx. Note Engels' analysis of the lesson to be 
drawn from Marx's analysis of population: "Now Marx has proved in 
detail in Capital that the laws regulating wages are complicated, that 
sometimes one predominates and sometimes another, according to 
circumstances, that therefore they are in no sense iron but on the 
contrary very elastic, and that the matter can by no means be 
dismissed in a few words" (Engels to Bebel, March 18-28,1875, in Marx 
and Engels 1975c, 274). In fact, Marx's very complex analysis of the 
nature of the labor market provides a model of how scarcity, in 
general, should be analyzed. Obviously, the natural increase in 
population adds to the supply of labor. The supply of labor can also be 
augmented by drawing upon different segments of the population. 
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Marx's taxonomy of the reserve army of the unemployed describes 
this process in great detail. 

In addition, the demographics of the labor market were subject to 
substantial social control. English capital could increase or decrease its 
labor supply at will by controlling the spigot of Irish labor (see 
Perelman 1977, ch. 12). This realization prompted Marx to write to 
Engels, "The English working class will never achieve anything before 
it has gotten rid of Ireland" (Marx to Engels, December 10, 1869, in 
Marx and Engels 1975c, 218). In addition, capital could and did regulate 
its labor supply by the degree of encouragement that it gave to 
primitive accumulation or emigration (see Perelman 1983). 

In short, because of his method of reading Marx, Hollander confuses 
partial and general equilibrium in Marx's analysis. I am convinced that 
one could carry Hollander's method to absurd lengths. A diligent 
reader could select and organize hundreds or even thousands of ex
tracts from Marx that, when taken together, would appear to be a 
most conventional, conservative compendium of political economy. 

Such a work would accurately reflect elements of Marx's analysis, 
but the sum of these parts would amount to considerably less than the 
whole. What makes Marx's work so valuable is the manner in which he 
was able to incorporate the different pieces of classical political 
economy into a body of analysis that challenged classical political 
economy. 

In short, Hollander's work reflects Marx's collection of the parts of 
classical political economy without demonstrating any consciousness 
of the context in which these parts were placed. 

MARX AND POPULATION 

The stance Marx adopted toward the law of population can be brief
ly summarized. In the first place, he emphasized that "[a]n abstract law 
of population exists only for plants and animals and even then only in 
the absence of any historical intervention by man" (Marx 1977, 784). 
Nevertheless, population certainly does exert a large influence in 
those societies with largely underdeveloped powers consciously to af
fect the environment, (see Marx 1973, 486; Marx and Engels 1845-46, 
33). 

Marx and Engels even explained the division of labor in terms of 
population increase. As society develops the means to manage its en
vironment more effectively, however, the growth of population and its 
impact are increasingly determined by social relations. 

Under the capitalist mode of production, an historically specific "law 
of population" comes into play, one that is bound up with the 
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prevailing social relations of production. In the process of capitalist 
development, a "relative surplus of population" or "industrial reserve 
army" is produced and reproduced through destruction of traditional 
methods of production, increasing mechanization, and industrial crises 
(Marx 1977, ch. 25; Perelman 1983). 

The apparent "overpopulation" that then arises is relative, not to 
natural conditions or food supply, but to the needs of capital accumula
tion; that is, capital requires a reserve army of labor power on which it 
can draw quickly and easily, one that holds the pretensions of the 
working class in check. Scarcity in this context is scarcity of employ
ment owing to the concentration of the means of production under the 
control of a small class of capitalists operating according to the logic of 
profit and competition. 

Marx also discussed at some length the sorry history of Ireland, sup
posedly the prime populationist example of a Malthusian crisis of over
population. The Malthusians prescribed depopulation as the only solu
tion to Irish difficulties, although Ricardo actually argued that more 
population could actually improve the Irish economy since it would 
compel the Irish to work harder (see Perelman 1983,113-17). Marx, on 
the other hand, showed that the massive exodus of people following 
the potato famine did not improve conditions; it actually paralleled a 
substantial decline in the standard of living below that which had 
prevailed before 1846 (Marx 1977, 864). 

The depopulation of Ireland, Marx argued, was neither natural nor 
in the interests of the Irish people, but was rather an intentional pro
cess by which the (largely absentee) landlord class transformed the 
island from a wheat-producing area, protected from foreign competi
tion by the corn laws, to a land of sheepwalks, once the era of free 
trade had dawned in England (Marx 1977, ch. 25, sec. 4). 

MARX AND NATURAL RESOURCE SCARCITY 

Marx no more treated scarcity as an independent category than he 
did population. Scarcity could only be understood in relation to the 
mode of production, for example, to the historically specific set of rela
tions and forces of production, distribution, consumption, and so forth 
(see Marx 1967:3, 651-2). 

In effect, over time nature diminished in importance to the built en
vironment. In one of his earliest works, Marx proclaimed that the sen
suous world is not "a thing given direct from all eternity,... but the 
product of industry and the state of society" (Marx and Engels 
1845-46, 28). Later, he observed, "Everyone knows that there are no 
true forests in England. The deer in the parks are demure domestic 
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capital, as fat as London aldermen" (Marx 1977, 892). Thus, any at
tempt to analyze natural resources outside the context of social rela
tions, such as was the case with classical political economy, will prove 
to be vacuous. 

Of course, resource endowments will loom more importantly in 
relatively primitive circumstances. Engels, who was somewhat more 
inclined to stress such things, explained the absence of private proper
ty in the Orient by "the climate, together with the nature of the soil, 
especially across Arabia, Persia, India and Tartary up to the highest 
Asiatic plateau" (Engels to Marx, June 6, 1853, in Marx and Engels 
1942, 67). Marx repeated this idea almost verbatum in his famous 
dispatch, "The British Rule in India," published two months later 
(Marx 1853a, 489). Again, in the Grundrisse, written during the same 
decade, we read about tribal life being conditioned by "climate, 
physical make-up of the land and soil" (Marx 1973, 486). 

Natural resource endowments play a correspondingly smaller role 
as society develops techniques to consciously alter the environment. 
To make this claim is not to minimize the importance of natural 
resources. Marx was never so naive as to have believed that resources 
are unimportant. Rather, he stressed that their importance is condi
tioned by the social milieu in which they are used. 

The role of the economic and social forces in determining natural 
resource scarcity was frequently overlooked in classical political 
economy. For example, Ricardo, who penetrated the veil of the 
bourgeois world in many other ways, predicted a falling rate of profit 
solely on the basis of the scarcity of land. Even Malthus, in his Prin
ciples, took Ricardo to task for not analyzing "the moral as well as 
physical qualities of the agents" of production (Malthus 1820, 381). 

Marx's verdict on Ricardo was similar to Malthus's. He chided 
Ricardo, who was generally so willing to look at capitalism with scien
tific detachment, for taking "refuge in organic chemistry" when he 
came to the issue of scarcity (Marx 1973, 753). In fairness to Ricardo, 
his failure may have only been his inability to communicate adequate
ly. He reacted to Malthus's charge in his private Notes on Malthus: 
"Whoever did draw any conclusions from the physical quality of the 
soil, without any consideration of its productiveness, in proportion to 
the labour employed upon it?" (Ricardo 1951-73:2, 336) Ironically, in 
the topsy-turvy world of ideological distortion, Marx has been singled 
out for his lack of recognition of the importance of resources. In a wide
ly circulated article, Paul Samuelson charged Marx with ignoring "the 
patent fact that natural resources, too, are productive" (Samuelson 
1957, 894). 
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Such nonsense is based upon a naive confusion of value and use-
value. This distinction was made quite clearly in the very first chapter 
of Capital. There, Marx unambiguously defined the labor process as 
the transformation of nature ("natural resources" in contemporary 
parlance) into objects of utility for human beings (Marx 1977, ch. 7). 

Marx was incensed that the German socialist movement had ignored 
the role of nature. He insisted: "Labour is not the source of all wealth," 
arguing that "[n]ature is just as much the source of use values" (Marx 
1875,13). Even in his Economic and Philosophical Manuscripts of 1844, 
he had observed, "The worker can create nothing without nature, 
without the sensuous external world. It is the material on which his 
labor is realized" (Marx 1964, 109). Early in his career, Marx had 
demonstrated an occasional awareness of the relationship between en
vironmental problems and the capitalist mode of production, but his 
analysis was not as profound as it would later become. In The German 
Ideology, Marx and Engels recognized environmental abuse and pollu
tion as reflections of contradictions in capitalist society (Marx and 
Engels 1845-46, 46-7). Unfortunately, such observations were not in
tegrated into his analysis until the 1860s. 

In any case, Marx was surely was well aware of the importance of 
natural resources, but he stressed the conditions under which they 
were secured. As he wrote to Cluss in his letter on Carey, uThe fertili
ty of the soil, as I have likewise already said in the AntirProudhon, is 
something purely relative. Changes in the soil's fertility and its degree 
in relation to society, and that is the only aspect of fertility with which 
we are concerned, depend on changes in the science of chemistry and 
its application to agronomy" (Marx to Cluss, October 5,1853, in Marx 
and Engels 1982, 383). Marx continued this train of thought two weeks 
later: 

In the Misere I cite an example of how in England, land which, at a certain stage 
of science, was regarded as barren, is at a more advanced stage, considered fer
tile. I can adduce as a general fact that, throughout the middle ages, esp. in 
Germany, heavy clay soil was cultivated by preference as being naturally more 
fertile. In the past 4-5 decades, however, owing to the introduction of potatoes, 
sheep-farming and the resulting manuring, etc., light sandy soil has taken the 
pride of place, esp. since it involves no expenses of drainage, etc., and on the 
other hand its deficiencies can easily be made good by means of chemical fer
tilizers Fertility is not, after all, absolute but a relation of the land to human 
beings (Marx to Cluss, October 18, 1853, in Marx and Engels 1982, 392). 

Marx's analysis of natural resource scarcity was reinforced by his in
tensive study of agriculture. This research convinced him that English 



34 Marx's Crises Theory 

agriculture was considerably less successful than it appeared to be. 
Outlining its history, he noted, 

The old English industry —the main branch of which was the woolen 
industry . . . was wholly subordinated to agriculture. Its chief raw material was 
the product of English agriculture. As a matter of course, therefore, this in
dustry promoted agriculture. Later, when the factory system properly 
developed, already in a short space of time the necessity for custom duties on 
corn began to be felt. But they remained nominal. The rapid growth of the 
population, the abundance of fertile land which had yet to be made cultivable, 
the inventions, at first, of course raised also the level of agriculture. It especial
ly profited from the war against Napoleon, which established a regular system 
of prohibition for it. But 1815 revealed how little the "productive force" of 
agriculture had really increased (Marx 1845, 289). 

Five years later, in his notes on Archibald Alison's Free trade and a 
Fettered Currency (1847), Marx wrote, "The experience of every age 
has demonstrated that so great is the effect of capital and civilisation 
applied to manufactures, and so inconsiderable, comparatively speak
ing, their influence upon agriculture, that the old state can always 
undersell the new one in the industry of towns and the new one 
undersell the old one in the industry of the country" (Marx 1849-51, 
112). More than half-century before the rural-based Russian Revolu
tion of 1917, he wrote to Engels, "The more I get into this crap, the 
more I am convinced that agricultural reform . . . will be the alpha and 
omega of the coming revolution. Otherwise Parson Malthus would be 
correct" (Marx to Engels, August 14,1851, in Marx and Engels 1973:27, 
314). 

At first, Marx thought that agriculture's problems were the result 
of a precapitalist heritage. He believed that agriculture would even
tually progress much like industry: "The soil is to be a marketable com
modity, and the exploitation of the soil is to be carried on according to 
the common commercial laws. There are to be manufactures of food as 
well as manufactures of twist and cottons, but no longer any lords of 
the land" (Marx 1852,262). In this spirit of optimism, in the Communist 
Manifesto, Marx included the "application of chemistry to industry 
and agriculture" among the great technical accomplishments of the 
bourgeoisie (Marx and Engels 1848, 113). His notes from an article in 
the August 31,1850 issue of The Economist read, "Cotton manufacture 
has grown 1248% in a half century, accompanied by a steady fall in the 
price of raw materials in the last years [to] not more than 1/5 to 1/4 of 
the price at the beginning of the Century" (Marx 1849-51, 229). Thus, 
at first, Marx foresaw an agricultural future diametrically opposed to 
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that predicted by Ricardo. For example, he says in the first part of 
Theories of Surplus Value, 

As the constant capital grows, so also does the proportionate quantity of the 
total labour which is engaged in its reproduction. Nevertheless, the part [of the 
population] directly producing means of subsistence, although its number 
declines, produces more products than before. Its labour is more productive. 
While for individual capital the fall in the variable part of capital as compared 
with the constant part takes the direct form of a reduction in the part of the 
capital expended in wages, for the total capital —in its reproduction—this 
necessarily takes the form that a relatively greater part of total labour em
ployed is engaged in the reproduction of means of production than is engaged in 
the production of products themselves —that is, in the reproduction of the 
machinery. (Marx 1963-71:1, 219). 

In this frame of mind in late 1850, he copied an extract from William 
Jacob into his notebooks: "In valuing land, one third of the net produce 
was formerly considered as the fair proportion to appropriate as rent 
to the landlord; it is now scarcely a fourth, and in many instances not a 
fifth" (Jacob 1814, 84, cited in Marx 1849-51, 308). A couple of months 
later, Marx told Engels that he expected that a study of agricultural 
progress "would put an end to Malthus' theory of the deterioration not 
only of the 'hands' but also of the land" (Marx to Engels, January 7, 
1851, in Marx and Engels 1975c, 48). Sometime between January 1862 
and 1863 he speculated that the rate of productivity in agriculture 
would rise even faster than in industry: 

This requires: 1. The replacement of the easy-going farmer by the businessman, 
the farming capitalist; transformation of the husbandman into a pure wage 
labourer; large-scale agriculture 2. In particular, however: Mechanics, the 
really scientific basis of large-scale industry, had reached a certain degree of 
perfection during the eighteenth century. The development of chemistry, 
geology and physiology, the sciences that directly form the specific basis of 
agriculture rather than industry, does not take place till the nineteenth cen
tury 

On the one hand, with the advance of industry, machinery becomes more ef
fective and cheaper; hence, if only the same quantity of machinery were 
employed as in the past, this part of constant capital in agriculture would 
diminish; but the quantity of the machinery grows faster than the reduction in 
its price, since this element is as little developed in agriculture. On the other 
hand, with the greater productivity of agriculture, the price of raw 
material—see cotton—falls so that raw material does not increase as a compo
nent part of creating value to the same degree as it increases as a component 
part of the labor process (Marx 1963-71: 2, 109-12; see also 1976:3, 760; and 
Marx to Engels, August 2, 1862, in Marx to Engels 1975c, 123). 
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Marx was not alone in this judgement. Edward Edwards, one of the 
two people who are thought to have been the author of the books writ
ten under the pseudonym of Piercy Ravenstone (see Dorfman 1966; for 
an opposing view see Sraffa 1973, xxviii-xxix), complained that people 
who should be studying "chemistry, botany, and natural history are 
too much disposed to look upon them as merely elegant amusement" 
(Edwards 1827, 434). More recently, Habakkuk remarked on the 
historical differential between levels of understanding of organic and 
mechanical processes, but assumed that this phenomenon merely 
reflects an historical delay in the acceleration of our comprehension of 
biological processes (Habakkuk 1967,160). 

ON THE LIMITS OF CAPITALIST AGRICULTURE 

After further study, Marx suddenly became extremely pessimistic 
about the long-run prospects for capitalist agriculture, especially after 
he began to assign more importance to agriculture as a supplier of raw 
materials. This change occurred between 1861 and 1863 while writing 
the Theories of Surplus Value, the same work in which he set down the 
above-cited idea about agriculture progressing faster than industry. In 
retracting that idea, Marx asserted, "It is in the nature of capitalist 
production that it develops industry more rapidly than agriculture. 
This is not due to the nature of the land, but to the fact that, in order to 
be exploited really in accordance with its nature, land requires dif
ferent social relations" (Marx 1963-71, 300-1). Later, he added, 

Capitalist production has not yet succeeded and never will succeed in master
ing these [organic] processes in the same way as it has mastered purely 
mechanical inorganic chemical processes. Raw materials such as skins, etc., and 
other animal products become dearer partly because the insipid law of rent in
creases the value of these products as civilizations advance. As far as coal and 
metal (wood) are concerned, they become more difficult as mines are exhausted 
(Marx 1963-71:3, 368). 

Marx made the following sweeping observation: 

The moral history . . . concerning agriculture . . . is that the capitalist system 
works against a rational agriculture, or that a rational agriculture is incompati
ble with the capitalist system (although the latter promotes technical im
provements in agriculture), and needs either the hand of the small farmer living 
by his own labour or the control of associated producers (Marx 1967:3,121). 

Marx did not come by this conclusion casually. He became extremely 
well-read in organic chemistry. He had taken copious notes on Liebig, 
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Johnston, and other agronomists who gave detailed accounts of the 
problems of soil exhaustion (see Marx 1973, 754n). In his opinion, "the 
new agricultural chemistry in Germany, especially Liebig and 
Schonbein.. . are more important than all the economists put 
together" (Marx to Engels, February 13, 1866, in Marx and Engels 
1942, 204-5). 

In a fascinating letter to Danielson, written late in his life, Marx con
tinued to display a keen interest in the analysis of soil fertility: 

The soil being exhausted and getting not the elements —by artificial and 
vegetable and animal manure, etc. —to supply its wants, will with the changing 
favour of the seasons, of circumstances independent of human influence — stil
continue to yield harvests of very different amounts, though, summing up a 
period of years, as for instance, from 1870-1880, the stagnant character of pro
duction presents itself in the most striking character. Under such cir
cumstances the favourable climatic conditions pave the way to a famine year by 
quickly consuming and setting free the mineral fertilisers still potent in the soil, 
while vice-versa, a famine year, and still more a series of bad years . . . allow the 
soil-inherent minerals to accumulate anew, and to work efficiently with return
ing favour of the climatic conditions. Such a process goes, of course everywhere 
on, but elsewhere [than Russia] it is checked by the modifying intervention of 
the agriculturalist himself. It becomes the only regulating factor where man 
has ceased to be a "power" —for want of means (Marx to Danielson, February 
19, 1881, in Marx and Engels 1942, 384). 

Marx's agricultural research eventually led him to the verdict that 
capitalist agriculture "leaves deserts behind it" (Marx to Engels, 
March 25,1868, in Marx and Engels 1942,237). His section on "Modern 
Industry and Agriculture" in the first volume of Capital reads like 
some of the most insightful literature from the modern environmental 
movement: 

Capitalist production collects the population together in great centres, and 
causes the urban population to achieve an ever-growing preponderance. This 
has two results. On the one hand it concentrates the historical motive power of 
society; on the other hand, it disturbs the metabolic interaction between man 
and the earth, i.e. it prevents the return to the soil of its constituent elements 
by man in the form of food and clothing; hence it hinders the operation of the ex
ternal conditions for the lasting fertility of the soil. Thus it destroys at the same 
time the physical health of the urban worker, and the intellectual life of the 
rural worker. But by destroying the circumstances surrounding that 
metabolism, which originated in a merely natural and spontaneous fashion, it 
compels its systematic restoration as a regulative law of social production, and 
in a form adequate to the full development of the human race In modern 
agriculture, as in urban industry, the increase in the productivity and 
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mobility of labour is purchased at the cost of laying waste and debilitating 
labour power itself. Moreover, all progress in capitalist agriculture is a pro
gress in the art of robbing the soil; all progress in increasing the fertility of the 
soil for a given time is a progress towards ruining the more long-lasting sources 
of that fertility. The more a country proceeds from large-scale industry as the 
background of its development, as in the case of the United States, the more 
rapid is this process of destruction. Capitalist production, therefore, only 
develops the techniques and the degree of combining of the social process of 
production by simultaneously undermining the original sources of all 
wealth-the soil and the worker (Marx 1977, 636-8) 

He took up this theme again in the third volume of Capital:  "Capitalist t
production turns toward the land only after its influence has ex
hausted it and after it has devastated its natural qualities" (Marx 
1967:3,301). Marx even went so far as to speculate that the destruction 
of the land by mindless profit-seeking bourgeoisie represented 
"another hidden socialist tendency" (Marx to Engels, March 25,1868; 
in Marx and Engels 1942, 237). Sooner or later, he predicted, capital 
will discover that nationalization of the land would be the only course 
capable of assuring an adequate supply of agricultural produce (see 
Marx 1872, 288-90). Quite a performance for a nineteenth century 
writer, who is supposed to have dogmatically insisted on the unimpor
tance of nature! 

Marx distinguished between what he referred to as "social" and 
"natural" productivity (Marx 1967:3, 766). He understood that 
technical change would allow agricultural output to expand, but he was 
convinced that this increase might not be rapid enough to compensate 
for long-run natural resource exhaustion (ibid., 766; see also Perelman 
1975). Until capitalism comes to be replaced by socialism, he believed, 
it would continue to be plagued more and more by rising raw materials 
costs. 

The social importance of primary materials, however, is conditioned 
by the development of the mode of production. Marx had always 
recognized that in the early stages of society, primary products cost 
little effort because "nature . . . assists as a machine" (Marx 1963-71:2, 
109; see also Marx 1977, 284, 744; Marx 1967:3, 360-1, 643, 745, 847-8; 
Marx 1973, 588). By contrast, in industry "nature builds no machines, 
no locomotives, railways, electric telegraphs, self-acting mules, etc." 
(Marx 1973,706; see also 715). Later, he began to stress that eventually 
both more labor and more means of production must be applied to the 
production of primary products. As he observed, 

[When] in the course of development, a larger output is demanded than that 
which can be supplied with the help of natural powers, i.e this additional 
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output must be created without the help of this natural power, then a new addi
tional element enters into capital. A relatively larger investment in capital is 
thus required in order to secure the same outputs (Marx 1967:3, 745; see also 
Marx 1977, 751). 

That is, an increasing proportion of social labor must be applied to the 
production of primary materials despite the enormous advances in 
capitalist agricultural technology. This rising labor requirement is 
caused, in part, by improved technology that diminishes the portion of 
social labor used in the production of machinery (Marx 1967:3,109) and, 
in part, by the expanding labor requirements of the raw materials sec
tor itself. 

This secular tendency is paralleled by cyclical difficulties in raw 
materials production. As the economy expands, the rapid growth in 
demand for raw materials generated by capitalist growth will not be 
matched by a proportionate increase in the production of raw 
materials (see Marx 1963-71:2, 533; Marx 1977, 579). 

In one passage, Marx captured the ambiguous capitalist agri
cultural legacy, noting, "One of the major results of the capitalist 
mode of production is that, on the one hand, it transforms agriculture 
from a mere empirical and mechanical self-perpetuating process 
employed by the least developed part of society into the conscious 
scientific application of agronomy, in so far as this it at all feasible 
under conditions of private property" (Marx 1967:3, 617). Marx added 
a footnote: 

Very conservative agricultural chemists, such as Johnston, admit that a really 
rational agriculture is confronted everywhere with insurmountable barriers 
stemming from private property.... [T]he dependence of the cultivation of par
ticular agricultural products upon the fluctuations of market prices, and the 
continual changes in this cultivation with these price fluctuations — the whole 
spirit of capitalist production, which is directed toward the immediate gain of 
money — are in contradiction to agriculture, which has to minister to the entire 
range of permanent necessities of life required by the chain of successive 
generations (ibid.). 

The cotton industry, which loomed so large in Marx's analysis, bore 
out Marx's conviction that raw materials production would have dif
ficulty keeping pace with demand. For example, in the brief period be
tween 1830 and 1837, as industry had outstripped agricultural produc
tion, cotton prices doubled, only to fall again (Temin 1969, 92). Later, 
during the Civil War in the United States, when Capital was being 
written, cotton again became scarce. This pattern moved Marx to 
observe, 
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It is in the nature of things that vegetable and animal substances whose growth 
and production are subject to certain organic laws and bound up with definite 
natural time periods, cannot be augmented in the same degree as . . . other 
fixed capital..., whose reproduction can, provided the natural conditions do 
not change, be rapidly accomplished in an industrialised country. It is therefore 
quite possible, and under a developed system of capitalist production even in
evitable, that the production and increase of the portion of constant capital con
sisting of fixed capital, machinery, etc. [measured in physical terms], should 
considerably outstrip the portion consisting of organic raw materials so that de
mand for the latter rises more rapidly than supply 

The greater the development of capitalist production . . . , so much more fre
quent the relative underproduction of vegetable and animal raw materials, and 
so much more pronounced the previously described rise of their prices and the 
attendant reaction. And so much more frequent are the convulsions caused as 
they are by the violent price fluctuations of one of the main elements in the pro
cess of reproduction (Marx 1967:3, 118-19). 

On the one hand, cheap raw materials present themselves as a natural 
fertility of capital (Marx 1967:3, 106; see also 651). On the other hand, 
high raw materials prices threaten to hinder accumulation because the 
resulting increase in raw materials prices severely cuts into profit 
margins. After all, Marx was certain that raw materials were the most 
important component of constant capital, at least on a flow basis (Marx 
1967:3, 106). This assessment of the quantitative importance of raw 
materials undoubtedly referred to a flow rather than to a stock basis. 

Even though the value of raw materials might be less than the value 
of the stock of fixed capital, a rise in raw materials prices can make 
itself felt as a decline in the profit rate, with serious consequences for 
accumulation: 

If the price of raw materials rises, it may be impossible to make it good fully out 
of the price of commodities after wages are deducted. Violent price fluctua
tions, therefore, cause interruptions, great collisions, even catastrophes, in the 
process of reproduction. It is especially agricultural produce proper, i.e., raw 
materials taken from organic nature, which—leaving aside the credit system 
for the present—is subject to such fluctuations in values in consequence of 
changing yield, etc. (Marx 1967:3,117). 

SCARCITY AND SOCIAL RELATIONS 

Increasing natural resource costs are frequently cited as proof of the 
operation of the law of diminishing returns, but Marx interpreted the 
same phenomenon rather differently; he saw it as evidence of the bar
rier posed by capitalism, especially capitalist social relations, which 
prevents society from taking full advantage of its natural resource 
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base. For example the booms and busts endemic to capitalism are in
compatible with a rational agricultural system: 

An actual improvement of raw materials satisfying not only the desired quanti
ty, but also the quality desired, such as cotton from India of American quality, 
would require a prolonged, regularly growing and steady demand (regardless of 
the economic conditions under which the Indian producer labours in his coun
try). As it is, the sphere of production is, by fits, first suddenly enlarged, and 
then violently curtailed. All this, and this spirit of capitalist production in 
general, may be very well studied in the cotton shortage of 1861-65, further 
characterised as it was by the fact that a raw material, one of the principal 
elements of reproduction was for a time unavailable 

The closer we approach our own time in the history of production, the more 
regularly do we find, especially in the essential lines of industry, the ever-
recurring alternation between relative appreciation and the subsequent 
resulting depreciation of raw materials obtained from organic nature (Marx 
1967:3, 121). 

More importantly, capitalist social relations impede the creation of a 
rational economic system. Although great strides have been taken in 
agricultural science, Marx's interpretation still seems to be the correct 
one, especially when we recall his special use of the term "mastering" 
(see Perelman 1977). 

Marx's general position was that, although land can be improved 
and, more generally, human potential is unlimited (Marx 1963-71:2, 
144-5, 595), the social relations of capital stood in the way of 
agricultural progress. He gave a specific example of the relationship 
between the social relations of production and agricultural progress, 
citing Frederick L. Olmsted's observations of cotton production in the 
southern United States: 

I am here shown tools that no man in his senses, with us, would allow a labourer 
for whom he is paying wages, to be encumbered with; and the excessive weight 
and clumsiness of which, I would judge, would make work at least ten per cent 
greater than with those ordinarily used with us. And I am assured that, with 
the careless and clumsy treatment they must always get with slaves, anything 
lighter or less rude could not be furnished them with good economy, and that 
such tools as we constantly give our labourers and find our profit in giving 
them, would not last a day in a Virginia cornfield — much lighter and more free 
from stones though it be than ours. So, too, when I ask why mules are so univer
sally substituted for horses on the farm, the first reason given, and confessedly 
the most conclusive one, is that horses are always soon foundered or crippled by 
them, while mules will bear cudgelling, or lose a meal or two now and then, and 
not be materially injured, and they do not take cold or get sick, if neglected or 
overworked (Olmsted 1856, 46-7, cited in Marx 1977, 304n). 
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Scarcity shows up, therefore, not simply because of natural shortages, 
but because of the inability of capitalism to utilize nature effectively. 
This is particularly true with respect to the biological processes in
volved in agriculture. 

COTTON AND SCARCITY 

What may have caused Marx to have changed his mind about the 
potential of capitalist agriculture? His skepticism concerning the 
potential of capitalist agriculture first occurred during 1862, when he 
was in the process of writing the Theories of Surplus Value. During 
that time, the prices of important raw materials, especially cotton, had 
reached their highest point since the Napoleonic Wars (Farnie 1979, 
162). The shortages of cotton, popularly known as the Cotton Famine, 
proved to be a momentous economic event in the world economy. 

The actual extent of the Cotton Famine is a matter of dispute. Some 
modern scholars note that the outbreak of the Civil War in the United 
States followed a period of severe overproduction on the part of the 
British textile industry (Farnie 1979, 138ff). Thus, they identify the 
crisis with overproduction rather than with shortages brought on by 
the war. For example, Farnie maintains that the British cotton manu
facturers preferred to blame their problems on disruption in cotton 
supplies rather than their own business mistakes. 

According to this view, the Civil War could not set off the crisis, 
since the British expected a very short war. Speculation that new cot
ton supplies would be forthcoming kept cotton prices relatively low, at 
least until July 21, 1861, when the Confederacy won its first military 
victory at Bull Run (Farnie 1979,141). Thereafter, speculation exacer
bated the shortages (ibid.; Brady 1963). Cotton was held in the British 
ports in anticipation of a run-up in future cotton prices. 

Eventually, as cotton stocks became depleted, the price of cotton 
soared. During the three-week period in August-September 1862, cot
ton prices rose by 50 percent (Farnie 1979,145). By this chronology, the 
cotton famine made itself felt only after the crisis had begun. 

Engel's correspondence casts some doubt on Farnie's thesis. His let
ters show a qualitative difference between his attitude before and 
after supplies were disrupted by the Civil War. Before that time, he 
wrote numerous letters to Marx about the sorry state of the cotton in
dustry (for example, Engels to Marx, December 9,11,17,1857 and Oc
tober 7, 1858, in Marx and Engels 1983, 220-3, 343-5). 
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Engels suggests that the Civil War affected the availability of cot
ton in two stages. Initially, the South, fearing a blockade, unloaded as 
much of their cotton as possible, rather than to keep some stocks as 
hedges (Engels to Marx, January 26,1860; in Marx and Engels 1985, p. 
7). Thus, the Civil War was responsible for a surplus rather than a 
shortage of cotton. Once the conviction spread that the war would per
sist, the depleted stocks contributed to the eventual run up in cotton 
prices. 

Engels' personal circumstances also seemed to contradict Farnie's 
thesis. Although he took the earlier crisis seriously, he was still able to 
maintain his standard of living. Rather than be discouraged, he sug
gested to Marx, "The present crisis provides an opportunity for a 
detailed study of how overproduction is generated by expansion of 
credit and overtrading" (Marx to Engels, December 11,1857, in Marx 
and Engels 1983, 221). 

By contrast, with the onset of the Cotton Famine, Engels mood was 
significantly different. Although Engels was usually unperturbed by 
personal setbacks, by July 1862, his letters contained frequent com
plaints about the difficulties that the cotton scarcity caused him 
(Engels to Marx, July 3,1862, Early September 1862,9 September and 
16 October; in Marx and Engels 1985, pp. 382,413, 414, and 418 respec
tively). In addition, he was forced to significantly curtail his expen
ditures (see below). During this period, he did not rejoice about the 
coming crisis. Instead, his letters referred to hardships that the Cotton 
Famine was imposing on him. Of course, a sample of a single producer 
does not constitute a convincing proof of the state of the industry, but 
it does provide more evidence for the traditional view of the cotton 
crisis. 

This evidence is not conclusive. Apparently, some of the cotton 
manufacturers came to the same conclusion as Farnie, but only in the 
midst of the Cotton Famine. Marx himself reported on the annual 
meeting of the Manchester Chamber of Commerce in early 1862 in 
which Henry Ashworth enunciated the Farnie thesis (Marx 1862b). 
Despite the diligence with which Marx followed British business 
developments, Ashworth's idea seemed to be new to Marx. Conse
quently, Marx seemed to believe until that point that the Civil War set 
off the Cotton Famine. Moreover, the materials that Marx included in 
the third volume of Capital did not support the idea that the crisis was 
one of overproduction. 

Regardless of the extent to which the disruption of the cotton in
dustry was due to overproduction or the Cotton Famine, the conse
quences were clear enough. Marx noted: "As the result of the 
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American Civil War and the accompanying cotton famine, the majority 
of cotton workers in Lancashire were, as is well known, thrown out of 
work. (Marx 1977, 720). 

The prolonged bout of unemployment endured by the British textile 
workers during the Cotton Famine caused them great hardships (Marx 
1861a, 56; 1862a, 241; and 1862c, 247). Engels wrote to Marx, on 
November 5, 1862, that according to their friend Dr. Gumpert, the 
crisis was taking a significant toll on the workers' health (Marx and 
Engels 1973:30, 295). Henderson confirms Engels observations (W. 
Henderson 1973, ch. 5; in contrast see Farnie 1979, 157). Matters 
became so bad that even the Times fulminated against the heartless-
ness of the Cotton Lords (see Marx 1862c, 247). 

A few years later, in 1866, as British industry turned to India for cot
ton, rice culture was restricted. The result was the infamous Indian 
famine of 1866, "which cost the lives of a million people in the district 
of Orissa alone" (Marx 1967:2,141). 

The importance of cotton for Marx's political environment was enor
mous. According to Riazanov, the First International resulted from the 
crisis, precipitated by the curtailment of cotton exports from the 
United States during the Civil War (Riazanov 1973, 140-1; see also 
Hobsbawm 1968, 51). 

The state of the cotton industry was not without personal 
significance for Marx and Engels. The year 1862, when Marx's analysis 
of capitalist agriculture was about to change, was a time of 
"disheartening material suffering" for Marx (Rubel and Manale 1975, 
174), to a great extent due to the Cotton Famine. Engels, who de
pended upon the firm of Erman and Engels for the bulk of his earnings, 
was unable to supply Marx with much money. Early in the year, the 
depressed conditions in the cotton trade forced Engels' factory to 
work at only one-half capacity. 

Prior to the Cotton Famine, Engels had maintained two separate 
residences: one for receiving his bourgeois friends, and one for himself 
and Mary Burns. With the onset of the crisis, he had to save on rent by 
living with Mary Burns full-time (Engels to Marx, February 28,1862, in 
Marx and Engels 1973:30, 215). 

Later in the year, significantly, Engels informed Marx that the 
Marxian theory of rent was too abstract to contemplate at the mo
ment; he was too involved in the cotton crisis (Engels to Marx, 
September 9,1862, in Marx and Engels 1973:30, 284). 

Engels' tightened circumstances had disastrous consequences for 
Marx's finances. Moreover, Marx's tenuous relationship with the New 
York Tribune was finally severed in that year. In August 1862, Marx 
wished that he knew how to start a business (Marx to Engels, August 
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20,1862, in Marx and Engels 1973:30,280). He continued, paraphrasing 
Faust, "Gray, dear friend, is all theory, and only business is green" 
(ibid.). Before the end of the year, he informed Kugelmann that he had 
tried to obtain a job with a railway office, but his handwriting was in
adequate (Marx to Kugelmann, December 28,1862, in Marx and Engels 
1973:30, 640). By the beginning of the next year, Marx's family lacked 
coal to warm the house and enough clothing to go outdoors (Marx to 
Engels, 24 January 1863, in Marx and Engels 1973:30, 314-16). 

In the midst of the cotton crisis, Marx intensified his economic 
research. His thinking took a decidedly different turn during this 
period. He had not paid much attention to the theory of rent previous
ly. In the middle of 1862, Marx began his intensive researches into the 
theory of rent (see Marx to Engels, August 2,1862, in Marx and Engels 
1975c, 120-3). In addition, about the same time Marx reversed his 
previously optimistic prognosis for capitalist agriculture. Significant
ly, in his description of constant capital—"raw material, auxiliary 
materials, machinery, etc."—raw materials were given first place 
(ibid., 120). In addition, in 1862 Marx first associated crises and raw 
materials shortages. He observed, "A crisis can r ise . . . through 
changes in the value of the elements of productive capital, particularly 
of raw materials, for example when there is a decrease in the quantity 
of cotton harvested. Its value will thus arise More must be ex
pended on raw materials, less remains for labor" (Marx 1963-71:2,515; 
see also 517, 522). The problem with raw materials supplies plays a 
very important role in Marx's later theory of economic crises. 

This idea is not surprising, although it comes only a few pages after 
the very optimistic assessment of the prospects for the evolution of 
capitalist agriculture cited above (ibid., 109-15). Under these condi
tions, Marx realized that while the accumulation of capital facilitates 
society's mastery of the forces of nature, the social relations of capital 
create tendencies that make for an irrational treatment of resources. 

After 1862, raw materials were given far more prominence in Marx's 
work. From that time on, when addressing the increasing difficulties in 
producing enough raw materials for industrial production, more often 
than not he brought up the example of cotton. His use of this example 
is not surprising. 

The dramatic effect of the Cotton Famine clearly illustrated the 
great disparity between the production of cotton and the correspond
ing development of industry. Although great advances in industrial 
productivity were obvious to everybody, no significant improvements 
in cotton production had occurred since the cotton gin. Consequently, 
raw materials production was unable to accelerate fast enough to 
match the rapid expansion of demand. 
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The short-run supply elasticity of agricultural produce makes trade 
in such items particularly vulnerable to speculative pressures, leading 
to "sudden expansion soon followed by collapse" (Marx 1967:2, 316). In 
addition, to the extent that agricultural production does grow, it does 
so by increasing the cultivated area rather than productivity. He 
wrote that the cotton supply increased only because of an "expansion 
of production in one place and in another importation from remote and 
previously less resorted to, or entirely ignored, production areas" 
(Marx 1967:3, 119). 

For Marx, the example of cotton clearly illustrated the manner in 
which a particular mode of production may inhibit technical progress 
(see Marx 1977, 303-4; Genovese 1967, esp. ch. 2). By the time Capital 
was written, Marx insisted that raw materials, especially cotton, made 
up "the most important element in all branches" other than wages 
(Marx 1967:3,117; see also 106). 

Of course, Marx was well aware of the importance of agriculture's 
role as an industrial supplier well before the Civil War. He had noted 
the fact that the production process depends upon the continued flow 
of raw products and raw materials (Marx 1973, 728). Indeed, in the 
Grundrisse, he had chided Ricardo for failing to recognize the impor
tance of the industrial demand for agricultural production (Marx 1973, 
640), but Marx had not followed up that insight until the terrible costs 
inflicted by the Cotton Famine. 

Although Marx explicitly devoted only one section of the third vol
ume of Capital to the cotton scarcity (Marx 1967:3, ch. 5, sec. 3), the 
subject was very important to him. Recall his observation that the 
"spirit of capitalist production in general... may be very well studied 
in the cotton shortage of 1861-65" (Marx 1967:3, 121). He had earlier 
referred to "that all-important branch of industry, cotton" (Marx and 
Engels 1850, 282; see also 1850c, 498) and to the period in which he 
wrote as "the cotton age" (Marx and Engels 1850c, 501; cf. Hobsbawm 
1968). Elsewhere, he referred to the Irish potato and slave-produced 
cotton as the "two pivots" of the British economy (Marx 1861b, 64). He 
also described the cotton industry as the "dominant branch of Great 
Britain's industry" (Marx 1861a, 79). Not only were cotton fabrics the 
major product of English capitalism of Marx's time, but the cotton in
dustry took the lead in introducing the giant factories that character
ized modern technology for Marx. 

References to cotton thus reinforce Marx's general observations 
about the limits to capitalist agriculture, whereby industrial demand 
outstripped raw materials supply. One might object that cotton was 
produced by slaves rather than by wage labor. Despite the similarities 
between the plantation owner and the capitalist (see Mintz 1977; 
Engerman and Fogel 1974, 73; Perelman 1983, ch. 5), the social relations 
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of capitalism are distinctly different from slavery. In this sense, the ex
ample of cotton might be interpreted as diverting attention from the 
relationship betwen the capitalist mode of production and scarcity. For 
Marx, no such problem existed. Slave production and capitalist produc
tion were a part of a larger unity based on a world division of labor (see 
Marx 1977, 579-80; see also Perelman 1983, ch. 5). White and black 
labor both participated in "a two-fold slavery" (Marx 1861b, 20). In a 
letter to Annenkov dated December 28,1846, he wrote, "Direct slavery 
is the pivot of our industrialism today. Without slavery no cotton; 
without cotton no modern industry Slavery is therefore an 
economic category of the highest importance" (Marx to Annekov, 
December 28,1846, in Marx and Engels 1975c, 35). A few years later he 
found a similar thought in an extract, which he copied from The 
Economist of September 21,1850: "That the prosperity of Manchester 
depends on the slave trade in Texas, Alabama and Louisiana, is as 
curious as it is alarming" (cited in Marx 1849-51, 232). 

In the wake of the Cotton Famine Marx began to recognize the con
nection between the structure of market incentives and the fate of the 
environment. Of course, he had always understood the importance of 
nature, but before that time he had not integrated his observations 
about natural resource utilization into the core of his analysis. 

In Capital Marx noted that capitalists, with their fear of making 
long-term investments, avoid sinking money in long-term im
provements in forestry (Marx 1967:2, 235; 1977, 892-3), soil conserva
tion (Marx 1967:3, 617; 1977, 376), and other durable investment pro
jects. Furthermore, capitalists' single-minded pursuit of profit blinds 
them to the totality of natural processes. As Engels warned, "Let us 
not, however, flatter ourselves overmuch on account of our human vic
tories over nature. For each such victory nature takes its revenge on 
us" (Engels 1876, 74-5). For Marx, the overestimate of capital's ability 
to control natural forces was particularly valid for agricultural pro
duction. In Capital Marx explained that the rate of surplus value was 
unaffected by the increasing difficulty in producing foodstuffs during 
the period 1799 to 1815 only because real wages fell, while labor was 
forced to work longer hours at a more intense pace (Marx 1977, 666; 
1963-71:3, 408). Only Malthus, among all the classical economists, 
seems to have noticed this relationship (see Marx 1977, 666n). Else
where, Marx added cheap colonial imports and new technology to this 
list of causes offsetting the difficulty in producing food domestically 
(Marx 1963-71:2, 460). 

Until the last years of his life Marx continued to stress that an 
agricultural crisis threatened the " 'apparently' solid English society" 
(Marx to Danielson, April 10, 1879, in Marx and Engels 1975c, 298). 
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RESOURCE SCARCITY AND CAPITAL 

Social relations were always uppermost in Marx's analysis. The 
social relations of capital were the principal relations that he sought to 
elucidate in his analysis of scarcity. As a result of these social rela
tions, capital itself generates scarcity. 

The impact of resource availability on both capital and the accumula
tion process is important (see Marx 1963-71:2, 516; Marx 1977,579). In 
other words, the scarcities of certain natural resources periodically ap
pear and often persist for reasons such as those noted by Marx. These 
bottlenecks must be seen in terms of their effects on profits, accumula
tion, and capitalist reproduction as a whole. 

Marx had long intended to address the question of scarcity. We know 
that he had expected that his critique of Malthusian rent theory would 
show "how the price of raw materials influences the rate of profit" 
(Marx to Engels, April 30,1868, in Marx and Engels 1942,242). Contrast 
this evaluation with his earlier expectations that his study of Malthus' 
rent theory would somehow prove that enormous strides in the produc
tion of raw materials would diminish the relative importance of rent (let
ter of August 14,1851, in Marx and Engels 1973:27, 314). 

Even before the Cotton Famine Marx had noted the increasing 
relative importance of the industrial consumption of agricultural pro
duce (Marx 1973, 771ff). More significantly, in the Theories of Surplus 
Value he had even associated this movement with the rising impor
tance of constant capital relative to variable capital (Marx 1963-71:1, 
219, 195). Nonetheless, these early incidental remarks were not fol
lowed up by subsequent analysis. Instead, Marx left them hanging. 

Given the strategic importance of cotton at the time of the Cotton 
Famine, Marx's analysis of scarcity took on a greater urgency. Rising 
cotton prices began to represent an increase in the organic composi
tion of capital. He had alluded to that possibility earlier (Marx 
1963-71:1,195). In the wake of the Cotton Famine, that possibility had 
become a reality. For example, chapter 6, volume 3 of Capital largely 
concerned the effects of raw material price fluctuations on the value of 
capital. 

In fact, many of Marx's discussions of the rising organic composition 
of capital relied on the example of cotton (see, for example, Marx 
1963-71:3, ch. 23, and 217-21). In a section entitled, "On the Influence 
of a Change in the Value of Constant Capital Exerts on Surplus-Value, 
Profit and Wages," he concluded, "This analysis shows the importance 
of the cheapness or dearness of raw materials for the industry which 
works them up (not to speak of the relative cheapening of machinery)" 
(Marx 1963-71:3, 221). In a footnote to this citation, he suggested the 
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nature of his mental association between the discussion of the analysis 
of cotton prices and the analysis of the organic, value, and technical 
compositions of capital: "By relative cheapening of machinery, I mean 
that the absolute value of the amount of machinery employed in
creases, but that it does not increase in the same proportion as the 
mass and efficiency of machinery" (ibid.). 

Given the frequency with which he associated the rising organic com
position of capital with cotton, an interesting question comes to mind: 
Might not Marx's theory of the rising organic composition of capital be 
an obscure but convenient method of introducing into his analysis an im
portant phenomenon usually considered to be Malthusian? 

The "organic" in the expression, "organic composition of capital," 
suggests a biological dimension. In fact, the earliest use of that term 
occurred in the Theories of Surplus Value. In January 1863, in the 
midst of the Cotton Famine, Marx used this term in an outline of his 
later treatment of the falling rate of profit (Marx 1963-71:1, 415-16). 
There he wrote, 

1. Different organic compositions of capitals, partly conditioned by the dif
ferences between variable and constant capital in so far as this arises from the 
stage of production — the absolute quantitative relations between machinery 
and raw materials on the one hand, and the quantity of labour which sets them 
in motion. These differences relate to the labour process 
2. Differences in the relative value of the parts of different capitals which do 
not arise from their organic composition. These arise from the difference of 
value particularly of the raw materials, even assuming that the raw materials 
absorb an equal quantity of labour in two different spheres (ibid.). 

Notice several points about this discussion. First, raw materials and 
machinery are lumped together. Second, the reference to the stages of 
production will be very important in the next chapter. Third, the 
reference to the "relative value of the parts . . . which do not rise from 
their organic composition" suggests that Marx had in mind two dif
ferent causes for the value of raw materials to change. On the one 
hand, value changes because of the changing labor requirements. On 
the other hand, relative values can fluctuate because of other forces. 
Coming on the heels of the enormous upheavals stemming from 
speculation in the cotton market, Marx may well have been thinking 
about the price instability of raw materials. I will elaborate on the 
relevance of this possibility in Chapter 6 on fictitious capital. 

References to the changing values of raw materials recur in Marx's 
later work. He placed a similar thought in a section entitled "Observa
tions on the Influence of the Change in the Value of the Means of Sub
sistence and of Raw Material (Hence also the Value of Machinery) on 



50 Marx's Crises Theory 

the Organic Composition of Capital" (Marx 1963-71:2, 275ff). In the 
next section, he returned to the subject of the organic composition of 
capital to explain how it affected the pricing of agricultural produce. 

In a later section dealing with the subject of "Compound Interest: Fall 
in the Rate of Profit Based on This," Marx referred to the "organic ratio 
between constant and variable capital. In other words, the increase 
in the capital in relation to labour is here identical with the increase of 
constant capital as compared with variable capital and, in general, with 
the amount of living labour employed" (ibid.:3, 311). The context of this 
mention of the "organic ratio" is especially revealing. Marx began the 
section by addressing the possibility that technical change might so ef
fectively cheapen the cost of living that the rate of profit would rise. 
Marx responded, "The value of labour-power does not fall in the same 
degree as the productivity of labour or of capital increases" (ibid.:3,300). 
Why not? Marx responded with the previously cited assertion, "It is in 
the nature of capitalist production that it develops industry more rapid
ly than agriculture" (ibid.:3, 300-1). This disparity between agriculture 
and industry was reflected in the turnover rates in their respective 
capital stocks. Concerning this matter, Marx wrote, 

the period necessary to get the product ready for the market... is based on the 
existing material conditions of production specific for the various investments 
of capital. In agriculture they assume more of the character of the natural con
ditions of production, in manufacture and the greater part of the mining in
dustry they vary with the social development of the process of production itself 
(Marx 1967:2, 316). 

Recall that the turnover rate of capital is an important determinant of 
the rate of profit. 

Marx, in his published works, continued to associate the organic 
composition of capital with the production of raw materials, especially 
cotton. He first mentioned the organic composition of capital (sans 
organic) immediately before writing, "As to raw materials, there can 
be no doubt that the rapid advance of cotton spinning not only pro
moted as if in a hot house the growing of cotton in the United States, 
and with it the African slave-trade, but also made slave-breeding the 
chief business of the so-called border slave states" (Marx 1977, 571). 

Marx first introduced the complete term, 'organic composition of 
capital,' to the public in chapter 25 of the first volume of Capital, the 
same chapter in which he contrasted his law of the demand for labor 
with Malthus' theory of population. The first sentence reads, "In this 
chapter we shall consider the influence of the growth of capital on the 
fate of the working class" (Marx 1977, 762). Two paragraphs later, he 
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defined the organic composition of capital. Immediately thereafter, he 
stated, "If we assume that. . . the composition of capital remains con
stant, then the demand for labour . . . [will] clearly increase in the same 
proportion and at the same rate as capital" (Marx 1977, 763). 

Next Marx turned to a critique of classical political economy, "Adam 
Smith, Ricardo, etc." (ibid., 764). Malthus was conspicuously absent. 
The central idea of this discussion was that the poor were necessary to 
maintain the rich. In other words, populationism was not a sufficient 
explanation of poverty. 

A few pages later, in a section, entitled "The Progressive Produc
tion of a Relative Surplus Population or Industrial Reserve Army," 
Marx alluded to Malthus less obliquely. He had been pressing his 
theory that the increase in constant capital reduces the demand for 
variable capital: "The working population therefore produces both the 
accumulation of capital and the means by which it is itself made 
relatively superfluous This is a law of population peculiar to the 
capitalist mode of production" (Marx 1977, 784). Marx then continued 
with the previously cited ideas: "An abstract law of population exists 
only for plants and animals and even then only in the absence of any 
historical intervention by man" (ibid., 784; emphasis added). Malthus is 
mentioned only twice in this chapter. On one occasion, Marx wrote, 
"Even Malthus recognizes that a surplus population is a necessity of 
modern industry" (Marx 1977, 787). On the other occasion, the 
reference to Malthus is contained in a long footnote that begins "If the 
reader thinks at this point of Malthus . . . I would remind him that this 
work in its first form is nothing more than a schoolboyish plagiarism" 
(ibid., 766). 

ON THE IMPORTANCE OF SCARCITY 

For Marx, the spector of Malthusianism had to be exorcised at all 
costs. Yet scarcity was still an important consideration. In an effort to 
answer Malthus once and for all, Marx fell into the practice of using his 
category of constant capital, which he understood to be severely 
limited, if not outright wrong (see Chapter 5). 

Had he merely demonstrated the Keynesian lesson that the market 
could create unemployment and poverty, he would have been more suc
cessful. Had he shown that the combination of recurrent crises and scar
cities can cause so much hardship for the working class; that the uproot
ing of traditional societies faster than they could be incorporated into 
the labor markets ensures poverty for a large portion of the working 
class; that capital requires poverty and unemployment to maintain a 
tractable labor supply, his contribution would have been unquestioned. 
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Instead, unwilling to concede any ground to Malthus, Marx refused 
to admit the concept of scarcity directly in chapter 5, volume 1 of 
Capital. He even failed to address the widespread hardship brought on 
by the Cotton Famine in this chapter, except for dating specific events. 
His analysis of technological unemployment was excessively 
mechanical, almost undialectical. Because this chapter, in spite of its 
undeniable importance, was flawed, it detracted from the rest of his 
work. Perhaps sensing its shortcomings, Marx, whose book had 
previously evolved in a very Hegelian fashion (see Chapter 4), abruptly 
turned to his section on primitive accumulation containing his analysis 
of evolution of capitalist agriculture. 

Scarcity, for Marx, was an important category, with substantial 
theoretical and political implications. Consequently, he treated it 
(overly) cautiously, so much so that he suppressed it altogether in his 
most direct analysis of Malthus in his chapter, "The General Law of 
Capitalist Accumulation." 

Of course, one might well respond that the Cotton Famine was an oc
currence unique to the period of the U.S. Civil War. One cannot raise 
scarcity to a major theoretical status on the basis of Marx's references 
to an individual event of more than a century ago. 

Keep in mind that Marx did not explicitly assert the importance of 
cotton. Just the opposite! Cotton, or even resource scarcity, typically 
appears in his work as an example of a more general principle, one 
which is apparently unrelated to natural resource scarcity. Thus, the 
significance of Marx's discussion of the Cotton Famine is that he did 
not emphasize its importance. Instead, he underplayed it. 

Marx apparently did not feel free to assert directly that shortages of 
raw materials were responsible for crises. To take that position would 
play into the hands of the Malthusians. Rather than risk getting bogged 
down in debates that he hoped to avoid, he used very abstract cate
gories that seemed to have little to do with natural resource scarcity, 
even when addressing the momentous impact of the Cotton Famine. 

For Marx, raw materials shortages reflected the inability of capital 
to master the environment. He was confident that under socialism 
such problems could be overcome, but the specifics of that victory 
could not be given in detail. Otherwise, he would have to begin a series 
of endless debates about the specifics of the appropriate form of social
ist organization. That sort of activity could only divert energies from 
more important tasks. The "hidden socialist tendency" would have to 
remain hidden within the formulae of the rising organic composition of 
capital. 

The inability of capital to obtain a sufficient supply of raw materials 
can explain the rising organic composition of capital, just as easily as 
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the increasing reliance on heavy machinery. Judging by Marx's ex
amples, expansion in the organic composition of capital was, to a great 
extent, the result of the lagging productivity of cotton. 

If this hypothesis is correct, it does provide a solution to an impor
tant riddle. Many modern commentators are struck by the relative 
lack of sophistication in Marx's rather formalistic two-sector theory of 
the tendency of the rate of profit to fall. This anomaly is especially ob
vious when comparing his theory of the falling rate of profit with the 
mathematical virtuosity that he displayed in his two-sector models in 
volume 2 of Capital. 

For Marx, the law of the falling rate of profit was "in every respect 
the most important law of modern political economy, and the most 
essential for understanding the most difficult relations" (Marx 1973, 
748). His search for a mare's nest was compelling enough, but the alter
native approach, suggested here, also raised grave political risks. Not 
surprisingly, he opted to continue his quest for an automatic law of the 
falling rate of profit. 

Siegel has pointed out that Marx's section on the falling rate of 
profit contained numerous uncharacteristic slips that suggest that 
Marx's own doubts about this part of his theory persisted despite his 
strong commitment to discover a law that necessitated a fall in the 
rate of profit (Siegel 1978, ch. 11). In addition, Siegel has shown how 
Engels' skepticism about this part of Marx's theory led him to edit 
this section in a way that minimized the deterministic aspects of this 
part of Marx's analysis (ibid.). Moreover, Engels himself, even though 
he was the chief interpreter of Marxist theory for 12 years after 
Marx's death, never wrote anything about the falling rate of profit 
(see King 1985). 

Scarcity may, in fact, play a much more significant role in Marx's 
theory than has been previously suspected. Judging from the frequen
cy in which Marx associated difficulties in producing raw materials, a 
rising organic composition of capital, and a decline in the rate of profit 
provides a further clue to what Marx's intentions may have been. To 
have noted the importance of scarcity, even in a rich dialectical 
fashion, apparently meant less to Marx than the discovery of an impor
tant law of the falling rate of profit. Moreover, the issue of scarcity 
opened up serious political risks, not to mention that it could lend sup
port to the enemies of socialism. Consequently, scarcity was 
downplayed, while the supposed law of the falling rate of profit was 
emphasized. 

If my hypothesis is correct, Marx's tactic impoverished Marxist 
theory. The rehabilitation of Marx's notion of scarcity opens Marxist 
theory up to a rich line of analysis that can help to put Marxist analysis 
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at the forefront of the inevitable future debates about the political 
economy of natural resource utilization. 

CONCLUSION 

Observations of raw materials shortages, soil erosion, rising food 
prices, or apparent overpopulation elicited a consistent political and 
methodological response from Marx. What appears as a "Malthusian 
problem" was, in reality, a reflection of a contradiction within capital
ist society. 

Unemployment or poverty cannot be reduced to natural laws. Fur
thermore, such phenomena must not merely be interpreted in terms of 
human suffering or devastation of nature or even irrationality; they 
reveal fundamental flaws in capitalist society. In fact, problems con
cerning agriculture and the appropriation of natural resources first 
seem to have drawn Marx's attention to social questions (Marx 1970b, 
19-20; Engels to Richard Fischer, April 15, 1895, in Marx and Engels 
1973:39, 466-7). For example, a rise in raw material prices was one of 
the preconditions of Louis Napoleon's coup in France (Marx 1969,287). 

Marx taught that the "ever growing wants of the people on one side" 
and "the ever increasing price of agricultural produce on the other" of
fered an excellent opportunity to organize for the nationalization of 
the land (Marx 1872, 289). He attempted to seize upon such contradic
tions in order to further social progress. 

Lenin stood firmly in this tradition. He observed that "the more 
capital is developed, the more strongly the shortage of raw materials 
is felt, the more intense the competition and hunt for sources of raw 
materials throughout the world, the more desperate the struggle for 
the acquisition of colonies" (Lenin 1964, 260). He added that "to try to 
belittle the importance of facts of this kind by arguing that . . . the sup
ply of raw materials 4could be' increased enormously by 4simply' im
proving the conditions of agriculture" would be to repeat the mistakes 
of bourgeois reformists such as Kautsky (ibid., 261). 

To carry on with Marx's project is no mean task. It is made no easier 
by the methodological tools with which we have saddled ourselves. 
Terms such as scarcity, shortage, or depletion conjure up images of 
technical needs. They suggest that if only more oil or better methods 
for handling resources were available, then economic problems would 
disappear. This perspective leads in circles. Each new technique is fol
lowed by new problems and the need for still newer techniques. 

Marx attempted to forge a new set of categories to analyze these 
"Malthusian problems" to the betterment of human society (cf. 
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Harvey, 1974). In place of overpopulation, he referred to the reserve ar
my of the unemployed. Instead of allowing us to become bogged down in 
a historical concept of resource scarcity, he tried to grasp the social con
tent of each situation. Marx's distinction between "historically 
developed" and "naturally conditioned productive forces" illustrates the 
manner in which "natural" and organizational phenomena are bound 
together (Marx 1977, 651). The frequency with which he used examples 
of natural resource scarcity when explaining the organic composition of 
capital suggests another methodological alternative to the concept of 
scarcity he may have had in mind. His work was never completed. It is 
left to us to carry on. 



3 

IN SEARCH OF A METHOD: THE 
NATURE AND EVOLUTION OF 
THE CATEGORIES OF 
POLITICAL ECONOMY 

The old school (now taken up by well-to-do people) which treats 
what they call commercial laws, demand and supply for instance, as 
if they were laws of inanimate matter, not amenable to the will of 
human beings from whose feelings, interests, and principles of ac
tion they proceed. This is one of the queer mental confusions which 
will be wondered at by-and-by. 

John Stuart Mill (1867). 

INTRODUCTION 

This discussion of the nature of the categories of political economy is 
intended to show the extent to which observation, abstraction, and 
ideology influence these categories. In addition, I will discuss the fac
tors that determine the relative importance of these three components 
of political economy. To my knowledge, nobody has ever specifically 
studied this topic. Before addressing my subject, I will turn to an 
analogy. 

Imagine a child watching an ant hill. He or she may learn from 
observing the area, but purely uninformed observation is of limited 
value. Although foodstuffs flow in the direction of the colony, the 
behavior of individual ants has something random about it. Under
standing the functioning of the ant colony requires making sense out of 
what might otherwise seem to be little more than a constant scurrying 
about. The queen remains out of sight buried within the colony. 

The child could perhaps discover the location of the queen, but the 
manner in which she controls the group would not be obvious to the un
trained eye. Using a different metaphor, Marx observed, "A scientific 
analysis of competition is possible only if we can grasp the inner nature 
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of capital, just as the apparent motions of the heavenly bodies are in
telligible only to someone who is acquainted with their real motions, 
which are not perceptible to the senses" (Marx 1977,433). Unfortunate
ly, reality is not particularly easy to observe. Thus, to impose order 
upon an apparently chaotic motion, such as is represented by the ant 
hill, researchers turn to abstractions. They develop a "grid of iden
tities, similitudes, analogies" (Foucault 1970, xix). For example, they 
subdivide the colony into component parts. In addition, they may apply 
categories based on metaphors of human life. The ants become 
workers, guards, and queens. Some individual ants within the colony 
are even credited with human characteristics such as laziness (see 
Morley 1954, 151-6). To some extent, human society is recreated 
within the ant hill. 

The human metaphor helps to explain certain features of the ant hill 
at the same time that it cuts us off from others. The categories of 
political economy have a similar dual nature. Sometimes they draw 
upon ideas taken from other spheres of thought. Like the metaphor of 
the ant colony, these concepts help us to organize our thinking about 
economic processes, yet these same ideas can create confusion and 
even mistaken theories.1 

These metaphors inject seemingly extraneous values into the study 
of the ant colony. Entomology ceases to be a pure science. This 
ideological dimension to a study apparently remote from political con
cerns is not as fanciful as it might seem. Recall that Darwin drew 
substantial inspiration from Malthus (Darwin 1958,120). 

As I noted above, political economy, like entomology, is a joint pro
duct of observation, abstraction, and ideology. These three wellsprings 
also determine the categories of political economy through which the 
study is apprehended. None of these three influences taken alone pro
vides an adequate explanation of these categories. 

For example, a history of economic thought written purely in terms 
of its ideological nature could not be satisfactory. To be convincing an 
ideology must address people's perception of the underlying reality. 
Moreover, to be effective the ideologists themselves must be confident 
in the correctness of their position. Along these lines, Engels wrote, 

Ideology is a process which is indeed accomplished consciously by the so called 
thinker, but it is the wrong kind of consciousness. The real motive forces impel
ling him remain unknown to the thinker; otherwise it would not be an 
ideological process. Hence he imagines false or illusory motive forces. Because 
it is a rational process he derives its form as well as its content from pure 
reasoning He works exclusively with thought material, which he accepts 
without examination as something produced by reasoning (Engels to Mehring, 
July 14, 1893; in Marx and Engels 1975c, 434-7). 
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In short, to the extent such perceptions appear to be rational, an effec
tive ideology must seem to bear a close relationship with the true state 
of affairs. 

An explanation of economic concepts as an unbroken history of 
analytical advances would be equally unsatisfactory. Although 
ideology is not the only determinant of economic theory, it cannot be 
altogether ignored. 

One might set out to compose a history of economic theory as the 
result of observation, but observations are conditioned by both 
abstractions and ideology. In short, a realistic history of economic 
categories must include the roles of observation, abstraction, and 
ideology. To my knowledge, no one has specifically set out to study 
how the relative importance of each of these components of political 
economy has varied as the subject evolved. 

In the course of his various writings on political economy, Marx laid 
the groundwork for such an analysis, but he never brought these 
pieces together in a systematic fashion. My object here is to integrate 
Marx's ideas on the subject of the dialectical interplay between the ex
tent of influence of observation, abstraction, and ideology on political 
economy and the underlying social forces. 

My interpretation goes beyond the most famous statements made 
by Marx on the evolution of political economy. In the Grundrisse Marx 
described the evolution of political economy in terms of human 
psychology. Political economy, he wrote, "is a product of the thinking 
head, which appropriates the world in the only way it can" (Marx 1973, 
101). 

Later, in his Contribution to the Critique of Political Economy, 
Marx took another positon, arguing that "consciousness must be ex
plained from the contradictions of material life, from the conflict be
tween the social forces of production and the relations of production" 
(Marx 1859a, 21). That perspective leads to an interpretation of politi
cal economy as a simple reflection of the basic economic structure. 

At times Marx almost seemed to suggest that political economy was 
largely ideological, dominated by what he called "vulgar political 
economy" that represented a conscious attempt to remove any trace of 
class conflict from the subject of political economy. 

Although each of these interpretations of political economy has 
some validity, by itself each is incomplete. Political economy certainly 
reflects the imprint of the human mind. The human mind, in turn, is af
fected by the underlying social forces. In addition, the subjective 
preferences of the practitioners of political economy have left their 
marks on the literature. 
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The extent to which political economy actually retains an "auton
omous existence" or is influenced by ideological considerations or 
reflects changing social forces depends upon a complex dialectic. I at
tempt to trace the unfolding of that process in light of the changing ob
jectives of political economy. That task is made simpler by giving 
separate discussions to the nature of economic observation, abstrac
tion, and ideology. 

OBSERVATION 

One of the greatest deficiencies from which all decisionmakers in 
the economic field are suffering—and the decisionmakers in the ex
ecutive and legislative branches of our Government in particular— 
is the lack of well-organized factual information 

I have in mind not just piles of facts and figures, but detailed in
formation providing us with a view of the U.S. economy as a system 
consisting of many different but independent parts. 

W. W. Leontieff (1976, 166). 

In the infancy of political economy during the seventeenth century 
and the beginnings of the eighteenth, theoretical categories did not 
capture much attention (see Marx 1973,100). At the time, the methods 
of political economy were as a matter of necessity quite crude (Routh 
1977, ch. 2). The main concern was to comprehend the world despite 
the paucity of available data. Keep in mind that until fairly recently 
public finances were a state secret (Sismondi 1827, 77). What informa
tion was available came mostly as a result of efforts to collect tariffs 
and taxes (Davenant 1698, 136-7; Ashton 1972, 1). 

Masters of early political economy such as Petty or King devoted a 
good portion of their intellectual energies to splicing together 
heterogeneous facts in an attempt to create a coherent statistical 
image of their society. Consequently, we should not be surprised that 
they were not overly reflective about their methodology.2 

Given the circumstances surrounding the early days of political 
economy, people placed a premium on ideas that were backed up by 
numbers. Thus we read of Petty's intention to "express myself in 
Terms of Number, Weight, or Measure*, to use only Arguments of 
Sense, and to consider only such Causes, as have visible Foundations in 
Nature" (Petty 1690, 244). Cantillon was more direct in identifying em
pirical research with science. For him, "There is no branch of knowl
edge which is more subject to error than statistics when they are left 
to the imagination, and none more demonstrable when they are based 
on detailed facts." (Cantillon 1775, 153). This attitude was fairly com
mon. Melon, who had earlier met Petty through a diplomatic mission 
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to England in 1691, wrote, "Everything is reducible to calculation: This 
extends even to purely moral things" (Melon 1734, cited in Espinas 
1902, 165-6; see also Quesnay cited in Weulersse 1910:1, 82). 

Perhaps this confidence in the potential of political arithmetic 
reached its peak in the work of Davenant, according to whom, 

A great statesman—by consulting all sort of men, and by contemplating the 
universal posture of the nation, its power, strength, trade, wealt

nant 1698,135). 

A few years later Boisguilbert no longer even felt it necessary to look 
to the future to find certainty in political arithmetic. He wrote to a 
high government official that he was prepared, then and there, to "con
vince" him by "proof, demonstration and experience as certain and in
fallible as . . . that two and one make three" (Boisguilbert to Chamillart, 
June 25,1705; cited in Roberts 1935, 64). 

With time, political economists became more uneasy about the 
validity of their statistical computations. Perhaps we can date this at
titude as far back as the time of Adam Smith who confessed that he 
had "no great faith in Political Arithmetic" (A. Smith 1776, 501), 
although he could nonetheless write of the "ever honored" William 
Petty (letter to Lord Shelburne; in A. Smith 1977, 30-2). 

Was Smith's skepticism the result of his evaluation of the method of 
political arithmetic or its data base? We cannot be sure, but even the 
most elementary bits of information were of doubtful accuracy at the 
time. Until the eve of Malthus's Essay on Population, debates in 
England raged over whether the number of inhabitants of that land 
was increasing or decreasing (Mitchell 1969:1, 47). Even Malthus was 
unaware that the population of England was actually growing rapidly 
at the time he wrote his Principles (Blaug 1968, 69). As late as the 
1830s, political economists despaired of the inadequacy of their data 
base. McCulloch, an avid collector and publisher of statistics, com
plained, 

We, in fact, have no real knowledge of the matter. There are no authentic ac
counts of the qualities and current prices of articles in any great market, the rent 
of the houses and lodgings, the rate of wages in proportion to the work done, and 
a variety of other particulars, indispensable to be known before anyone can pre
tend to estimate the condition of the people, and to compare their state at one 
period or another Ministers are quite as much in the dark as to these mat
ters as other people. The Secretary of the Home Department is about as 

revenues, in anty counsel he is to offer-byu summing up the difficulties on either
side abd computing upon the whole, shwall able to form a sound judement and
to gie right advice; and that is what we mea by political Arthmetic (Dave-
nant 1698, 135).



In Search of a Method 61 

well informed respecting the demand for labour, wages, diet, dress and other 
accommodations of the people of Canton or Manilla as those in Manchester and 
Paisley (McCulloch 1835,175). 

Senior also championed a statistical orientation in political economy. 
In 1831, he suggested a society for the improvement and diffusion of 
political economy, "a society not for the discussion of theoretical and 
controversial writing, but a society for the collection of facts and 
observations... a legitimate and proper pursuit which has been too 
long neglected" (Mallet's diary entry, June 3, 1831; in Political 
Economy Club 1921:6, 227, cited in Berg 1980, 298). 

Senior's concern for an improved data base found an institutional 
base in Section F of the British Association for the Advancement of 
Science. According to the report of the Association, statistics give 
"raw material to political economy and political philosophy"; they "lay 
the foundations of those sciences" (Berg 1980, 300). 

Insufficient data were especially troubling to McCulloch for whom 
the task of the economist was thought to be taking "the facts furnished 
by the researchers of statistics; and after comparing them with each 
other, and with those deduced from other sources.. . , to discover 
their relation and dependence" (O'Brien 1970, 97). He continued, 

By patient induction, by carefully observing the circumstances attending the 
operation of particular principles, he discovers the effects of which they are really 
productive, and how far they are liable to be modified by the operation of other 
principles. It is thus that the various general laws which regulate and connect the 
apparently conflicting but really harmonious interests of every different order in 
society, may be discovered, and established with all the certainty that belongs to 
conclusions derived from experience and observation (ibid.). 

McCulloch, however, was observant enough to note elsewhere, "Observa
tions are scarcely made for their own sake It is, in the particular 
phraseology of this science, the effectual demand of the theorist that 
regulated the production of the facts or raw material which he is after
wards to work into a system."3 (McCulloch 1825,29; 1824,18). McCulloch's 
mention of "a system," together with his earlier reference to "the general 
laws that regulate and connect the apparently conflicting, but really har
monious, interests of every different order of society," belie his em
piricism. Classical political economic thought was ordered and organized 
according to principles that were incapable of empirical verification. As 
Robert Torrens charged, "Opinions even in the most enlightened class 
have their origin, in the majority of cases, not in knowledge, but in faith. 
Hence, principles are received upon trust, doctrines become creeds, 
authority is implicitly followed, and blind leaders are enabled to assume 
guidance of the blind" (Torrens 1848, iii-iv). 
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THE PROCESS OF ABSTRACTION 

[I]n nature nothing takes place in isolation. Everything affects 
every other thing and vice-versa, and it is mostly because this all-
sides motion and interaction is forgotten that (even) our natural 
scientists are prevented from clearly seeing the simplest things. 

Friedrich Engels (1876, 73) 

The first step toward abstract thought consists in recognizing the 
need for precise language. For Ricardo, "From no source do so many 
errors, and so much difference of opinion . . . proceed, as from vague 
ideas which are attached to the word, 'value'" (Ricardo 1951-71:1,13). 
The development of an appropriate language is no easy task. Even 
common everyday words and figures of speech contain unstated 
theoretical propositions. Consequently, such words or phrases may 
represent an impediment to correct analysis. For example, Adam 
Smith criticized the Mercantilists for being taken in by the 

popular notion that wealth consists in money, or in gold and silver. Money in 
common language . . . frequently signifies wealth; and this ambiguity of expres 
sion has rendered this popular notion so familiar to us that even they, who are 
convinced of its absurdity, are very apt to forget their own principles . . . and 
take it for granted as a certain and undeniable truth (A. Smith 1776, 418). 

John Rae pointed out that Smith himself was also taken in by a similar 
type error. He charged, 

It is remarkable that, in the use of the term capital, he [Smith] himself leads his 
readers into a somewhat similar error. Capital means in common language a 
sum of money, or something for which a sum of money can be got, [but he 
forgets to understand] that not only the sum at which the national wealth was 
formerly rated is increased, but that the things which constituted it was 
changed (Rae 1834,18). 

In this spirit Marx rebuked vulgar economists and even Adam Smith 
for their dependence on unrefined concepts "borrowed . . . from every
day life without further criticism" (Marx 1977,175, 209-10, 677-8; see 
also Marx 1963-71:2, 165, 219, 347; 3: 502; Marx 1967:2, 140, 219, 225). 

Abstraction entails going beyond the reconsideration of the conven
tional verbal systems for apprehending the world. Anyone who wants 
to understand the world is confronted with a staggering array of infor
mation and misinformation. Given the danger of getting bogged down 
in an unmanageable mass of detail, some degree of selection is re
quired. 
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For us, living in the midst of an unprecedented information explo
sion, the recognition of the need for some degree of abstraction is self-
evident. The U.S. Census of Population and Housing, for example, not 
including the Census of Retail Trade, the Census of Transportation, or 
the Census of Agriculture, includes billions of bits of information. If a 
contemporary library set out to pursue the objective of collecting all 
possible knowledge, in the tradition of the ancient Alexandrian 
library, a building large enough to house it would occupy every square 
foot of Egypt's surface (Machlup 1979). 

As Bagehot remarked, "An abstract idea means a concrete fact or 
set of facts minus something thrown away" (Bagehot 1880:5, 257). 
Bagehot's observation, however, is not sufficient. We would do better 
to turn to the Ricardians for guidance in this matter. 

Considering that the paucity of data, rather than its overabundance, 
was a major difficulty for political economists of earlier times, the 
methodological position of the Ricardians such as McCulloch was 
remarkably advanced, to say the least. Over and above recognizing the 
need for selectivity, the Ricardians understood the importance of 
abstract concepts per se. 

These Ricardians expressed great disdain for those who convinced 
themselves that they could theorize independent of some abstract 
system of thought. In a work specifically devoted to the question of the 
methodology of political economy, McCulloch struck out at the "em
pirics, whose vanity or interest prompts them to set up conclusions 
drawn from their own limited and imperfect range of observation" (Mc
Culloch 1825,17). Elsewhere he observed, "Almost all absurd theories 
and opinion which have successfully appeared have been supported by 
an appeal to facts. But a knowledge of facts, without a knowledge of 
their mutual relations . . . is, to use the illustration of M. Say, really no 
better than the ingested erudition of an almanack maker" (McCulloch 
1824,16). His fellow Ricardians went even further by displaying an ap
parent disregard for careful observation. In fact, Ricardo's own method 
appeared so abstract that Brougham accused him of speaking as if he 
had just "descended from some other planet" (Ricardo 1952-73:5,56,85). 
More recently, Gordon has portrayed Ricardo's parliamentary career 
as a dismal failure, brought on by his obstinate adherence to an 
unrealistically abstract theory (Gordon 1976). Reading his Principles, 
we do have a great difficulty discerning the actual state of the 
economy that he was analyzing. 

Nonetheless, Ricardo himself was well versed in practical affairs. 
His Reply to Bosanquet demonstrates superb skill in handling data 
(Ricardo 1952-73:3, ch. 1). In fact, he was confident that his abstract 
method set him apart from those who "hardly ever sift their facts." 
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Such people, he thought, "are credulous, and necessarily so, because 
they have no standard of reference" (ibid., 181). Thus, he expressed an 
eagerness to submit his own theories to the test of reality (ibid., 160). 
Consequently, Ricardo's empiricism was intended to be of a higher 
order than the work of those who merely recount the facts. 

Ricardo's mentor, James Mill was even more clear in expressing this 
attitude toward theory. For him, "good abstract principles are neither 
more nor less than the accumulated results of experience, presented in 
an exceedingly condensed and concentrated state" (Mill 1813, 412, 
cited in Winch 1964, 367). 

Mill's proposition anticipated Marx's treatment of the process of 
theoretical development whereby abstract categories distilled reality 
into "a rich totality of many determinations and relations" (Marx 1973, 
100).4 Marx, however, went much further than James Mill. He sug
gested that a full consideration of categories would entail a complete 
mental reproduction of the real world5 (Marx 1973,100; see also Oilman 
1971); that is, implicit within each category is a reflection of all aspects 
of the real world. For example, Marx wrote to Engels on June 22,1867, 
"The simplest commodity form contains the whole secret . . . in em
bryo" (Marx and Engels 1975c, 176-8). He continued this idea in 
Capital, where he observed, "implicit in the commodity, and even more 
so in the commodity as a product of capital, is the materialisation of the 
social features of production and the personification of the materialist 
foundations of production, which characterize the entire capitalist 
mode of production" (Marx 1967:3, 880). This highly complex practice 
allowed Marx's readers to suggest a number of contradictory explana
tions of his concepts. As Pareto complained, "Marx's words are like 
bats: one can see in them both birds and mice" (Pareto 1902:2, 332, 
paraphrased by Oilman 1971, 3). 

Marx's notion about refraction of all aspects of society into a single 
concept is not unique. Whitman's Leaves of Grass suggests a similar 
collapsing of the real world into a simple object, but from an idealist 
perspective. 

Exactly a century before the publication of the first volume of 
Capital, Mirabeau endorsed a more materialistic version of the same 
principle. He proclaimed that "all politics emanates from a grain of 
wheat"8 (Weulersse 1910:2, 2; the source cited by Weulersse appears 
incorrect). Mirabeau's image might roughly be translated to mean that 
the locus of "principal contradiction" (see Mao 1937a, section 4) of 
French society was the agricultural crisis. 

According to Voltaire, "Around 1750, the nation, satiated with 
verses, tragedies, comedies, operas, novels, romanesque stories, with 
moral reflections still more romanesque, and with theological disputes 
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over grace and convulsions, set itself to reason about grains" (cited in 
Weulersse 1910:1, 25). Dupont noted, "we . . . place at that epoch [1750] 
the origin of discussions about political economy"7 (ibid.). 

Judging from the observation of Voltaire, no friend of the Physio
crats, the problems of France became so acute that the ruling classes 
were able to see through the haze of polite discussion, perceiving the 
principal contradiction of the time, expressed by the crisis in agricul
tural production. The Physiocrats went further by grasping the central 
importance of labor and surplus value within the confines of agricultural 
production (see Marx 1963-71:1, 57). Here we have the makings of 
science, where abstraction ceases to be a mere simplification and 
becomes a vehicle for an entirely new perception of reality. 

Similarly, English political economy originally evolved from the 
need of the bourgeoisie to understand the world in which they lived. It 
was, as Lukacs said of historical materialism, "the self-consciousness of 
the capitalist society . . . primarily a theory of bourgeois society and its 
economic structure," although in the case of classical political 
economy, this self knowledge had definite limits that I shall discuss 
later (Lukacs 1971, 229). 

ON THE FORMATION OF ABSTRACTIONS 

Within this context, we must recognize political economy as a com
plex arrangement of rules and conventions for analyzing society based 
on a set of abstractions (see Foucault 1978). What motivates the devel
opment of such a system is a matter of dispute. For example, Marshall 
suggested that the process was a purely subjective mental exercise. 
He wrote, "The economist needs the three great intellectual faculties, 
perception, imagination, and reason: and most of all he needs imagina
tion, to put him on the track of those causes of visible events which are 
remote or lie below the surface, and of those effects of visible causes 
which are remote or lie below the surface" (Marshall 1920, 43). Bohm-
Bawerk made a similar point, observing, "Now, 4what cannot be seen' 
is the very thing that theory has to show in practice" (cited in Barucci 
1983). 

How does one come to see what lies below the surface? Marshall's 
explanation seems to suggest that through the power of imagination 
one postulates a theory of the unseen. Why should anyone care to look 
for what one does not see? 

Complacency is particularly tempting when theory seems to be 
giving satisfactory results. For example, suppose that Jevons had 
been correct in assuming that the business cycle was associated with 
sunspots (see Mitchell 1969:2, 25-7). Correct predictions would induce 
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complacency with this theory. Consequently, boom and bust would be 
accepted as a matter of course. Such theories that "ascribe the causes of 
social development to factors external to society, such as geography and 
climate... search in an oversimplified way outside a thing for the 
causes of its development. Consequently they can explain neither the 
qualitative diversity of things, nor the phenomenon of one quality 
changing into another" (Mao 1937a, 313). A more critical analysis, 
however, might discover that although Jevons was correct about the 
timing of the cycle, their recurrence was caused by the manner in which 
agriculture or production in general was organized within the prevailing 
economic system. In this example, the very success of the forecaster 
would be inimical to theoretical progress, providing people judged 
theory mainly on the basis of prediction. So long as predictions were 
satisfactory, no one would have a reason to search for a better theory. 

Of course, the theorist should not be content in simply searching for 
predictive accuracy or logical consistency. The theorist must be alert 
to those things that are excluded from the discourse of political 
economy, "the mute things and silence itself" (Foucault 1978, 16). Un
fortunately, political economy takes little interest in delving into such 
matters, but as contradictions make themselves felt, further reflection 
becomes imperative. 

Marshall's idea that such theoretical efforts are primarily subjective 
runs the risk of conjuring up the sort of relativism associated with 
Thomas Kuhn's theory of paradigm shifts (Kuhn 1962). According to 
Kuhn, we are led to believe that events in society give rise to new 
theories, which are distinguished only by their novelty. Such novel 
ideas may be attractive for a while, but eventually empirical problems 
emerge. Eventually, after enough anomolies accumulate, these ideas 
are discarded in favor of the next set of ideas. Kuhn's theory, in this 
respect, is akin to Friedman's vision of positive science (Friedman 
1953; see also Perelman 1978). 

According to Kuhn, the evolution of human thought is a matter of 
the adoption of a sequence of arbitrary assumptions. In his prime ex
ample, Copernicus, a sun worshiper, desired to give prominence to his 
favorite celestial body. The very simplicity of his proposed scheme was 
so attractive that it vanquished its more complex Ptolemaic rival. An 
objective student of the science could only judge that the Copernican 
system happened to explain planetary motion more accurately than its 
predecessor did. Within the Kuhnian perspective, deeper study of the 
evolution of astronomy would only interest antiquarians. 

Kuhn's version of economic progress seems credible if one accepts 
the myth of the great progress of neo-classical theory. In fact, its 
achievements were somewhat limited except for its mathematical 
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elegance. Mathematics, however, is often litte more than gloss. For 
example, Sraffa's Production of Commodities by Means of Com-
modities was, in fact, a simple reformulation, for the most part, of 
Ricardo in a mathematical form. 

Why was so much time required to work out the details of neo
classical or neo-Ricardian theory? Everything had already been laid in 
place by the 1830s. My suspicion is that the details were so long in 
being discovered precisely because they were studied as details. We 
thus see the truth of Engels' advice to Schmidt on the importance of 
abstract theory. 

According to Kuhn, the concentration on details should have 
resulted in the accumulation of anomalies that would finally raise 
serious doubts about the system. In point of fact, the work of the 
marginalists was to refine the work, to make it more elegant. The ac
tual social relations were a matter of indifference. What did it matter 
whether the workers hired the means of production or the capitalists 
hired the workers (Longfield 1834, lecture 9; Wicksell 1934:1, 109)? 
Even when the economic process itself resulted in outcomes that have 
been ruled out theoretically, the confidence of the theorist need not be 
shaken. It could always be explained by "disturbing factors" (see 
Veblen 1948, 220, 226). 

By contrast, consider the course of Ricardian rent theory. In his 
thoughtful survey of the development of the post-Ricardian thought, 
Wesley Clair Mitchell began with Malthus's observation that the 
theory presumed land that was yielding a surplus. In addition, he 
noted that Senior added that the law of diminishing returns must be 
operative for the Ricardian theory to hold. 

Richard Jones stressed that the system was only valid within a 
definite form of social organization. As qualification after qualification 
was loaded onto the system, Ricardianism lost its vigor (Mitchell 1937; 
see also Mitchell 1969:1, 330-1). 

In Foxwell's words, "after the appearance of Ricardo's Principles, 
the economists were largely given over to sterile logomachy and 
academic hair splitting" (Foxwell 1899, lxxiii). Marx made a more 
general point, noting, 

All systems are thus made insipid, their edge is taken off and they are peace
fully gathered together in a miscellany. The heat of apologetics is moderated 
here by erudition, which looks down benignly on the exaggerations of economic 
thinkers, and merely allows them to float as oddities in its mediocre pap. Since 
such works only appear when political economy has reached the end of its scope 
as a science, they are at the same time the graveyard of the science (Marx 
1963-71:3, 502). 
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According to the Kuhnian perspective, Ricardianism may be said to 
have declined as its abstract powers became weighted down with too 
much detail. 

Marx would not have been likely to accept this explanation. He 
noted that during the early days of the Ricardians, they were engaged 
in both political and theoretical struggles. They actively searched for 
institutional changes that would correspond more appropriately to 
capitalist society. They sought the extension of the franchise and the 
legalization of unions. This combination of political and theoretical ac
tivity is just what Marx saw as a requirement for scientific progress. 

Their work was complete by the 1830s. They had achieved consider
able theoretical success, but they had failed to convince the working 
classes that they should be content with their lot. Radical commenta
tors on Ricardian theory had anticipated the questions that Mitchell 
had mentioned (N. Thompson 1984, 29-30). Worse still, although by 
1830 Ricardianism had become just another force supporting the status 
quo, it was coming to be employed by others who were championing 
the cause of the workers or the gentry that had not benefited from the 
capitalist mode of production. Thus, Ricardianism had to be combatted. 
Political economy entered what Empson called "the missionary era" 
(Empson 1833, 8). 

The Longfields as well as the Seniors never seemed to be able to de
velop deep insights comparable to those of Ricardo, but the intensity of 
their struggle against the progressive forces did lend their work a vigor 
that was lacking in the late Ricardian work. According to Mitchell, a form 
of Ricardianism was later revived during the high tide of Marshallianism, 
but by then its value had "to be found not in the sheer scientific analysis 
of his [Ricardo's] work, but in the practical usefulness of his analysis to 
the class that had, because of peculiar circumstances, the deepest in
terest in economic theory, and for the promotion of whose interests the 
Ricardian world was perfectly adapted" (Mitchell 1969:1, 363). 

In conclusion, Marx's explanation for the decline of Ricardianism 
had little in common with the type that Kuhn would offer. 

Marx differs from Kuhn in one other important respect: Kuhn chas
tised economists for attributing a false scientism to physics. Physics, like 
economics, was embedded in an envelope of subjectivity. In contrast, 
Marx took the position that economics could function as a science. It could 
offer a method of transcending the false appearances that usually prevail. 
At one point Marx wrote as if he were directing his words at Kuhn. He 
remarked that those like Kuhn who argue that history "must. . . always 
be written according to an extraneous standard... in each historical 
epoch have had to share the illusion of that epoch" (Marx and Engels 
1845-6, p. 43) or, we might add, fall into a posture of cynical relativism. 
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ABSTRACTION AND THE MATERIALIST CONCEPTION 
OF SOCIETY 

Marx's interpretation of progress in political economy was at odds 
with the mainstream view. For example, conventional economists tend 
to adhere to the subjectivist position, suggesting that "even the over
coming of the mercantilists by the physiocrats and Adam Smith is 
regarded as a sheer victory of thought; not as the reflection in thought 
of changed economic facts" (Engels to Mehring, July 14,1893, in Marx 
and Engels 1975c 434-7). Thus Marx took issue with the idea that 
scientific progress in economics resulted from the desire to be scien
tific. Theorists do not simply intensify the scientificity of their 
theoretical activity. 

This position extended to his analysis of abstractions. The example 
of the Physiocrats suggests that theoretical categories only seem to be 
exclusively products of the intellect (Marx 1973, 101; Mao 1937b); in 
fact, they are the "products of historical relations" (Marx 1973, 105; 
1977,169; 1963,109; see also Marx and Engels 1975, 34), both as these 
relations really are and as they appear to be. Earlier, he wrote to 
Engels, "an abstraction . . . is feasible . . . only when grounded on a 
specific development of society" (Marx to Engels, April 2, 1858; in 
Marx and Engels 1983, 298). 

Thus, scientific progress is thrust upon political economy by 
necessity. In the case of the Physiocrats, theory was pushed along by 
experience that came in the form of the eruption of a crisis. One could 
no longer avoid seeing what had been there all along. In Bagehot's 
words, "While the economic condition of countries is bad, men care for 
political economy, which may tell how it is to be improved; when that 
condition is improved, political economy ceases to have the same 
popular interest" (Bagehot 1890, 406). In this spirit, Marx predicted 
that the forthcoming crisis wold soon "drum dialectics" into the heads 
of the German ruling class (Marx 1977, 103). 

Although Marx was not the crude economic determinist he is often 
made out to be (see Engels' letters to Schmidt, August 5, and 
September 21-22,1890; in Marx and Engels 1975c, 394-5,391-2), he did 
assume that economic forces predominate in society. Moreover, these 
economic forces strongly influence human thought. He insisted; "The 
same men who establish their social relations in conformity with their 
material productivity, produce also principles, ideas and categories, in 
conformity with their social relations" (Marx 1963,109). For Marx, pro
gress in political economy required recognizing the real dynamic by 
which economic thought unfolds. In Marx's words, "It is only by 
replacing conflicting dogmas by the conflicting facts and real an
tagonisms which form their hidden background that political economy 
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can be formed into positive science" (Marx and Engels 1975, 200; em
phasis added). One does not merely set up what Marx mockingly 
termed a "conceptual economy" (Marx 1879-80, 196). Although Marx 
would have agreed with John Stuart Mill's judgment on the impor
tance of the concept of value,8 he insisted that he did not base his 
theory on the concept of value: "What I start out from is the simplest 
form in which the labour-product is presented in contemporary 
society, and this is the 'commodity' " (Marx 1879-80, 198). In other 
words, these categories reflect underlying economic conditions, 
especially real production relations (Marx 1967:3, 791). As Engels 
observed, "in the last instance production is the decisive factor" 
(Engels to Schmidt, October 27, 1890, in Marx and Engels 1975c, 397). 
For example, during the early days of capitalism, progessive theorists 
tended to be Utopians. Engels suggested, 

Immature theories correspond to the immature [umreifen] conditions of 
capitalist production and the immature conditions The Utopians . . . were 
Utopians because they could be nothing else at a time when capitalist produc
tion was as yet so little developed. They necessarily had to construct the 
elements of a new society out of their own heads, because within the old society 
the elements of the new were not as yet generally apparent (Engels 1894, 
314-15; translation slightly altered). 

This insight led Marx to write, "The real science of modern economy 
only begins when the theoretical analysis passes from the process of 
circulation to the process of production" (Marx 1967:3, 337). 

To argue for close attention to relations of production is not enough. 
Another question has to be addressed: What would cause an observer to 
feel the need to look beyond the obvious, to discover contradictions 
before they become a self-evident crisis? Marx suggested that such 
ideas could spring out of what he called "praxis," practical activity, espe
cially the practical activity of learning to manipulate the material world. 

Of course, not everybody is able to learn from such experience. 
Many stubbornly hold to a "form of appearance . . . which makes the ac
tual relation invisible, and indeed presents to the eye the precise op
posite of that relation" (Marx 1977, 680; see also Marx 1967:3, ch. 50). 
Others are unable to shake off preconceptions held over from earlier 
forms of society (Veblen 1899-1900,136; Mitchell 1937, 205) or because 
of the very nature of the system, as Marx argued in his analysis found 
in his famous chapters on fetishism and the trinity formula. Thus, for 
example, the tendency of Petty and Cantillon to "assume ground-rent 
to be the normal form of surplus-value" is explained by their closeness 
to feudal times (Marx 1967:3, 784). 
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PRACTICAL THEORY AND THEORETICAL PRACTICE: 
SCIENCE AND POLITICAL ECONOMY 

The relationship between material and intellectual progress can be 
highlighted by a discussion of the role of science. In contrast to 
political economy, which is basically a conservative force under 
capitalism, science is progressive. In an address celebrating the 
revolution of 1848, Marx passed over the role of the leaders of that 
uprising, choosing instead to analyze "steam, electricity, and the self-
acting mule,. . . revolutionarists of a rather more dangerous character" 
(Marx 1856, 500). Engels traced the revolutionary heritage of science 
back as far as ''feudal times . . . when science was enmeshed in theol
ogy" (Engels 1875-76, 346). During that period "it had to fight for and 
win the right of its existence It provided its martyrs for the stake 
and the prisons of the Inquisition" (ibid., 343). Science was not com
mended for its purely intellectual achievements. Science worked to 
transform society. Of course, science alone was not sufficient to ensure 
technical advancement. The economies of the ancient world languished 
even though they had access to the two major components of the In
dustrial Revolution, the mill and the clock (see Marx to Engels, 
January 28, 1863, in Marx and Engels 1975c, 128-30; Marx 1977, 468). 
The feudal epoch saw the introduction of many new inventions, yet ma
chinery continued to be used sporadically (Marx 1977, 468). Until the 
rise of the bourgeoisie, legal prohibitions as well as the threat of 
outright violence inhibited the application of machinery (Marx 1977, 
ch. 15, sec. 5). Science could only make its full power felt when it was 
coupled with the appropriate social relations. 

Once this new capitalist social formation was complete, the bour
geoisie could take credit for technical victories such as "machinery, ap
plication of chemistry to industry and agriculture, steam-navigation, 
clearing of continents for cultivation, [and] canalization of rivers" 
(Marx and Engels 1848a, 113). In the process, the economy grew, social 
relations continued to change, and even the nature of science itself was 
transformed. 

Political economy was similarly affected. In the first place, the 
economy posed new problems calling for new theories. As science ad
vanced, economists learnt from the intellectual achievements of scien
tists. In fact, a good number of early economists, such as Locke, Petty, 
and Quesnay, were also doctors. Petty's method seemed to have been 
significantly influenced by his scientific training. In Quesnay's case, 
his economic table was anticipated in his critique of Jean Baptiste 
Silve's study of the human circulatory system (see Foley 1973). 
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In order to get a better grasp of the process by which the effects of 
new methods and relations of production filter into economic thought, 
let us consider the development of ideas at the advent of the manufac
turing era. At that point in time, the first glimmerings of classical 
political economy were inspired by the mechanistic vision of Descartes.9 

As a result of the Cartesian revolution, the object of knowledge ceased 
to be taxonomic. Instead, a concern with structural mechanisms be
came the order of the day (Foucalt 1970, 207). 

Whereas earlier philosophers tended to interpret the world organi
cally, Descartes "saw with the eyes of the period of manufacture" 
(Marx 1977, 512n). For him, animals were no longer the assistants to 
man. They were seen as a form of machinery (ibid.; see also Engels 
1888, 607). No longer was mankind to be restricted within the narrow 
bounds of its environment. All the forces of nature were capable of be
ing known "as accurately as we know the various trades of our crafts
men" thereby "making us masters and the possessors of nature" 
(Descartes 1637, cited in Marx 1977, 513n). 

In other words, intellectuals were greatly influenced by the ac
complishments of craftsmen in the society that spawned classical 
political economy.10 Petty, for example, called for the creation of a 
history of arts and manufactures including a preface that would "teach 
Men how to make the most of Experiments, and to record Successes of 
them" (cited in Jones 1965, 91). Even earlier, Hobbes had commented, 
"Time, and Industry, produce every day new knowledge. And as the 
art of well building, is derived from the principles of Reason, observed 
by industrious men, that had long studied the nature of materials, and 
the divers effects of figure, and proportion, long after mankind began 
(though poorly) to build" (Hobbes 1651, 378). Indeed, the technical suc
cesses of the trades, especially when compared to the sterile science of 
the universities, made a strong impression on Petty and his circle (see 
Jones 1965, ch. 1). Hooke, for instance, complained "that the Arts of life 
have been too long imprison'd in the dark shops of Mechanicks 
themselves, there hindered from growth11 (cited in Jones 1965,326; see 
also 203). Petty also considered that contact with artisans would be a 
great stimulant to science (Jones 1965, 90). 

Moreover, the work of the mechanics demonstrated the value of bring
ing individual labors together in a workshop. Thus Bacon attempted to in
troduce into scientific research the same method of organization as was 
found in the workshop:11 "For in my method of discovery, science goes far 
to level men's wits, and leave little to individual excellence; because it per
forms everything by surest rules and demonstrations" (Bacon cited in 
Jones 1965, 55). Indeed, the practical questions posed by production pro
cesses proved to be an important prod to scientific progress. In Engels' 
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words, "if society has a technical need, that helps science more than 
ten universities" (Marx to Engels, January 25, 1844, in Marx and 
Engels 1942, 517; see also Marx and Engels 1846,28). Charles Babbage, 
writing of the benefits which he expected to flow from the British 
Association for the Advancement of Science, made a similar point. He 
wrote, "The man of science will derive practical information from the 
great manufacturers" (Babbage 1835,385). Similarly, Marx speculated, 
"In the seventeenth century, the sporadic use of machinery was of the 
greatest importance, because it supplied the great mathematicians of 
the time with a practical basis and an incentive towards the creation of 
modern mechanics" (Marx 1977, 468). 

Smith and Turgot, though basing themselves somewhat more on 
trade than did Marx, agreed: 

Geometry, arthmetick, and writing have all been originally invented to 
facilitate the operation of the several arts. Writing and arithmetick have been 
invented to record and set in a clear light the several transactions of the mer
chant and tradesman, and geometry has been originally invented to assist the 
workmen (A. Smith 1762-66, 337). 

[Navigation made it necessary to perfect astronomy, and showed how to 
relate it to geography (Turgot 1748, 91). 

Hume specifically called for development of mechanical arts as a 
means of forwarding science. He observed, "The same age, which pro
duces great philosophers and politicians, renowned generals and 
peers, usually abounds with skilful weavers, and ship-carpenters. We 
cannot reasonably expect, that a piece of woolen cloth will be wrought 
to perfection in a nation, which is ignorant of astronomy" (Hume 1752a, 
270-1). Scientists apparently also recognized the association between 
industry and the process of discovery. For example, in his Dialogues 
Concerning Two New Sciences, Galileo's imaginary Sagredo credited 
the artisans of the Venetian arsenal with helping him considerably in 
several important scientific problems (Galilei 1638, 1-2). 

POLITICAL ECONOMY AND SCIENTIFIC PROGRESS 

Scientific progress has a two-fold impact on political economy. In the 
first place, as I have just suggested, scientific advances prepared the 
ground for economic change, which in turn called for new methods of 
understanding political economy. For example, in France science was 
more or less dissociated from the process of production (Hartwell 1967, 
160-1). In de Tocqueville's words, 

In aristocratic society, the class which gives the tone to opinion . . . , being per
manently and hereditarily placed above the multitude..., conceives a lofty 
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idea of itself These opinions exert their influence on those who cultivate the 
sciences They facilitate the natural impulse to the highest regions of 
thought Men of Science at such periods are consequently carried away by 
theory; and it even happens that they frequently conceive an inconsiderble con
tempt for the practical part of learning (de Tocqueville 1848:2, 527). 

Because of this characteristic of French science, the level of both in
dustry and political economy fell behind that in England. 

In addition, scientific thought served as a model for those who 
theorized about the economy. Although political economy is not 
generally classified as a science, Marx argued that it should be. In one 
of their earliest works, Marx and Engels claimed, "We know of a single 
science, the science of history. One can look at history from two sides 
and divide it into the history of nature and into the history of man. The 
two sides are, however, inseparable" (Marx and Engels 1845-1846,17). 
Just as the rising strength of capitalism prepared the ground for 
vulgar policical economy, science ostensibly lost some of its in
dependence under capitalism. In Marx's words, science becomes a 
force "distinct from labour and press[ed] into the service of capital" 
(Marx 1977, 482; see also 1053-5). Under capitalism, "invention then 
becomes a business and its application to science becomes a prospect 
which determines and solicits it" (Marx 1973, 704; see also A. Smith 
1937, 10). In particular, science is enlisted in the class struggle. Marx 
went so far as to say that "from 1825 onwards, almost all new inven
tions were the results of collisions between the worker and the 
employer who sought at all cost to depreciate the worker's specialized 
ability. After each new strike of importance, there appeared a new 
machine" (Marx 1963,140; see also Marx to Engels, December 28,1856, 
in Marx and Engels 1942,10; Marx 1977, 564; Engels 1843, 442-3). Dur
ing the early stages of capitalism, the harsh discipline of the factory 
may have been capable of maximizing the investable surplus (see Marx 
1977, p. 549-51). With the spread of scientific production techniques, 
each commodity "ceases to be the product of isolated direct labor, and 
the combination of social activity appears, rather as the producer" 
(Marx 1973, 709). 

Just as the feudal society meant the exclusion of the bourgeoisie 
from intellectual activity, capitalism represented a barrier to the intel
lectual development of the working class. As long as science remains 
dominated by capital, "intellectual and material acitivity" remain 
separated as "thoughtless activity and inactive thought" (Marx and 
Engels 1844-45, 34; translation altered). 

The control capital exercises over science is destined to be temporary. 
The inventions called forth by capital represent scientific progress that 
eventually transforms the methods of production. Thus, Engels stated, 
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"the more ruthlessly and disinterestedly science proceeds, the more it 
finds itself in harmony with the interests and aspirations of the 
workers" (Engels 1888, 376). Yet, advances in production begin to re
quire "general scientific labor, technological application of national 
sciences, on the one side, and to the general productive force arising 
from social combination in total production on the other side—a com
bination which appears as the natural fruit of social labour" (Marx 
1973, 700). Consequently, science ultimately proves to be a revolu
tionary force. 

Under these circumstances capitalists, whose role is to control and 
discipline workers, become "superfluous" (Marx 1967:3, 314; see also 
Marx 1973,651,749). Further progress requires that workers assume a 
greater responsibility for production. In this sense, capitalism is "a 
moving contradiction" (Marx 1973, 12). 

With the disappearance of capitalism, political economy, grounded 
as it is in the specific social relations of capital, becomes obsolete. In 
contrast, Engels predicted that science would flourish more than ever 
under socialism (Engels 1875-76, 354). In the socialist future foreseen 
by Marx and Engels political economy would disappear. No doubt peo
ple within such a society would still theorize about the nature of pro
duction and distribution relations, but political economy, the study of 
these relations within capitalist society, would no longer have a ra
tionale. 

The progressive and even humanistic consequences of science are 
apparent in the history of science during the period of early capitalism. 
At the time, the attitude toward the workers even became a bit ideal
ized. The historian of the Royal Society claimed that the experimen
tal scientists preferred "the language of Artizans, Countreymen, and 
Merchants, before that of Wits, or Scholars" (cited in Jones 1965). 
For Hooker, "whosoever shall anger the meanest and simplest ar
tisan which carrieth a good mind, by not removing out of the Church 
such rites and ceremonies as displease him, 'better he were drowned 
in the bottom of the sea'" (cited in Hill 1965, 93). One can even 
discern in this literature an anticipation of the recent Chinese call for 
a new social division of labor in which the masses would be given 
prominence. 

We should not minimize the importance of these new attitudes for 
political economy. Theoretical work previously had been the exclusive 
domain of a narrow group of churchmen and precameralist 
philosophers. With the commencement of the Cartesian revolution, 
members of the capitalist class were gaining in influence. They could 
even assert themselves on a theoretical level. They founded their own 
school, Gresham College (see Hill 1965). They were also instrumental in 



76 Marx's Crises Theory 

the founding of the Royal Society. The Lunar Society of Birmingham 
may be interpreted as "an eighteenth-century technological research 
organization" (Schofield 1957, 417; see also Rosenberg 1982,14). 

In return, the bourgeoisie won the respect of the scientific communi
ty. Hooke, for example, wrote of their advantage "that many of their 
number are men of Converse and Traffick; which is a good omen, that 
their attempts will bring Philsophy from words to action" (cited in 
Jones 1965, 198). Moreover, this new dialogue allowed merchants to 
come into possession of concepts with which they could explain the 
economy from their own perspective. 

The practical achievements of the new technology suggested a new 
conception about the world. It was no longer an organism. It was a 
machine of the sort that the craftsmen used. Political economists of the 
stature of Boisguilbert began to interpret the world around them in 
terms of mechanistic analogies (Spengler 1966, 6-7). One "fervent 
Cartesian" (Willey 1934, 84), Joseph Glanvill, after discussing how the 
construction of a watch is facilitated by watching "the inward wheels 
and motions," even anticipated Adam Smith's famous metaphor with 
his assertion, "For Nature works by an Invisible Hand in all things" 
(Glanvill 1970, 180). 

The most explicit enunciation of the importance of the Cartesian 
methodology for political economy occurs in the preface to Sir Dudley 
North's Discourses on Trade (1691), probably written by his brother, 
Roger (Letwin 1951). Here the author credits the Cartesian message 
"that Knowledge in great measure is become Mechanical" with freeing 
political economy "from old fables and superstitious notions about 
money, trade, etc." (North 1691). 

This attitude was also prominent in the work of William Petty, 
whom Marx praised as "the father of political economy" (Marx 1859a, 
53). In his youth, Petty, a friend of Descartes, engaged himself in an in
tensive study of anatomy in order to reduce sensations and even the 
imagination to simple mechanical motion (Strauss 1954, 35). Although 
Petty's later work ceased to reflect his early prediction that the 
"mysterious and complicated enginery of living organism [was] the key 
to future mechanical progress"12 (Petty 1927,172), the Cartesian vision 
reemerged in his political economy.18 In his Political Anatomy of 
Ireland he set out to dissect that rather undeveloped economy "as 
Students in Medicine . . . practice their inquiries on cheap and common 
Animals... where there is the least confusion and perplexure of 
Parts" (Petty 1691,129). 

With Smith, the Cartesian revolution was all but complete 
(Wightman 1975, 57).14 Smith himself praised Descartes for his role in 
furthering the mechanical vision of society. According to Smith, 



In Search of a Method 77 

Descartes was "the first to ascertain, precisely, wherein this invisible 
chain of being consisted" (Wightman 1975, 57). Even in his far ranging 
Theory of Moral Sentiments, Smith observed that "[h]uman society, 
when we contemplate it in a certain abstract and philosophical light, 
appears like a great, an immense machine" (A. Smith 1759, 317). 

In Smith's social mechanics, each individual was reduced to atomic 
dimensions. Society was but the sum of these particles except in the 
spheres of defense, education, and the protection of property. The 
machine offered theorists a metaphor with which to understand and 
explain what was happening around them. As a result of the simplifica
tion afforded by such mechanical analogies, theorists could gain the 
confidence to explore the internal workings of the economic system.16 

Indeed, it was a powerful metaphor with deep roots in human con
sciousness. The clock that had been the archetypical machine for the 
Cartesians had imposed a hitherto unknown degree of regularity into 
daily life (Mumford 1963, 12-18). In that sense, mankind was literally 
becoming more akin to a set of mechanical components; however, such 
observation remains literary in character. 

This metaphor of the machine offered a powerful stimulant to neo
classical thought. Probably more than mere chance was responsible for 
the fact that the leading exponent of mathematical, mechanical 
economics in England, Jevons, was also the inventor of a precursor to 
the computer, a logic machine (Jevons 1874,107-14; Mitchell 1969, 21). 
Even economics became a sort of logic machine (see also Torrens 1821, 
x; Say 1880, lviii). 

This practice had profound effects. Although many of the truths 
subsequently enunciated had been anticipated in earlier times, their 
clarity and simplicity had not. Hume's statement of the quantity 
theory of money stands out as a case in point: 

For suppose, that, by miracle every man in Great Britain should have five 
pounds slipt into his pocket one night; this would much more than double the 
whole money that is at present in the kingdom; yet there would not next day, 
nor for some time, be any more lenders, nor any variation in the interest. And 
were there nothing but landlords and peasants in the state, this money, 
however abundant, could never gather into sums; and would only serve to in
crease the prices of everything, without any farther consequences (Hume 
1752a, 299; see also Petty 1662:1, 87). 

Although the conclusion can be found in Bodin (1576) or Davanzati 
(1588), the method, and even the tone of analysis of these earlier 
writers was substantially different (Foucault 1970, ch. 3; see also 
Schumpeter 1954a, 331-417). We stand on the threshold of bourgeois 
political economy. 
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IN PARTIAL DEFENSE OF MERCANTILISM 

Mechanistic theories of political economy served a strategic ideolog
ical purpose. In general, the feudal state drew justification from 
organic analogies. The king is the head; the church, the heart; etc. In 
contrast, mechanistic metaphors served to demonstrate the self-regu
lating nature of the economy. 

Obviously, this same mechanical symbolism could convey the value 
of intervention. Machines need lubrication, tune-ups, etc. In fact, it did 
not. Satisfied with its proof in the efficacy of the market, classical 
political economy treated what came before with condescension (Marx 
1977, 175; Marx 1963, 105). 

For example, de Tocqueville characterized the Physiocrats as "ami
able, well-meaning persons, men of substance, conscientious public ser
vants or able administrators" (de Tocqueville 1856,159). Nonetheless, 
he added, 

such was their enthusiasm for the cause they sponsored that they carried their 
theories to fanatical lengths. 

Our Economists had a vast contempt for the past... there was no French in
stitution, however venerable and well founded for whose suppression they did 
not clamour if it hampered them even to the slightest extent or did not fit in 
with their neatly ordered scheme of government (ibid., 159). 

The mechanistic analogies of classical political economy lent support to 
these people.18 The particular ideological tinge that the mechanism of 
political economy took on is readily apparent in the work of Adam 
Smith. 

With few exceptions, the Wealth of Nations reads like an exalta
tion of the harmonies of the market. Where conflict and contradiction 
did exist within market relations, they were held to be part of an 
even larger harmony. Even those who suffered personal misfortune 
were counseled to maintain their trust in the ultimate rationality of 
the plan of "the great Conductor of the universe" (A. Smith 1759, 
236). The invisible hand, pictured in the Theory of Moral Sentiments, 
"neither forgot nor abandoned those who seemed to have been left 
out in the partition" of world goods (Smith 1759, 185). With a Pan-
glossian flourish, the reader was lectured that all is for the best con
sidering "the interest of society" as a whole (ibid.; see also 594-5). 
Those who expressed concern with individual interests could only up
set the harmonious workings of the whole.17 Consequently, the heresy 
of the Mercantilists, who called upon the state to mediate social 
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contradictions, was a dangerous creed that had to be systematically 
rooted out (see Osier 1976, especially 13-27; see Stigler 1975, table I for 
a survey of Smith's indictments). 

The meaning of the attack on the Mercantilists can be clarified once 
we take stock of their achievements. True, among the Mercantilists 
self-interest reigned supreme. Their works consist largely of pamphlets 
intended to gain government support for their business ventures; 
however, they were ostensibly always written to further the public 
good (see Appleby 1978). Only their enemies were said to be tainted 
with selfish motives.18 Opponents of foreign trade were even accused 
of resenting the revenue that "it brought to the crown, by which it 
could be supported, without being continually at the mercy of parlia
ment for supplies" (cited in Letwin 1975, 22). 

The charge of self-interest, however, does not detract from the 
greatness of Petty. In the same spirit, we should evaluate the 
Mercantilist tradition on intellectual grounds. Keynes, in his search for 
precedents to his own work, granted that the Mercantilists developed 
some "maxims of practical wisdom";19 however, he judged that they 
were not based on an adequate theoretical foundation20 (Keynes 1936, 
340). 

To grasp the appropriateness of the Mercantilist perspective, I will 
suggest an excessively functionalist description of the dialectic of 
social organization. When the Mercantilists were flourishing, the sup
ply of administrative skills was limited. Monopolistic business 
organization required a lesser quantity of management than the 
simultaneous operation of a number of parallel organizations. At the 
time when Adam Smith was writing, the complexity of a large 
organization such as the British East India Company was beyond the 
capabilities of its managers. The public was ripe for a call to decen
tralization. Along this line, Keynes observed, 

Yet some other ingredients were needed to complete the pudding. First, the in
competence of eighteenth-century government, many legacies of which sur
vived into the nineteenth But above all, the ineptitude of public ad
ministrators strongly prejudiced the practical man in favour of laissezfaire.... 

On the other hand, material progress between 1750 and 1850 came from in
dividual initiative, and owed almost nothing to the directive influence of 
organized society as a whole (Keynes 1924, 275). 

By the time Marx called for the end of the anarchy of production in 
Capital, the drawbacks from decentralization had become more fully 
developed and better understood. 

Before accepting at face value Keynes's verdict about Mercantilism, 
consider how different the economic concerns of these people were 
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from those Keynes faced at the Treasury (see Heckscher 1955:2, 340). 
Are we to believe that they were merely deluded by a bullionist fetish, 
or were they actually calling for a program that would monetize what 
had largely been a natural economy (see Stark 1944, 11; also Cantillon 
1755, 122-7)? According to Marx, the Mercantilists accurately 
recognized the importance of "production for the world market and the 
transformation of the output into commodities, and thus money, as the 
prerequisite and condition of capitalist production" (Marx 1967:3, 
784-85). 

Marx nonetheless judged that Mercantilism constituted "the actual 
vulgar economy of the period,"21 remaining fixated with the sphere of 
circulation instead of grasping the central features of the new mode of 
production (Marx 1967:3, 784; see also 337). Combining these dissimilar 
sources, we are left with a picture of the Mercantilists as a rather 
crude but sometimes insightful source of analysis. 

THE TRIUMPH OF CLASSICAL POLITICAL ECONOMY 

Seen against this backdrop of Mercantilism, we can immediately 
recognize our undeniable debt to classical political economy for what 
Marx termed its "historic value in the first tentative steps of political 
economy, when forms still had to be laboriously peeled out of the 
material, and were, at the cost of great effort, fixed upon as a proper 
object of study" (Marx 1973, 852). In this effort, classical political 
economy succeeded in its commendable scientific attempt to develop 
the abstract categories of political economy, to "have investigated the 
real internal framework of bourgeois relations of production . . . to 
reduce the various fixed and mutually alien forms of wealth to their in
ner unity"22 (Marx 1963-71:3, 500; Marx 1977, 174-5n). 

Today, we can appreciate how much the materialist nature of the 
literary heritage of the Scottish enlightenment put economic thinking 
on more solid ground (Meek 1967b). Without detracting from the ob
vious achievement of classical political economy, however, we must 
credit the Mercantilist heritage with at least one positive contribution. 
The counterpoint to the post-Smithian emphasis on general harmonies 
was the Mercantilist theme of the specific conflicts among classes and 
among interest groups.23 As a result of these diverse interests, they 
justified state intervention24 (see Osier 1976, esp. 13-27; Meek 1967c). 
Consider, for example, the early Mercantilist emphasis on the need for 
high food prices to force people to sell more labor (see Wermel 1939; 
Furniss 1920). 

In the classical attempt to deny the existence of such contradictions, 
political economy excluded the possibility of the fallacy of composition, 
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which may be defined as the naive belief that the whole may be 
understood as the sum of each individual unit studied in isolation (see 
J. S. Mill 1872:8, 818-19). 

The results of this error continue to surprise modern economists. 
Although Paul Samuelson's students have been taught that this fallacy 
is one of the most basic and distinctive principles of economics 
(Samuelson 1955, 9), the meaning of the lesson has not been fully under
stood, at least until relatively recently. 

A number of significant results have impressed contemporary 
economists with the importance of this fallacy. The influence of Arrow 
may have been instrumental in teaching the profession to take stock of 
the composition of aggregates (Arrow 1950; 1951). Shortly thereafter, 
Lancaster and Lipsey (1956) published their general theory of the 
second best. Although Sraffa's work flowed from a very different 
tradition, it too demonstrated that what was true for the individual 
firm was not necessarily extrapolatable to the entire economy (Sraffa 
1960). 

Precedents for these ideas have been lying around for more than a 
century and a half in the works of such writers as Lauderdale 
(Maitland 1804) and John Rae (1834). Before that, they were certainly 
implicit in the Mercantilist literature; however, they were only taken 
seriously after they were restated in the mechanical language of 
mathematics. The long neglect of this aspect of Mercantilism was no 
accident. In fact, the very idea that a nonmarket force could produce a 
superior outcome lay at the core of the Mercantilist heresy. Conse
quently, the benefits of perhaps the most important heritages of Mer
cantilist thought were lost. 

Once Smith succeeded in destroying the authority of the Mercan
tilists and correcting the excesses of the Physiocrats, a degree of unity 
was achieved. The flagrantly propagandistic work of political economy 
could be put aside. Even as active a proponent of doctrinaire 
Ricardianism as James Mill believed that "[a]mong those who have so 
much knowledge on the subject as to entitle their opinion to any 
weight. . . on the great points, with hardly any exception, there is 
general accord', and even on those points on which controversy is main
tained, the dispute is about words, the ideas being in almost all cases 
the same"25 (J. Mill 1836, 382; emphasis added). Ricardo, for example, 
coolly noted that many of the differences between his theories and 
those of Malthus were merely the result of his relatively greater em
phasis on long-run considerations (Ricardo 1951-73:7, 120). Such 
detachment does not indicate that theory was a matter of pure 
relativism to them. The interests of finance and landed property would 
certainly not be unaffected by the ultimate policy choice. 
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Different theoretical positions were forged to promote different 
results. Ricardo argued for a more rapid rate of accumulation, whereas 
Malthus preferred to allow resources to be siphoned off from invest
ment in order to maintain the gentry as a socioeconomic stabilizer. 

True, there were sharp disagreements between the Ricardians and 
the camp surrounding Malthus. McCulloch charged that Malthus, in 
particular, "deserves to be very roughly handled" (Ricardo 1952-73:7, 
165). Such sentiments are hardly surprising. After all, politics can be 
most intense among those whose positions differ the least. 

Although jockeying for positions of ideological hegemony may have 
concerned such secondary figures as McCulloch, such activities were not 
central to the work of political economy at the time.28 Even Checkland, 
who argues that establishment of the Political Economy Club was de
signed to undercut the influence of the grouping around Malthus, admits 
that "neither Malthus nor Ricardo appreciated that the founding... 
was, in the broad sense, a political act" (Checkland 1949, 51). 

No modern reader of the literature of the time can help but be struck 
with the objective manner in which such matters seem to have been 
hammered out.27 Of course, we still meet with a number of typical debat
ing tricks, but on the whole exchanges were remarkably objective. Con
sider the level of intellectual integrity expressed in one of Ricardo's let
ters to Malthus as an outstanding example: "[Tjhough I feel very strong
ly the truth of my theory, I cannot succeed in stating it very clearly. I 
have been very much impeded by the question of price and value, my 
former ideas on those points not being correct. My present view may be 
equally faulty, for it leads to conclusions at variance with all my precon
ceived opinions."28 (Ricardo 1952-73:7, 71-72). The tone of the Ricardo-
Malthus interchanges reflected the genteel nature of political economy 
of the day.29 Malthus introduced himself to Ricardo in a letter calling for 
"amicable discussion in private" (Ricardo 1952-73:5, 21). Prior to receipt 
of the communication Ricardo had drafted a letter to Malthus that in
cluded the identical phrase (Ricardo 1952-73:5, 24). 

Even Marx was complimentary about such exchanges, referring to 
them as "splendid tournaments" and noting "the unprejudiced charac
ter of this polemic" (Marx 1977,96). True, neither Malthus nor Ricardo 
were favorably disposed toward the working classes. Each displayed 
his particular preferences in his theory. Yet both displayed remark
able integrity, at times. Ricardo was willing to recant his views on 
technological change when he came to understand how his earlier in
terpretation was incorrect. In the 1830s, when opinion had turned 
against Ricardian theory, Malthus declined Whewell's invitation to 
lead a frontal assault on Ricardo, expressing ideas that were surpris
ingly close to his friend's (see de Marchi and Sturges 1973). 



In Search of a Method 83 

It was a time when Ricardo would write to his friend, Malthus, that 
they might "fairly submit. . . [their] different views to the public that 
we might have some able heads engaged in considering it" (Ricardo 
1952-73:7, 71; emphasis added). No wonder political economy could be 
regarded as a science! 

How could political economy have achieved this high level of objec
tivity? The answer lies in the relative isolation of their exchanges. For 
example, Malthus's public concessions to Ricardo were hardly as 
generous as his private communication with Whewell. Indeed, 
although their debates were publicized in the elite periodicals of the 
day, these organs reached only a small, relatively homogeneous 
stratum of elite society. The Edinburgh Review,  for example, claimed d
a peak circulation of 14,000 out of a reading public of 100,000 (Graham 
1930, 236; see also Copplinger 1895, v). Thus, the "public [at large] was 
for the most part ignorant of or indifferent to the outcome" (Checkland 
1949, 41). 

This exclusion of the masses had two major effects. In the first 
place, it meant that political economists did have to concern 
themselves with the ideological implications of their theories. Thus, it 
encouraged honesty. Second, it led to an uncritical acceptance of the 
bourgeois perspective. 

Thus, when Malthus and Ricardo referred to "able" heads, they took 
it for granted that the term applied only to gentlemen of relatively 
similar class standing. Sydney Smith, a founding member of the 
Political Economy Club, expressed the typical attitude of his class in 
observing, "It is always considered a piece of impertinence in England, 
if a man of less than two or three thousand (pounds) a year has any opi
nions at all upon important subjects" (S. Smith 1839, preface). 

As proof of the progress that this sort of theoretical work creates, 
consider the enormous development of classical political economy. 
Keeping in mind that Adam Smith in many respects represented a 
significant advance over his contemporaries, just consider the extent 
of the enormous development of political economy between Wealth of 
Nations and Ricardo's Principles.  Although in many other fields the e
tempo of development had accelerated, four decades had elapsed 
before the marginalism of Senior and Longfield had evolved into 
neoclassical thought.30 

The achievement of classical political economy stands out even more 
when contrasted with neo-classical theory. The latter was little more 
than a formalization of the commonplace belief that the economy was a 
harmonious collaboration between labor and capital. Reading, for ex
ample, Jevons' self-evaluation, one might be led to expect something 
entirely new from this process. Yet upon completing Jevons' book, we 
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are disappointed to find that the novelty lies mainly in his application 
of mathematics. 

More surprising, we learn little in Jevons that could not be found 
during the 1830s, for example, in the works of Senior. As Marshall 
wrote, "We may read far into the . . . book . . . without finding any pro
position which is new in substance" (Marshall 1925, 94). Much the same 
could have also been written of Marshall. These four decades produced 
little more than mere systemization. 

CLASS AND CLASSICAL POLITICAL ECONOMY 

The masses' ignorance concerning the obscure controversies in 
political economy was matched by the political economists' own blind
ness to the wretched conditions of the common people. This lack of 
awareness on the part of political economy at the time was not neces
sarily the result of the willful disregard of cold and unfeeling theorists. 
It was part of the very structure of society. Engels, for example, 
observed that Manchester was "peculiarly built, so that a person may 
live in it for years and go in and out daily without ever coming into con
tact with a working-people's quarter or even workers so long as he con
fines himself to business or pleasure walks" (Engels 1845, 347-8). Both 
Marshall and Jevons, for example, had to deliberately search out 
poverty in their youth (see Keynes 1933, 137; Black and Koenigkamp 
1972, 17). Jevons' case, however, suggests that such experience need 
not create an enduring sympathy for the less fortunate. 

In general, British political economists were much more likely to 
observe poverty on their tours of the continent or Ireland, thereby 
confirming to their own satisfaction that England offered a relatively 
good life to the working class.31 

This distance between classes goes far in explaining the objective 
tone of political economy between 1776 and 1830. Political economy 
at the time was at liberty to investigate the meaning of its theory 
rather than merely devising suitable justifications for one policy or 
another. 

By 1830 the need for justifications had become more pressing. The 
bourgeoisie weathered the threats of the Swing revolt in England and 
the July Revolution in France (Berg 1975). Mallet found the Political 
Economy Club abuzz with news of the agricultural disturbances in 
December of 1830: "We are rather too full of politics, the destruction of 
machinery, and so forth: the general opinion seems to be that if these 
disorders last there must be either an increase of military force or 
some sort of National Guard" (cited in Berg 1980, 113). Consequently, 
because of its vigorous reaction, 
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In France and England, the bourgeoisie had conquered political power. From 
that time on, the class struggle took on more and more explicitly threatening 
forms, both in practice and in theory. It sounded the knell of scientific bourgeois 
economics. It was thenceforth no longer a question of whether this or that 
theory was true, but whether it was useful to capital or harmful, expedient or 
inexpedient, in accordance with the police regulations or contrary to them. In 
place of disinterested inquirers there stepped hired prize-fighters; in place of 
genuine scientific research, the bad conscience and evil intent of apologetics.32 

(Marx 1977, 97; see also Marx 1963-71:3, 109). 

The economist that Marx apparently had in mind was Nassau Senior 
(Marx 1977, 333). This same Senior opened his Three Lectures on the 
Rate of Wages by explaining that although they were written in a 
period of tranquility, the country was presently "in a state which may 
require the exertions of every individual among the educated classes, 
and may have to assist in executing, or even in originating measures 
for the relief of the labouring population, who are not yet sufficiently 
familiar with the principles according to which that relief is to be af
forded" (Senior 1831, iii). 

About this same time the generally tolerant John Stuart Mill ex
pressed reluctance to publish some of his essays because of his fear of 
"giving a handle to the enemies of the science; which such men as 
Torrens and Malthus and even Senior are constantly doing, and which 
I systematically avoid" (J. S. Mill 1834, 236). The attitude of Mill and 
Senior was understandable since middle class intellectuals were 
developing a theory opposed to the bourgeoisie. Marx himself, whose 
contact with workers had been limited as of that time, wrote, "Just as 
the economists are the scientific representatives of the bourgeois 
class, so the Socialists and the Communists are the theoreticians of the 
proletarian class" (Marx 1963, 125). 

More advanced elements of the working class, recognizing the 
ideological nature of political economy, had already laid the foundation for 
such a critique, making the work of middle class radicals such as Hodgskin 
all the easier. In 1831 Francis Place observed that the members of the Na
tional Union of the Working Classes believed that labor should be able to 
claim possession to all it produced. He complained, "They denounced 
everyone who dissented from these notions as a political economist, under 
which appellation was included the notion of a bitter foe of the working 
classes, enemies who deserved no mercy at their hands" (Place 1831,48-9). 
The words of John Knight, a radical worker from Oldham, were symp
tomatic of the intellectual quest of inquiring workers: 

In less than twenty years . . . the work performed in our cotton factories has 
lost more than two thirds of its value . . . no article ever loses its price in the 
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market until it becomes redundant It is high time for all English workmen 
to awake and no longer be driven in the road to ruin by their blind 
employers.... We must... learn to look beyond the improvement of our own 
particular branch of business and improve the conditions of the whole body of 
English labourers With this in view we ought to ascertain the intrinsic 
value of labour; for until we have learned that it is impossible to ascertain to 
what extent we are robbed of the fruit of our labour (cited in Foster 1974,109). 

Jevons despaired converting workers to the verities of political 
economy. He wanted workers to believe that unions, charity, and the 
like could only harm the working class (Jevons 1866). He insisted, "the 
supposed conflict of labour with capital is a delusion. The real conflict 
is between producers and consumers" (Jevons 1882, 110). Despite 
Jevons' eloquence, the workers were adamant in their opposition to his 
science (Jevons 1866). Given his inability to convince the workers, he 
concluded, "We must begin upon children, and impress upon them the 
simple truths concerning their social position before the business of 
life has created insuperable prejudices" (ibid., 51-2). 

Senior found that in Ireland even the children were infected with 
the opinions that Jevons had hoped to eradicate. He visited schools 
and observed the classes, taking the opportunity to question the 
children about their knowledge of political economy: 

I repeated the question which I have proposed in other schools —"What would 
be the consequence of every man's being able to do four times as much as he can 
now?" 

"To make all the working people," they said, "poor for there would be no de
mand for their work." 

"Would not," I said, "the things which they consumed be much more abundant?" 
"Perhaps so," they said, "But they would have no money to buy them." 
"Why so?" 
"Because only rich people have enough now, and would employ one-fourth of 

them." 
This must be the obvious opinion, for I have always met with it. The poor 

seem to be unaware of the indefinite variety and extent of men's wants (Senior 
1868:2,137). 

Such militant opposition to capitalism could not help but affect 
political economy. We find a hint of this process in the work of von 
Thunen who sensed the importance of the struggle between classes. 
He fretted, "Already in France, the homeland of the convulsions 
spreading all over Europe, there are appearing in the views and teach
ings of the communists the first signs of an incipient struggle, for the 
present still unbloody" (Dempsey 1960, 218). 
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To make matters worse, humanistic middle class observers, sym
pathetic to the plight of the working class, especially on the Continent, 
became disenchanted with the market economy. Thus Merivale com
plained, 

In England, also, the economical doctrines have to contend, not only with the 
sturdy old-fashioned opponents whom they have always found, but also a new 
race of visionaries, whom the great changes of late have called into activity; for 
such changes always give birth to a wondrous variety of abortive speculations. 
There is at work a wide-spread dissatisfaction with the present state of com
petition of capitalists and labourers amongst each other. It is as if the 
philosophical world, never long contented with a simple adherence to the same 
system, had tried the laissez faire theories of Smith and Turgot to the utter
most, and thrown them aside in mere weariness, and through a desire for new 
excitements (Merivale 1837, 80). 

Popular opposition had a dramatic effect on the tone of political 
economy. Where Malthus and Ricardo were relatively free of the 
scrutiny of the public, their successors were preoccupied with the 
presence of the working classes. For example, von Thunen's solution to 
class conflict was to propose that workers receive a natural wage, 
which he calculated according to a formula he invented. However, he 
refrained from publishing his true opinions for decades rather than 
become embroiled in controversy: 

Public opinion was so strongly opposed to them that I was afraid, by publishing 
them, of being considered a fanatic or even a revolutionary without being able 
to hope that there would become sympathetic understanding and therefore 
some usefulness Since that time hardly a quarter century has passed, and 
how different in this short period has public opinion and the national outlook 
become! (von Thunen 1826-63, 223). 

IDEOLOGY 

If I were able, I would found a school for the study of political 
economy in order to harden men's hearts. 

C. E. Perkins, nineteenth century president of the Chicago, 
Burlington and Quincy Railroad (cited in Gutman 1977, 69) 

With von Thunen silenced, the field was left open to the enemies of 
labor. The critical elements implicit within the works of classical 
political economy were suppressed. Marx dismissed the work of these 
people as "leathery commonplaces, the more nauseating, the more 
they parade their scientific pretensions" (Marx 1973, 853). 
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For example, Senior's theory of abstinence "replaces an economic 
category with a sycophantic phrase" (Marx 1977, 744). Later, Senior 
blamed the troubled times on such workers' ignorance of the laws of 
political economy (Senior 1831). He complained, "the political economy 
of the poor [appeals to the uneducated because] though it is in the 
power of human institutions to make everyone poor, they cannot make 
everybody rich. . . ; they can diffuse misery, but not happiness" 
(Senior 1871:1,150, cited in Hunt 1979,124). A few years before Senior 
wrote these lines, Marx used a similar expression, probably with none 
other than Senior in mind. In his Inaugural Address to the Interna
tional in 1864, Marx observed that the ten-hours bill, which Senior had 
so strenuously opposed, represented a 

great contest between the blind rule of supply and demand laws which form the 
political economy of the middle class, and social production controlled by social 
foresight, which forms the political economy of the working class [During this 
struggle, for] the first time that in broad daylight the political economy of the mid
dle class succumbed to the political economy of the working class (Marx 1864,16). 

Besides Senior, Scrope and Longfield set out to create a safer version 
of political economy (see Berg 1975; Meek 1967; Dobb 1973, 23). 
Longfield warned his readers about those "whose object... is to 
create disturbance, by stimulating the passions of the poor and ig
norant, and persuading them that their poverty is caused by oppres
sion or misrule" (Longfield 1834, 158). 

Whately, who credited the perfection of the market to a holy miracle 
(Whately 1831; see also McVickar 1835, 34, cited in O'Connor 1944, 77), 
feared that political economy had fallen into the hands of "anti-
Christians [who] are striving hard to have this science to themselves" 
(Whately 1868, 66, cited by Moss 1976, 15). The most prominent of 
these "anti-Christians" was probably Hodgskin, the foremost of the so-
called Ricardian socialists. 

James Mill, a personal friend of Hodgskin, fretted that if Hodgskin's 
ideas were "to spread they would be subversive to society" (cited in 
Bain 1882, 364). One of the most direct attacks on Hodgskin came from 
the combative Thomas Cooper, writing from Charleston, South 
Carolina, where Denmark Vesey's 1822 slave revolt had created a ter
ror of popular movements. Cooper responded to Hodgskin's Popular 
Political Economy with the challenge, "If these be the proposals that 
the mechanics combine to carry into effect, it is high time for those 
who have property to lose, and families to protect, to combine in self 
defense" (Cooper 1830, 353). Given a psychological state such as this, 
truth was to take a back seat to the needs of propaganda. 
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Bohm-Bawerk, for example, attributed the popularity of Senior's 
theory "not so much to its superiority as a theory, as that it came in the 
nick of time to support interest against the severe attacks that had 
been made on it" (cited in Dobb 1973, 105n). Political economy gave 
way to an ideology deserving of the name "vulgar economy." 

The importance of ideology persisted during the further evolution of 
marginalism. We have the testimony of J. M. Clark that the "key fact" 
in his father's work is that "his statements are oriented at Marx, and 
are best construed as an earnest, and not meticulously qualified, rebut
tal of the Marxian exploitation theory" (Clark 1952, 610). According to 
Wicksell, even the pure theory of Walras appears to have been 
prompted by a discussion with a Saint-Simonian and his consequent 
desire to furnish a simple proof that free exchange produces optimum 
results (Wicksell 1934,73-4). Jevons, too, seems to have been highly in
fluenced by his fear of the "working classes, with their growing 
numbers and powers of combination" (Jevons 1866, 43; see also Dobb 
1973; Meek331967a, 1973; J. Henderson 1955). 

If personal inclinations were not enough to bring out sympathies for 
capital, a complex reward system was also enforced. Ashley noted that 
professorships in political economy came to be "regarded as either a 
stepping stone to a government appointment or as an appendage to a 
political career" (Ashley 1907, 485). 

THE PRETENSE OF OBJECTIVITY 

The influence of crass self-interest had to be kept in the background 
if the discipline of political economy was to be respected as something 
other than the tool of capital. Consequently, economists had to learn 
how to commingle ideology with work that appeared as scientific as 
possible. For example, Schumpeter credited Senior, the partisan foe of 
numerous labor reforms such as the ten-hour bill, with one of the most 
convincing arguments for value neutrality in economics (Schumpeter 
1954b, 82). 

When economists fail to persuade their audience, they take the posi
tion that they are disinterested and objective, while the skeptics are 
driven by baser motives. For example, Irving Fisher complained, 

The quantity theory [of money] is one of the most bitterly contested theories in 
economics, largely because the recognition of its truth or falsity affected power
ful interests in commerce and politics. It has been maintained —and the asser
tion is scarcely an exaggeration —that the theorems of Euclid would be bitterly 
controverted if financial or political interests were involved (Fisher 1922, 
14-15). 
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Jevons represents a marvelous case study in the sociology of the 
ostensible quest for objectivity in political economy. His theory was a 
prime example of what Schumpeter called the Ricardian vice, which he 
defined as "Excellent theory that can never be refuted and lacks 
nothing save sense. The habit of applying results of this character to 
the solution of practical problems we shall call the Ricardian vice" 
(Schumpeter 1954a, 473). Jevons used mathematics in his attempt to 
put his work beyond criticism. He longed to speak with the same 
authority as the Astronomer Royal, just as Fisher wished to have a 
similar reception as Euclid: 

In questions which have economical and political bearings, the dictates of 
science and reasoning, are not calmly listened to. Every man thinks himself 
alike able and privileged to form his own opinions by his own unaided in
telligence. Yet it is not so in any other branch of learning or science No sane 
man disputes the calculations of the Astronomer Royal... for people are aware 
not only how often astronomers have been proved right, but that astronomy 
itself is a science which cannot be understood without long study. 

How unenviable would be the position of the Astronomer Royal if he had not on
ly to ascertain and predict the moon's place to a nicety, but had every now and then 
to convince a crowd of persons at the hustings . . . by making plain to their untu
tored intellects the minutest details of lunar theory. How much worse would it be 
if..., they forthwith accused him of inventing the whole for interested purposes, 
to maintain his own emoluments or the privileges of his class (Jevons 1876, 44). 

In fact, everything Jevons wrote consistently supported the interests 
of his own class. He infused his work with an intense ideological 
energy. For example, he appropriated natural science to argue that 
the apparent shortcomings of the market were natural problems 
caused by solar disturbances or entropy rather than a less than ideal 
form of society (see Mirowski 1984). 

Yet this same Jevons displayed a callous arrogance in the social 
policies, which he recommended. While he opposed charity for the 
poor, he supported public expenditures for museums, orchestras, 
libraries, and public clocks for the convenience of the middle class 
(Hutchison 1953, 47). What kind of science is this? 

Unlike the modern theory of the allocation of time, Jevons' utilitar
ianism was confined to strictly economic activities (Becker 1965). While 
calling for heightened exertions for the working class, he supplied 
Punch with a tongue-in-cheek recommendation for the middle class to 
increase its efficiency by roller skating around town (Jevons 1876, 5). 
No wonder he failed to convince the working classes! 

Keynes is also worth mentioning in any discussion of the pretense of 
objectivity. Consider the case of his famous letter to Shaw in which the 



In Search of a Method 91 

former prophesied the revolutionary impact of his General Theory. 
Reading Keynes's book itself might give the impression that he was 
intending to take on laissez faire theory. In fact, what Keynes wrote in his 
letter suggests that he had other fish to fry. Keynes predicted that "there 
will be a great change, and, in particular, the Ricardian foundations of 
Marxism will be knocked away" (Keynes 1935,493). Yet Keynes effective
ly camouflaged his intent. All one can learn of Marx in the General Theory 
is that he invented the term "classical economics" (Keynes 1936, 3), that 
he inhabited the underworlds along with Silvio Gesell or Major Douglas 
(ibid., 32), and finally, that the former provided "the answer to Marxism" 
(ibid., 355). Hardly a straightforward performance! Even Schumpeter was 
moved to complain, "I am no Marxian. Yet I sufficiently recognize the 
greatness of Marx to be offended at seeing him classed with Silvio Gesell 
and Major Douglas" (Schumpeter 1936, 793). 

Samuelson also appears to have had an ideological goal in mind in 
preparing his principles text. His instructors' manual for the sixth edi
tion of his Economics expresses his hope "that the typical student will 
get a new respect for the efficacy of our type of mixed economy—a 
respect not based upon rote slogans or upon ignorance of possible im
perfections, but a respect based upon theoretical and factual 
knowledge and that will not fade at the first threat of difficult times" 
(cited in Linder 1977, v-vi). 

Despite a history of substantial efforts to maintain their ideological 
hegemony, economists often found themselves challenged by those 
who refused to accept their pretensions of objectivity. Consequently, 
political economy attempted to enforce its orthodoxy. 

From the very beginning, political economists constituted them
selves as an authority to monitor heretical views (see the discussion of 
authority in Coats 1964). For example, the rules of the Political 
Economic Club committed its members to "regard their own mutual in
struction, and the diffusion of others of just principles of Political 
Economy, as a real and important obligation" (Political Economy Club 
1860, 23-4). 

This high-sounding objective merely meant that the members were 
obliged "to watch the press in order to refute any erroneous economic 
doctrines it may propagate" (ibid.). In addition, political economy 
sought to extend its influence by disseminating political economy 
among the masses of working peoples84 (see O'Connor 1944, 90-8; 
Goldstrom 1966). 

In fact, the Mechanics Institute, of which Hodgskin was a joint 
founder, became one of the major forces working to inculcate the work
ing class with the wisdom of political economy (see Gilmour 1967; 
Halevy 1956). 
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Bourgeois economists succeeded in establishing their exclusive 
claim to legitimacy, at least to the satisfaction of the majority of the 
profession. From time to time writers of the stature of Torrens or John 
Stuart Mill have even gone so far as to declare that the age of truth 
had actually dawned and that confusion had finally been banished from 
the realm of political economy (Torrens 1821, xiii; 1826, v; Mill 1848:3, 
456; Schwartz 1968, 237; see also Hutchison 1978, 219-22). Truth, how
ever, is a secondary consideration in the world of political economy. 

Neoclassical theory continued the ideological tradition of the early 
marginalism of the 1830s. It scrupulously avoided burdening itself 
with the caveats that encumbered late Ricardian theory. It took a 
cavalier attitude toward the role of theory. Consider the response of 
Robert Solow to the Sraffian critique of economic theory. According to 
Solow, "If the debated points of mainstream 'neoclassical' theory were 
officially declared to be overthrown, hardly anyone, perhaps no one 
would do anything differently" (Solow 1975, 277). In other words, 
economists would ignore the fact that prices could not be assumed to 
be valid indicators of economic rationality and would continue to pre
tend that they were. 

Instead it claimed universality by virtue of the mathematics of max
imization. By identifying the market with such mathematics, we are 
said to have a theory applicable to all times and all places.85 In fact, 
many of the advances of mathematical economics during the post-war 
period were not so much the result of a disinterested effort to under
stand economic processes as they were the fruits of programming 
methods developed to aid in the war effort against the fascists (see 
Boland 1982, 191). Nonetheless, these techniques were easily incor
porated within economic analysis. 

The supreme confidence that allows people to leap from the realm of 
mathematics to the realm of society without further reflection is in
dicative of the emptiness of economics as a science. Once theory takes 
on such a pseudoscientific guise, theory comes to be regarded as a set 
of tools for fine tuning the economy.88 In the words of Peter Wiles, 
"Thus the plodding ox of a commonplace, understated, and tolerant 
Weltanschauung has been yoked to the racehorse of an axiomatic 
methodology" (Wiles 1979-80,161). 

Once economists fell under the sway of mathematics, convinced of 
the scientific nature of their tools, their confidence became unbounded. 
During the Kennedy-Johnson administrations economists proudly 
declared that the business cycle had been made obsolete by the 
marvelous tools of their discipline. According to Arthur Okun, "More 
vigorous and more consistent application of the tools of economic 
policy contributed to the obsolescence of the business cycle pattern 
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and refutation of the stagnation myths" (Okun 1970, 37; see also Okun 
1980, 163). 

However much neoclassical economics cherished its status as a 
science, that status was but an illusion. The economy of the nineteenth 
century was no more a machine than the economy of the Mercantilists 
had been an animal. Nonetheless, Jevons understood the discipline as 
"a series of definitions, axioms and theories almost as rigorous and 
connected as if they were so many geometrical problems" (Jevons 
1871, 13). The simplicity of this approach is seductive; however, as 
Keynes observed, it also does violence to reality since it "expressly 
assume[s] strict independence between the factors involved"87 (Keynes 
1936, 297). Consequently, neoclassicists could enjoy a state of "jaunty 
confidence" in which they could work out the finer points of their 
theory untroubled by the nagging doubts of those who give serious 
thought to methodology (Veblen 1898). 

Pseudoscientific mechanistic economics is afflicted with a second fail
ing: it is unsuited to anything other than static conditions. From time to 
time theorists recommend reconstituting economic theory by means of 
biological analogies; however, this project is easier said than done. 

Even Marshall, who proclaimed that the "Mecca of the economist 
lies in economic biology" (Marshall 1920, xiv), marched his readers 
right back to the ancient land of Adam Smith. To begin with, he argued 
that since "biological concepts are more complex than those of 
mechanics" they would be inappropriate to a principles book (ibid.). 
Moreover, Marshall's description of his method indicates that he would 
not have been likely to ever have bridged the gap between his 
mechanical world and his Mecca. 

He began by explaining that the "forces to be dealt with are . . . so 
numerous, that it is best to take a few at a time" (Marshall 1920, xiv). 
Subsequent progress promised to be capable of bringing us to a 
"second state [in which] more forces are released from their hypo
thetical slumber" (Marshall 1920, xv). Gradually, according to 
Marshall's stated methodology, the roles of "provisional statical as
sumptions become smaller" and the promised land of truth would come 
into view. In fact, other than a few passing references to the life cycle 
of trees, we find little of biology in Marshall. The progressive release 
of restrictive assumptions cannot be expected to transcend the 
mechanical analysis that Marshall recognized as fundamentally flawed. 
Are we to believe that we can take a Smithian system of general equi
librium, add in an adjustment for liquidity traps or permanent income 
effects, and, violh, SL valid theory would be at hand? No. Reality is far 
too complex to be comprehended by the "short chains of reasoning" 
that Marshall identified with political economy (Marshall 1920, 773). 
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Marshall's case for a nonmechanistic approach to economics was 
made more forcefully by Veblen, who called for "a theory of process, of 
an unfolding sequence" (Veblen 1898). Unlike Marshall, he did not 
allow himself to fall back into the familiar cant; however, he also 
refrained from offering any constructive advice on how such a theory 
was to be provided. He observed that "all economic change is . . . 
always in the last resort a change in habits of thought." His extreme 
subjectivism led him to conclude that "the ultimate term or ground of 
knowledge is of a metaphysical character" (Veblen 1899-1900, pt. 3, 
241). In short, Veblen then brings us right back to Kuhn, although 
Veblen himself recognized that economic theory does progress (Veblen 
1919, 126). 

MARX ON THE SCIENTIFIC 
NATURE OF ECONOMIC THOUGHT 

All is vanity and vexation of spirit. That which is crooked cannot 
be made straight, and that which is wanting cannot be numbered. 

Ecclesiastes 1:15-16 

Neoclassical theory was the culmination of an effort to rid political 
economy of any unwanted implications such as were found in Ricardian 
theory. Nonetheless, we should resist the temptation to make too much 
of Marx's distinction between vulgar political economy and classical 
political economy, especially when we understand the former in terms of 
narrow self interest, such as is suggested in Marx's comparison between 
"disinterested inquirer" and "hired pugilists" (Marx 1977, 97). 

Ricardo could give relatively full rein to his speculations on 
theoretical matters because of the seemingly limited audience for his 
discussions of the finer points of political economy. Later, as theorists 
recognized that the working class was, so to speak, looking over their 
shoulders, the ideological message of the subject came to the fore. I 
should also mention that so far as practical policies were concerned, 
Ricardo differed little from those whose theory was more ideologically 
oriented (see Perelman 1983; esp. ch. 4). 

True, the Longfields and the Whatelies were distinctly inferior to 
Ricardo, but so too were the Mills and McCullochs. Even more to the 
point, we should not make the mistake of putting too much emphasis 
on the individual personalities involved. England must have numbered 
many people equally as capable as Ricardo. 

Ricardo should be seen not so much as a particular person but rather 
as a representative of a larger social phenomenon. Like Cantillon 
before him, Ricardo was a product of the world of finance for whom the 
universe had become almost instinctively abstract. Given the leisure 
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and respectability offered by his profession, Ricardo set out to explain 
society in terms of market relations.88 Had some of his colleagues been 
offered the encouragement and tutelage of the likes of James Mill, 
they might well have equalled Ricardo's achievement. 

Let us consider classical and vulgar political economy from another 
standpoint, reflecting upon the difference between political economy 
and vulgar economy in terms of our earlier discussion of abstraction. 
That treatment of the subject was not exhaustive. We might have just 
as well traced the origins of the atomistic society from Galileo through 
Hobbes, as Macpherson does (Macpherson 1962, 30, 101). 

Alternatively, we could have followed the suggestive lead of Sohn-
Rethel, who hypothesizes that abstract thought, in general, resulted 
from the experience of monetary exchanges (Sohn-Rethel 1978). I hap
pen to prefer the Cartesian line of exposition because it follows a hint 
of Marx's method. The purpose of the earlier discussion of the relation
ship between Cartesianism and political economy was merely to in
troduce the nature of the interplay between systems of production and 
systems of thought.89 

Here we come to a thorny problem: How are we to identify reality 
amidst the barrage of appearances that present themselves to us? Peo
ple succumb to fetishistic ideas because of the nature of capitalist 
society. Thus, Marx rejected the biblical maxim that "man [necessari
ly] looketh on the outward appearance" (I Samuel 16:7). People suc
cumbed to fetishistic ideas, because of the nature of capitalist society. 
For example, Marx suggested, in anticipation of Jungian psychology, 
that agents in a capitalist society adopt what he called "character 
masks" that determine their actual behavior. Unfortunately, the 
English translations obliterate this aspect of Marx's works (Marx 
1973:23, 100, 591; see 1973, 179, 711; 1967:2, 388). 

Despite the difficulties of breaking though the layers of false ap
pearances, Marx was confident that science was capable of eventually 
discovering the underlying reality by means of abstractions (Marx 
1977,90; see also Perelman 1978). Science, in fact, was defined by Marx 
as the power to avoid the confusion engendered by false appearances 
(Marx 1865, 209; see also Marx 1967:3, 817). For Marx, such confusion 
and error are to some extent avoidable where what we might call 
"scientific practice" is at work. 

Mao accurately reflected Marx's understanding of practice when he 
wrote, "Social practice alone is the criterion of truth of... knowledge 
of the external world. In reality . . . knowledge becomes verified only 
when, in the process of social practices . . . the anticipated results [are 
achieved]" (Mao 1937b, 283). For example, Morris Kline takes the posi
tion that modern mathematics has severely handicapped itself by 
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treating its work as a pure abstraction rather than grounding it in the 
practical needs of modern science (Kline 1980, esp. 167ff, 278ff; see also 
Sohn-Rethel 1978). 

Althusser takes a more skeptical position. He asserts that abstrac
tions cannot capture the essence of reality, a stance that bears some 
resemblance to this modern skeptical position of a generation schooled 
in the Heisenberg principle and Goedel's Theorem (see Althusser and 
Balibar 1970, 88-9). 

Obviously, Althusser is correct in a strict epistemological sense. Most 
philosophers would agree with him. We cannot know with certainty that 
we know truth. Given a particular set of goals, one must fashion a set of 
concepts that are suitable to the task at hand. One party's concepts will 
not be appropriate for working toward the goals of another. 

Marx's method has much in common with Althusser's. Unlike the 
classical economists, he did not attempt to discover ultimate truths, 
but practical truths. Engels' observations are very instructive in this 
regard. In 1895 he wrote to Conrad Schmidt, 

you degrade the law of value to a fiction, a necessary fiction, somewhat in the 
manner of Kant making the existence of God a postulate of practical reason. 

The objections you raise to the law of value apply to all concepts, regarded 
from the standpoint of reality 

Did feudalism ever correspond to its concept?... it came closest to its con
cept—the ephemeral Kingdom of Jerusalem (Marx and Engels 1975c, 457-9). 

Then of what value are abstract concepts? According to Engels, they 
are necessary to avoid becoming "so absorbed in details" that one fails 
to pay "attention to the interconnection as a whole" (ibid., 457). In the 
perceptive words of Sohn-Rethel, "abstraction can be likened to the 
workshop of conceptual thought" (Sohn-Rethel 1978, 18). 

Thus, for Marx and Engels the theoretical concepts facilitate the 
analysis of the complex interrelated structure of reality. Although such 
concepts do not permit us directly to grasp the essence of reality, they do 
allow for a cumulative expansion of knowledge. As Engels wrote in an 
earlier letter to Schmidt in 1890, "The history of science is the history of 
the gradual clearing away of... nonsense or of its replacement by fresh 
but less absurd nonsense" (Marx and Engels 1975c, 400-1). Engels 
pointed to an approach to the truth by successive approximations. We 
find a similar optimism buried within Kuhn's work, which stresses that 
the development of the implications of abstractions allows us to 
manipulate the world progressively better via science. 

Marx emphasized a reverse causality. For him, the experience of 
organizing the material environment affords the opportunity to 
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develop better categories with which to grasp the world.40 Nonethe
less, Kuhn's notion of scientific progress might have some application 
in explaining the manner in which conventional economics evolves 
through a sequence of unfounded assumptions, but Kuhn's antiintel-
lectualism cannot grasp the nature of Marxist political economy. 

In other words, both Marx and Kuhn allow that prejudices may 
determine our preconceptions. Kuhn suggests that we are bound to be 
prisoners of our prejudices; Marx believed that within certain limits 
theoretical work was able to move ahead of the prevailing climate of 
opinion and even to anticipate certain contradictions that had not yet 
clearly manifested themselves in practice. He judged that important 
theoretical work of this sort remained to be done in political economy. 

MARX AND THE CRITIQUE OF ECONOMIC CATEGORIES 

Thus, for Marx and Engels, political economy offers especially 
significant insight into the nature of society: "the final causes of all 
social changes and political revolutions are to be sought, not in men's 
brains, not in man's better insight into eternal truth and justice, but in 
changes in the modes of production and exchange. They are to be 
sought, not in the philosophy, but in the economics of each particular 
epoch" (Engels 1964, 316). Marx echoed this sentiment. He declared, 
"The anatomy of society had to be sought in political economy" (Marx 
1859, 20). The work of classical political economy was especially 
valuable. The categories that it distilled by studying the world around 
it contained the essence of the capitalist system in a purified form, 
freed from disturbing influences of the concrete specifics of individual 
times and places. 

Marx did not give equal weight to all economic categories. One must 
focus on the process of production. Accordingly, the dominant 
category of capitalism was necessarily the category of capital (Marx 
1967:3,826-7). Since "the principal contradiction of capital contains the 
germ of the whole of the social antagonisms of today" (Engels 1964, 
321), the categories used to analyze capital must also reflect these an
tagonisms. 

In this sense, classical political economy succeeded. It forged 
categories that captured the nature of the system, including its con
tradictions. Thus, Marx claimed that as a result of 

the urge of political economists like the Physiocrats, Adam Smith and Ricardo 
to grasp the inner connection of the phenomena,... what [was]... new and 
significant developed] vigorously amid the "manure" of contradictions out of 
the contradictory phenomena. The underlying contradictions themselves testify 
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to the richness of the living foundation from which the theory itself developed 
(Marx 1963-71:3, 453, 84). 

To a great extent, Marx's analysis of political economy was essentially 
a critique of these categories. He informed the readers of Capital that 
"individuals are dealt with here only in so far as they are personifica
tions of economic categories" (Marx 1977, 92). Earlier, he had in fact 
described his work in political economy as a "critique of the economic 
categories" (Marx to Lasalle, February 22, 1858, in Marx and Engels ls
1975c, 96). 

Marx's critique of the categories of political economy took two 
forms. On the one hand, he recognized the great intellectual 
achievements of classical political economy. On the other hand, he at
tempted to demonstrate the inadequacy of classical political economy. 
His analysis led him to believe that "economic categories are reflected 
in the mind in a very distorted fashion" (Marx 1963-71:3,163). For ex
ample, concepts such as wages and competition obscured the underly
ing process whereby surplus value was created (Marx 1977, ch. 19; 
Marx 1967:3, ch. 50). 

Contradictions inherent in the system were not readily apparent 
through the windows of the categories of classical political economy. 
Classical political economy had made some progress in analyzing the 
appropriate concepts, but this work was incomplete. In this sense, 
Shanin observed, "the theoretical structure of Capital would be, 
therefore, the dialectical negation of Political Economy, a self-
consciousness of capitalism turning at its highest level of accomplish
ment into criticism of its very root, its unmasking, and thereby its 
subversion and transformation" (Shanin 1983, 3-4). For example, in a 
letter to Engels, dated August 1, 1877, Marx cited the judgement of 
the Russian economist, Illarion Kaufman, with approval: 

By review of the doctrine of value, we saw that political economy clearly 
grasped the importance of this category. Despite that, all that economic science 
busied itself with, the fact showed that while it raised the significance of value 
to the highest level in its phrases, in fact it forgot it as fast as possible, as soon 
as more or less about it is written in the introduction. It is impossible to supply 
even a single example where what was said about value stood in organic connec
tion with what was said about other questions —where what was said in the in
troduction exerted some influence on the following explanations (cited in Marx 
and Engels 1966, 66-7). 

Marx continued with his own observations: 

That is the mark of vulgar economy. Adam Smith had introduced it. His pair of 
deep and surprising applications of value theory are found in occasional 
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expressions without any influence on his development ex professio. The great 
sin of Ricardo's, that makes him indigestible from the first, was just his attempt 
to prove the correctness of his value theory on the apparently contradictory 
economic facts (ibid.). 

More importantly, political economy failed to follow through with the 
relevant questions (Marx 1977, 173-74). Even when it did succeed in 
this respect, it remained unconscious of its own results (Marx 1977, 
679; Marx 1967:3, 830). As Marx noted, "Classical political economy 
stumbles approximately onto the true state of affairs, but without con
sciously formulating it. It is unable to do this as long as it stays within 
its bourgeois skin" (Marx 1977, 682). Marx, who succeeded in shedding 
his own bourgeois skin, was able to traverse ground that was inaccessi
ble to his predecessors. In the process, he used his critique of the 
categories of political economy to show the deeper contradictions con
tained within these categories. 

In this sense Marx carried on the best of the tradition of classical 
political economy. For example, he built on the work of classical 
political economy in recognizing that the commodity encompassed 
both use value and exchange value. He added that this duality also 
holds true for the special commodity, labor power. Thus, the contradic
tions between labor and capital were an integral part of the seemingly 
innocuous category, the commodity. 

Marx saw himself as carrying out a process that had been begun by 
the group now called Ricardian socialists. In commenting on their 
work, he wrote, 

The opposition evoked by the Ricardian theory—on the basis of its own 
assumptions — had the following characteristic feature. 

To the same extent as political economy developed—and this development 
finds its most trenchant expression in Ricardo, as far as fundamental principles 
are concerned —it presented labor as the sole element of value and the only 
creator of use-values, and the development of the productive forces as the only 
real means for increasing wealth But in the same measure as it understood 
that labour is the sole source of exchange-value and the active source of use-
value, "capital' is likewise conceived by the same economists, in particular by 
Ricardo (and even more by Torrens, Malthus, Bailey, and the others after him), 
as the regulator of production, the source of wealth and the aim of production, 
whereas labour is regarded as wage-labour, whose representative and real in
strument is inevitably a pauper,... a mere production cost and instrument of 
production dependent on a minimum wage (Marx 1963-71:3, 259). 

Here we come to one of Marx's clearest statements about his method 
of critiquing political economy. He continued, "In this contradiction, 
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political economy merely expressed the essence of capitalist produc
tion or, if you like, of wage-labour, or labour alienated from itself, 
which stands confronted by the wealth it has created as alien wealth, 
by its own productive power" (ibid). This aspect of classical political 
economy was not a mistake as such. It was a necessary outcome of the 
situation of the classical political economists: 

Their thoughts being entirely confined within the bounds of capitalist produc
tion, they assert that the contradictory form in which social labour manifests 
itself there, is just as necessary as labour itself freed from this contradiction. 
Since in the same breath they proclaim on the one hand, labour as such and on 
the other, capital as such — that is the poverty of the workers and the wealth of 
the idlers —to be the sole source of wealth, they are perpetually involved in ab
solute contradictions without being in the slightest degree aware of them (Marx 
1963-71:3, 259). 

What follows deserves an especially close reading: "the same real 
development which provided bourgeois political economy with this 
striking theoretical expression, unfolded the real contradictions con
tained in it... these contradictions are given a theoretically compel-a
ling if unconscious expression in the Ricardian theory" (ibid, 259-60). 
Unfortunately, the work of the Ricardian socialists was incomplete: 

[I]t was natural for those thinkers who rallied to the side of the proletariat to 
seize on this contradiction, for which they found the theoretical ground already 
prepared. Labour is the sole source of exchange value.... This is what you say. 
On the other hand, you say that capital is everything You have refuted 
yourselves. Capital is nothing but the defrauding of the worker. Labour is 
everything.... 

Just as little as he [Ricardo] understands the identity of capital and labour in 
his own system, do they understand the contradictions they describe (Marx 
1963-71:3, 259-60). 

In conclusion, the different failures of classical political economy and 
the Ricardian socialists form a dialectical unity. Classical political 
economy discovered theoretical categories that revealed important 
truths about society. The Ricardian socialists were quick to dismiss 
the theoretical achievements of classical political economy, focusing in
stead on the contradictions and distortions implicit in the categories of 
the economists. 

By contrast, Marx applauded the success of classical political 
economy, but he did not stop there. He also insisted on the importance 
of the contradictions inherent in these categories, discovered through 
a theoretical analysis of political economy. In addition, classical 
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political economy had difficulty in distinguishing between categories 
that revealed the deeper features of capitalism and those categories 
that were only "the forms of appearance of essential relations" (Marx 
1977, 677). This failure was not unique to political economy: "That in 
their appearance things are often presented in an inverted way is 
something fairly familiar in every science" (ibid.). 

Careful consideration of these limits to the categories of political 
economy is an important activity. It reveals hidden aspects of the ex
isting society. Moreover, it offers a window to the future through 
which one can catch a glimpse of the future without waiting for it to 
make itself felt through a crisis. 

In addition, Marx placed considerable importance on demonstrating 
that the categories of political economy express certain features 
specific to the society in which they are developed. By recognizing this 
specificity, one can clear the way for a better understanding of the 
future. Thus, Marx noted the absurdity of ascribing universal validity 
to the categories of political economy. He insisted that they "are forms 
of thought which are [nonetheless] socially valid, and therefore objec
tive, for the relations of production belonging to this historically deter
mined mode of social productions" (Marx 1977, 169). 

Moreover, economic categories are not static. Over time, "economic 
categories appropriate to earlier modes of production acquire a new 
and specific historical character under the impact of capitalist produc
tion"41 (Marx 1977, 950; Marx 1973, 104; Myrdal 1969, 19-20; Foucault 
1970) and new patterns of thought evolve. This process does not cease 
with the emergence of capitalism. Writing about the rise of the joint 
stock companies and modern finance, Marx noted, "Conceptions which 
have some meaning on a less developed stage of capitalist production, 
become quite meaningless here" (Marx 1967:3, 439), at least unless 
they are refined in light of more recent conditions. Again, new pat
terns of thought are required. By reflecting upon the manner in which 
such thought patterns develop we can penetrate the inner workings of 
the system more deeply. 

The task of political economy is made all the more difficult because 
of the changing nature of the object it studies. For example, new ex
perience allows us retrospectively to learn more about a particular 
mode of production, but the mode of production is itself bound to give 
way to another. Although we accumulate insight concerning the past, 
we might be no closer to understanding the ever-changing present. 

Thus, when Marx remarked that the "bourgeois economy contains the 
key to the ancient," just as "human anatomy contains a key to the ape" 
(Marx 1973,105), he seems to have used a misleading analogy, since the 
pace of human evolution is slow compared to social transformations. 
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However, if we conceive of a mode of production in terms of the 
structure of relations of production, we might then be considering 
elements that remain fixed over a relatively long period of time and 
then change very dramatically, as when feudal relations gave way to 
the relations of wage labor. 

We must be careful not to push this line of reasoning too far. Dif
ferent modes of production coexist over long periods of time. 
Moreover, even within the capitalist mode of production, significant 
changes occur. For example, hourly wages are not quite the same as 
piece work. Yet, capitalism, for example, did exhibit enough constancy 
that Marx believed he could use abstractions to discover the underly
ing tendencies that persist throughout the history of the capitalist 
mode of production. 

In summary, the absurd and the contradictory features of the 
categories of political economy, as well as of the society which they 
reflect, are not necessary in all societies. People can develop 
preferable systems. Political economy is a tool that should be designed 
toward that end. 

Marx was convinced that as a result of his critique of categories, the 
working class could possibly recognize the manner in which the 
capitalist mode of production could be abolished with minimum human 
and social costs42 (Marx 1977, 92). In Engels' words, 

The task of economic science is . . . to show that the social abuses which have 
recently been developing are necessary consequences of the existing mode of 
production, but at the same time also indications of its approaching dissolution; 
and to reveal, within the already dissolving economic form of motion, the 
elements of the future new organization it begins with a critique of the sur
vivals of the feudal forms of production and exchange, shows the necessity of 
their replacement by capitalist forms, then develops the laws of the capitalist 
mode of production,... and ends with a socialist critique of the capitalist mode 
of production This critique proves that the capitalist forms of production 
and exchange become more and more an intolerable fetter on production itself 
(Engels 1964, 180-1). 

THE NEED FOR DIALECTICS 

The only approach that has the courage to attempt to honestly cope 
with the economy as an ongoing dynamic process is dialectics. More
over, dialectics does not treat the economy as something separate from 
the rest of existence. It is a part of a whole. Unfortunately, dialectics 
comes without a recipe book. It is both art and science. 

The dialectical method requires that abstractions be integrated into 
theory, but that they be applied with care. Even if Marx had lived to 
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complete the second, third, and fourth volumes of Capital, the applica
tion of the dialectical method would still be no easy matter. 

In spite of the incompleteness of Marx's life work, a study of the 
manner in which he applied the dialectic does teach a valuable lesson. 
Each concept of political economy must be subjected to extensive 
review: What sort of contradictions are inherent in this category? 
What does it imply about class struggle? One must always be on the 
alert for what Engels, in the citation with which an earlier section 
began, termed "the simplest things." Nothing must be taken for 
granted. One must ask what it is in society that would lead to the 
choice of the prevailing concepts and categories. Although this pro
cedure does not require the philosophical sophistication of Hegel-
ianism, it still merits, at least in my opinion, the appellation, "dialec
tical." 

Of course, whether such work be called "dialectical" or "Marxist" is 
of little lasting importance. Nor are the epistemological questions of 
overriding concern, except in so far as they affect actual practice. To
day, as in Marx's day, important work remains to be done in political 
economy. Unlike the child whom we imagined at the beginning of the 
essay to be watching the ant hill, a frightening number of people still 
submit themselves to the authority of the high priests of economics 
rather than try to understand the world around them. We have the 
responsibility to clarify the science so that the difference between the 
drones and the workers becomes obvious to all. 

NOTES 

1. In addition, as Furniss has observed, "Habitual use . . . closes the mind to 
the reception of connotations" (Furniss 1920, 25). 

2. Lack of data is no absolute barrier to speculation or even science. Paleon
tology, for example, like "theology and extra-terrestrial biology . . . , contains 
more practitioners than objects for study" (Pilbeoni and Gould 1974, 892). 

3. Thus, for example, data in the contemporary United States are collected 
to conform to the requirements of Keynesian, and to a lesser extent monetarist, 
concerns. 

4. Later Marxist commentators continued in the same tradition. For Lenin, 
abstractions reflect nature more deeply, more truly, and completely (Lenin 
1914-16:38, 171). Unlike more observations, concepts "grasp the essence, the 
totality and internal relations of things" (Mao 1937b:l, 298). 

5. However, Marx warned, "The totality as it appears in the head, as a totali
ty of thoughts [remains in the sphere of the intellect while] the real subject re
tains its autonomous existence outside of the head just as before" (Marx 1973, 
100). The conclusion that theoretical activity remained separate from the 
material world was too idealistic for the author of the Theses on Feuerbach, 
who called upon philosophers to change reality rather than to content 
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themselves with studying it. Thus Marx left some of his richest thoughts on 
economic categories unpublished as "yet-to-be proved results" (Dobb 1970, 5). 

6. Compare with Weber: "Now, as soon as we begin to reflect about the way 
in which life confronts us . . . , it presents an infinite multiplicity of successively 
and coexistently emerging and disappearing events, both 'with' and 'outside' of 
ourselves. The absolute infinitude of this multiplicity is seen to remain un-
diminished even when our attention is focused on a single 'object', for instance, a 
concrete act of exchanging, as soon as we seriously attempt an exhaustive 
description of all the individual components of this 'individual phenomena', to say 
nothing of explaining it causally. All the finite analysis of infinite reality which 
the finite mind can conduct rests on the tacit assumption that only a finite portion 
of the reality constitutes the object of scientific investigation and that this is 'im
portant' in the sense of being 'worthy of being known.' " (Weber 1964, 72). 

7. These discussions of agriculture were more or less divorced from prac
tice. Baron Grimm, one of their severest critics, ridiculed their efforts: "They 
begin with a good dinner, then they labor; they chop and dig and drain; they do 
not leave an inch of ground in France. And when they have either labored all 
day in a charming saloon, cool in summer, and well warmed in winter, they part 
in the evening well contented, with the happy thought that they have made the 
Kingdom more flourishing" (cited in Hale and Hale:l, 8). 

8. "Almost every speculation respecting the economical interests of society 
thus constituted, implies some theory of Value: the smallest error on that sub
ject infects with corresponding error all other conclusions; and anything vague 
and misty in our concept of it, creates confusion and uncertainty in everything 
else" (J. S. Mill 1848: iii, p. 456). Mill's satisfaction with his own theory of value, 
which was expressed in the very next sentence, was, however, not well 
founded. 

9. We might mention here that Marx's choice of Descartes rather than 
Bacon as the watershed of classical political economy was commendable. 
Descartes pointed toward a systemization of knowledge; Bacon toward "a kind 
of scientific bookkeeping: facts were indiscriminately gathered from every 
source, and posted in a kind of ledger, from which would emerge in time a clear 
balance of truth" (Jevons 1874, 576-7). The disciples of Bacon were hostile to 
the Cartesians who were deemed to be insufficiently experimental. The 
underlying antagonism appears to be the Cartesian Platonists' desire to recon
cile science and religion (Jones 1965, 186). Thus, although Petty could praise 
Bacon as "the Master-builder," his political economy was Cartesian in its com
bination of measurement and thought experiment (cited in Jones 1965, 89). 

The interested reader can also consult Mini, who argues that the essence of 
contemporary economics remains Cartesian and that its failure is due to that in
fluence (Mini 1974). 

10. Besides the trades, medicine seems to have made a notable contribution 
to the way in which political economy came to be seen. Locke, Petty, and 
Quesnay were all trained in medicine. Quesnay's analysis of the economic pro
cess seems to have been anticipated in his earlier work on circulation of blood 
(see Foley 1973). The study of medicine at the time was also greatly influenced 
by Cartesianism. 



In Search of a Method 105 

11. "Three cobblers with their wits combined equal Chukeh Liang the 
mastermind" (cited in Mao 1943, 158). 

12. Descartes also had to eventually abandon this project on account of its 
futility (Moravia 1978). 

13. In his youth, Petty seems to have also been highly influenced by the 
famous Elizabethan magician and navigator, John Dee (see Yates 1972, 181-3). 
His discussions with Christopher Wren and Robert Boyle were said to include 
mathematical magic (ibid.). This combination of mystical and materialistic 
thought was not unique to Petty. We meet with it in Newton (Keynes 1933). In 
Petty's day, however, magic had a somewhat different meaning than it presently 
does. Magicians investigated the action of the lodestone and the relationship of 
the moon and tides as well as other forces that "bring forth of such effects as are 
wonderful to those who know not their causes" (Ashmole 1652, cited in Jones 
1965,124; see also 301). Petty asked, "Can you apply Arithmetick to Everything?" 
His response was affirmative. Political arithmetic could be applied to everything 
"Unless They be Mystical, Spiritual &c" (Matsukawa 1977,48). Petty's interest in 
materialism and spiritualism was surprising, but not unique. After all, Newton 
was an astrologer. More recently, we encounter a combination of these two 
spheres of interest in the plays of the realists such as Ibsen and Hauptmann who 
also created fantasies such as Peer Gynt and Til EugenspiegeL 

14. Smith traces his own heritage back beyond Descartes to the stoic 
philosophers (A. Smith 1759, 59; Raphael and Macfie 1976, 7-9). 

15. They would also tend to be less troubled by the nonquantifiable aspects 
of society that would tend to fall outside of the perceived scope of their analysis 
(see Mini 1974, 18). 

16. That support is not surprising considering that the initial acceptance of 
mechanistic thinking was, in part, due to the reconciliation between science and 
theology that it facilitated. Accordingly, science claimed to be only discovering 
the wondrous machine wrought by God. 

17. The economist "has to deal with man in the aggregate—with states and 
not with families He is not to frame systems, and devise schemes for in
creasing wealth and enjoyments of particular classes, but to apply himself to 
discover sources of national wealth" (McCulloch 1825, 11-12). 

18. The above statement is not quite correct. The classical economists 
generally accepted that humankind was universally selfish. In fact, the beauty 
of the market was held to be that it turned selfish motives to socially produc
tive activities (see Hirschman 1977). The question then presents itself: Were 
the classical political economists the sole exception to the general rule of 
selfishness or might they be tarred with the same brush as the Mercantilists? 

19. Dugald Stewart used an almost identical phrase "practical maxims of 
good sense," to praise the Wealth of Nations (cited in O'Connor 1944, 84). 

20. The same charge has also been leveled against Keynes (see Blattner 
1979, 67). 

21. The vague reference to "that period" would seem to imply a distinction 
between early Mercantilists who pointed toward an essential element of their 
society, and later contributors who failed to recognize the growing importance 
of the extraction of surplus-value. 
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22. Smith was driven by a sense of "wonder," excited by "incoherences." 
Consequently, he searched for "some chain of intermediate events, 
which . . . may render the whole course of the universe consistent and of a 
piece" (cited by Wightman 1975, 50). 

23. An anonymous writer, in praising Smith's virtues with respect to his 
great mercantilist rival, Sir James Steuart, emphasized the latter's emphasis 
on detail (Mill 1806, cited in Winch 1966, 24-5). Not by accident, the economist 
singled out by Marx as "altogether remarkable for his quick eye for the 
characteristic distinction between different modes of production" was not 
Adam Smith, but Steuart (Marx 1977, 450n). 

24. Steuart, perhaps in anticipation of the ideological use of the metaphor of 
the machine, argued that the very clocklike complexity of the economy 
(resulting from the diversity of interests?) ensured that the statesman would 
have to exercise the utmost delicacy (Steuart 1767:1, 278-9). Anderson con
demned this application of the metaphor (see Anderson 1777, 465). 

25. Outsiders were more likely to be struck by the expressions of differences 
than the tacit agreements underlying the analysis. Maria Edgeworth, for exam
ple, noted in her diary in 1822 that "a gentleman answered very well the other 
day when asked if he woud be a member of the famous Political Economy Club, 
that he would, whenever he could find two members of it that would agree on 
any one point" (cited in Checkland 1949,51). Daniel Webster was even more em
phatic. He had abandoned political economy after reading 20 volumes "from 
Adam Smith to Professor Dew of Virginia; and from the whole, if I were to pick 
out with one hand all the mere truisms and with the other all the doubtful pro
positions, little would be left" (Webster 1903:17, 501; see also 16:125). 

26. McCulloch, for example, also wished to dissuade Ricardo from publishing 
his chapter on machinery (Ricardo 1952-71:1, viii). 

27. Owen, who was personally close to the central figures of classical political 
economy, took a different position. Speaking of his relations with Malthus, 
James Mill, Ricardo, Torrens, and others, he claimed to have witnessed "in
stead of the open, direct, frank, and most beneficial and delightful language of 
truth —of mind speaking without reserve to mind; the common practice of the 
great majority of society in public and private is a mere conventional talk, 
meaning little or nothing, or else falsehood. The most important truths relative 
to the essential business and happiness of life, are tabooed in general society" 
(Owen 1857:1, 104). 

28. Ricardo, of course, did not always maintain the same degree of objectivi
ty in seeking after a truth irrespective of its consequences. His correspondence 
does, however, suggest a pride in his own objectivity. His observation that 
there "are perhaps very few men who are not in some degree biased by either 
the love of their party or by the love of their favorite system" (Ricardo 
1952-73:7, 205) reads as if he included himself as one of the select few. 

29. "It has not become high fashion with blue ladies to talk political 
economy Fine ladies require that their daughters' governesses should teach 
political economy. 'Pray Ma'am,' said a fine Mamma to one who came to offer 
herself as governess, 'Do you teach political economy?' The governess who, 
though she had provided herself well with French, Italian, music, drawing, 
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dancing, etc., was quite astounded by the unexpected requisition; she 
hesitatingly answered —'No, Ma'am, I cannot say I teach political economy, but 
I would if you think it proper to learn it.' '0 dear no, Ma'am —if you don't teach 
it you won't do for me.' " (Maria Edgeworth, cited in Ricardo 1952-73:10,172). 
We must be careful not to generalize, however, about the degree of unanimity 
in British society of the time. Some of the traditional gentry still clung to 
earlier ways that were not in keeping with the bourgeoisification of their world. 
An anonymous writer in Blackwoods Magazine alleged, "Political economy has 
hitherto formed a part of party-politics political economists are fiercely at 
issue, touching some of its leading doctrines. These doctrines bring into ques
tion a very large portion of our political system; they strike at some of the main 
pillars of British society" (anon. 1825, 542-3). Political economy was not 
necessarily invincible in political battles. Inconvenient conclusions had to be 
dismissed as overly abstract (see Hilton 1977, 9; Gordon 1976). Those who ex
pected political economy to be invariably consistent with their own principles 
would turn from it when their expectations were proven to be unfounded. For 
example, after hearing a speech by Robert Torrens that described the troubles 
brought to Ireland by the influx of capital, Sir Robert Peel declared that "if it 
was one of the new discoveries of political economy that voluntary transfer of 
capital into Ireland would entail a curse on that country and not a blessing, he 
must say that his faith in the science would be greatly shaken" (cited in Black 
1960, 139). 

30. Hutchison shares our verdict on the tempo of development. If we take for 
our starting point Malthus or even Bentham, as Hutchison does, then the pace 
could be said to be still slower (see Hutchison 1953, 15). 

31. Occasionally, members of the circle of political economists demonstrated 
an awareness of class conflict. Mill, for example, wrote to Ricardo, "It is very 
curious that almost everybody you meet with —Whig and Tory—agrees in 
declaring their opinion of one thing—that a great struggle between two orders, 
the rich and the poor, is in this country commenced —and that the people must 
in the end prevail; —and yet the class of the rich act as if they were perfectly 
sure of the contrary —for if the people must gain the victory, but are made to 
suffer intensely in gaining of it, what can these people mean but to enrage the 
victors to the utmost? The old adage seems to be true; that when God wants to 
destroy a set of men, he first makes them mad" (Ricardo 1952-73:9, 42). Ricardo 
responded, "The only prospect we have of putting aside the struggle which they 
say has commenced between the rich and the other classes, is for the rich to 
yield what is justly due to the other classes, but this is the last measure which 
they are willing to have recourse to" (ibid., 45). We should now know how 
abstract these interchanges were. Additionally, the definition of "poor" is left 
open. Recall that Ricardo felt that universal suffrage would be too extreme 
(ibid.:5, 29, 485, 502). Might not the good wishes of Ricardo and Mill extend no 
farther than the property owners who were enfranchised as a result of the 
Reform Bill of 1832? 

32. Not surprisingly, Mark Blaug's neo-classical leanings led him to believe 
that 1830 indicated a trough rather than a peak in intellectual achievement 
(Blaug 1958, 150). 
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33. In spite of Meek's change of heart exhibited in his 1977 work. 
34. Chalmers might well be singled out as the prophet of this movement with 

his work, The Christian and Civic Economy of Large Towns (1816). 
35. Thurow has laid a further charge of false scientism at the feet of 

mainstream economics. In his opinion, sophisticated empirical studies are not 
used to test theory but rather as a forum to exhibit it (Thurow 1977, 83). 

36. The Austrian school, to its credit, never fell into this trap. Instead, it em
phasizes the nonquantifiability of theory. Accordingly, a given set of cir
cumstances might be described statistically, but statistical relationships do not 
convey useful information for managing the world at a later time (see von Mises 
1949, 55-6,348; 1953,662-5; Rothbard 1976,34-5). Consequently, theory is held 
to be no more than a recitation of one's faith in the market. 

37. Much of the important critical work in twentieth century economics was 
related to the discovery of unnoticed dependencies. Keynes's own General 
Theory, for example, worked out the implications of the relationship between 
wage rates and effective demand. We might also mention that the Mercan
tilists, who hovered between mechanical and organic analogies, were less likely 
to fall into the error of presuming independence than the neo-classicists who 
were imbued with mechanistic patterns of thought. 

38. Interestingly enough, Ricardo's matter-of-fact financial perspective prob
ably made him more able to understand the nature of the real labor process 
than he would have been if he had been a member of the landed gentry or even a 
capitalist who immediately supervised production. 

39. "Through the repetition of this process [of satisfying needs], the property 
of.. . things is impressed upon their brains Men assign to these things only 
a particular (generic) name, because they already know that they serve for the 
satisfaction of their needs" (Marx 1879-80, 190-1). 

40. This sort of process has also been described by Foucault (1978, 22). 
41. And, we might add, new categories contain the older ones (Marx 1973, 

104). Thus, for example, the category of surplus-value, although it is strictly 
speaking inapplicable to a system of slavery or a feudal corvee, can be used to 
explain these earlier forms in the sense that Marx did in chapter 10, section 2 of 
the first volume of Capital. 

42. Here, too, is a major difference between Marx and the Kuhnians. For the 
latter, it is a matter of indifference which "paradigm" is adopted. For Marx, it 
was a matter of life and death. 



4 

VALUE THEORY AND MARX'S 
METHOD 

Entering into the analysis of Karl Marx's theory is a delicate task. 
Each part of his work is intricately connected with the rest. Moreover, 
his analysis operates on many different levels of abstraction. Conse
quently, explanation requires giving at least cursory attention to the 
process by which Marx built up his analysis. 

THE USE OF CATEGORIES IN MARX'S METHOD 

Marx's method required that he first understand the world in almost 
the same fashion as a capitalist would as a first step in transcending 
that same understanding. Thus, in his political economy he began with 
the usual concepts of classical political economy. Keep in mind that 
Marx himself described Capital as a "critique of the economic 
categories" (Marx to Lassalle, February 22,1858, in Marx and Engels 
1975c, 96). Marx considered that these categories inherited from 
classical political economy reflected both the world and the world view 
of capital. He set out to use these categories in order to study how the 
transition to a socialist society could be facilitated. In the process, he 
created a magnificent analysis of the evolution of capitalist society. 

Marx's method of studying capitalist society had much in common 
with Hegel's method. As Engels wrote to Conrad Schmidt on November 
1,1891, "If you compare the development from commodity to capital in 
Marx with the development from being to essence in Hegel you will 
have a fairly good parallel" (Marx and Engels 1975c, 415). 

Lenin was even more emphatic in stressing Hegel's contribution: "It 
is impossible to completely understand Marx's Capital, and especially 
its first chapter, without having thoroughly studied and understood the 
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whole of Hegel's Logic. Consequently, half a century later none of the 
Marxists understood Marx!!" (Lenin 1914-16, 180). 

Certainly, Marx's theory of crisis cannot be understood outside of 
the context of his method of economic analysis, especially the manner 
in which he developed his treatment of values and prices. Nonetheless, 
all too often modern analysis of Marx's theory of crises reads as if the 
dialectical elaboration of Capital had never been written. Given this 
perspective, I will attempt to show the relevance of Marx's analysis of 
the categories of political economy to the study of crisis theory. 

Marx's work on the categories of political economy was an important 
element in Capital. In presenting his dialectical elaboration of the com
modity, he derived the relevant categories of political economy, first 
taking them just as they appeared in the works of classical political 
economy. Then, by investigating their underlying contradictions, he 
used these results to develop new categories that were inherent in the 
old ones. Thus, a close analysis of price yielded the more fundamental 
concept of value, even though the notion of price, taken as it was found 
in classical political economy, obscured the insights made possible by 
an analysis of value. Similarly, the notion of the value of labor power 
was found to reveal aspects of the economic processes hidden by the 
conventional category of wages. 

VALUE THEORY AND ECONOMIC ANALYSIS 

Value theory represented the core of Marx's contribution to political 
economy. Rather than concentrating on the important implications of 
Marx's value theory, many writers have chosen to turn their attention 
to some relatively minor points. The most common excuse for that 
stance is the fact that the developed capitalist market does not 
explicitly recognize values in determining exchange values. Instead, in 
the market, exchange values appear as prices. 

This divergence of prices from values does not invalidate Marx's 
analysis. He took the position that although "money . . . [is] the univer
sal form of labour in bourgeois society," "labour . . . [remains] the in
trinsic measure of value;... money, the external measure" (Marx 
1859, 98; Marx 1963-71: 2, 403). Even more to the point, on the most 
abstract level prices are nothing more than values adjusted so that 
capital earns an equal rate of return in all sectors. This adjustment 
becomes more general with the fuller evolution of the capitalist mode 
of production. Thus, Marx noted, "it is quite appropriate to regard the 
values of commodities as not only theoretically but also historically 
prius to the prices of production (Marx 1967: 3,177). 

Since the conditions of production differ from firm to firm, values 
could be assumed to be determined by either the average of all firms 
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making the same commodity (see Itoh 1980, ch. 3) or else by the firm 
operating under the least favorable conditions (see Marx 1967: 3, 179; 
Itoh, 1980, 83; Uno 1980, 92-5). This debate, though interesting in its 
own right, should not detain us now. We only need to know that once 
we identify the appropriate interpretation of value, the determination 
of market prices is rather straightforward, although the analysis of the 
mechanics has not always been satisfactory. David Laibman has pro
duced one of the better expositions of the subject (Laibman 1973-74). 

Much has been made of the so-called transformation problem, which 
is supposed to show a contradiction between prices and quantities. 
Some writers, such as Paul Samuelson (1971) and Joan Robinson (1967), 
have argued that the category of value is irrelevant in Marx's analysis 
since he ignored it after introducing the concept of price in the third 
volume of Capital. Such criticism is not merited. For Marx price is 
merely a quantitative measure. The "objective character . . . [of] value 
is purely social" (Marx 1977,138). These social considerations, reflected 
in the system of value relations, were central to Marx's project. 

To make his analysis comprehensible, Marx merely abstracted from 
many important features of a real economy in the first volume of 
Capital. By the time he had written volume 3 of Capital he had begun 
to introduce some of these more concrete aspects of capitalism. Most 
importantly, he intentionally allowed for deviations of prices from 
values. To introduce prices was not to reject the analysis of value, but 
to examine how its influence is altered by the forces of competition. 
Value continued to play an important role in the third volume, even 
after the subject of prices was introduced. 

Marx's transformed prices were no more than the familiar long-run 
natural prices of classical political economy. Although all prices might 
not stand at these equilibrium levels, competitive pressures would 
tend to push prices in that direction, other things being equal, with the 
exception of wages, which are predominately the result of class forces. 

These competitive forces were an important element in Marx's 
analysis. At one point, he even suggested that strikes could be 
justified according to the laws of supply and demand (see Dutton and 
King 1981). Writing of the Preston strike in 1853, he took note of the 
demand by the London Times that the workers behave more respect
fully; Marx responded, 

Now, what did the strikes prove, if not that the workmen preferred applying a 
mode of their own of testing the proportion of the supply to the demand rather 
than to trust to the interested assurances of their employers? Under certain cir
cumstances, there is for the workman no other measure of ascertaining 
whether he is or is not paid the actual market value of his labour, but to strike 
or to threaten to do so. The constant success of these strikes [earlier in 1853] 
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while it generalized them all over the country, was the best proof of their 
legitimacy, and their rapid succession in the same branch of trade, by the same 
'hands', claiming fresh advances, fully proved that according to supply and de
mand the work-people had long been entitled to a rise of wages which was 
merely kept from them on account of their being ignorant of the state of the 
labor market (Marx 1853e, 332-3; also cited in Dutton and King 1981). 

Marx made a similar point during the following decade: "If during 
the phases of prosperity, when extra profits are made, he did not 
battle for a rise in wages, he [the working man] would, taking the 
average of one industrial cycle, not even receive his average wages, or 
the value of his labor" (Marx 1865, 70). To allow for such phenomena 
does not invalidate the theory of the pricing mechanism. By the same 
reasoning, prices do not make the concept of values obsolete. 

In his early analysis of values and prices, Marx did nothing more 
than follow a practice similar to that which is usually adopted by neo
classical economics, which generally bases its theory of price on the 
assumption of perfect competition. In spite of the importance of com
petitive forces, the assumptions underlying the laws of perfect com
petition are not sufficient to capture the way the real world operates. 
For instance, monopolistic industries can earn a higher than normal 
rate of return or demand can shift unpredictably. 

Thus, once price theory is developed in the standard neo-classical 
presentation of price theory, it is modified to account for imperfect 
competition. Marx differed from neo-classical analysis by pursuing his 
analysis to a more fundamental level of theory, namely value. 
Nonetheless, in both Marxian and neo-classical theory, different levels 
of abstraction are used for addressing different sorts of theoretical 
concerns. 

Like neo-classical theory, Marx allowed prices to be modified by 
specific market conditions; however, the market was not held to be the 
final arbiter of economic reality. Markets can lead their participants 
astray. Market prices, especially for capital goods, can temporarily 
move independently of the underlying value structure. In Marx's ter
minology, as we shall see, some elements of capital take on fictitious 
values (see Chapter 6); yet, in the final analysis, exchanges of goods and 
services have to conform to the logic of the reproduction of commodities. 

These contradictory forces, one tending to link prices and values and 
the other allowing prices to take on fictitious values, are reflected in a 
certain ambivalence in Marx's method. On the one hand as Mandel cor
rectly notes, Marx attempted to give empirial values to his theory 
(Mandel 1975, ch. 1). On the other hand, empirical measures seem to be 
inappropriate to Marx's Hegelian method. For example, abstract labor 
values cannot be precisely quantified. 
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In conclusion, Marx's project was to analyze commodities as they ex
ist within a capitalist society in which goods are typically sold on the 
market. Some goods are not produced for sale, even within the capi
talist mode of production, but he correctly put that complication aside 
until the stage was set for the discussion of rent. 

In general, under capitalism commodities are produced by workers 
who sell their labor power. Consequently, a commodity produced in a 
capitalist society can be defined roughly as a useful thing or process 
produced by labor for sale in a society in which labor works for wages. 

The direction of this definition reflects a parallel unfolding of both 
history and theory. It begins with the world as such, as an unspecified 
collection of things and processes. It ends with wage labor, which is char
acteristic of a world in which capital has emerged as a leading force. 

Of course, a few workers in antiquity earned wages, but most labor 
before the flowering of capitalism was employed under different social 
relations. Some of these goods, especially those destined for foreign 
trade, were produced for sale on the market. Despite the occasional in
stances of commodity production in the ancient world, the commodity 
as such did not become a thing of importance until much later in 
history. Thus, the movement of the definition of a commodity reflects 
the course of history, and also generally coincides with the proper se
quence of theoretical efforts commencing with the most abstract 
characteristics of the commodity and ending with the most concrete. 

This definition of the commodity is central to the structure of 
Capital. In essence, Capital is developed by expanding upon the 
characteristics of a commodity. As Marx wrote to Engels on June 22, 
1867, "The simplest commodity form contains the whole secret . . . in 
embryo" (Marx and Engels 1975c, 176-8). He continued this idea in 
Capital, where he observed "implicit in the commodity, and even more 
so in the commodity as a product of capital, is the materialisation of the 
social features of production and the personification of the materialist 
foundations of production, which characterize the entire capitalist 
mode of production" (Marx 1967: 3, 880). Consequently, Marx's presen
tation of this analysis follows a very logical course. Each cater gory 
"unfolded itself out of itself in good Hegelian fashion, as each of the 
key characteristics of the commodity was deduced from the contradic
tions among the preceding characteristics (Marx 1973, 101). 

In effect, Marx took the characteristics of a commodity, beginning 
with its most basic aspects, showing how each step of the analysis pro
duced a more complex system of specification. What is the most basic 
characteristic of a commodity? A commodity is a useful thing or a pro
cess that has a use-value. A thing can have a use value without being a 
commodity. For instance, classical political economy was fond of the 



114 Marx's Crises Theory 

example of water, the use-value of which was of obvious importance in 
spite of the fact that water was not generally produced or exchanged 
as a commodity. 

Commodities also have the characteristic that they are objects or 
services that are produced by labor. In societies that had not yet begun 
to use markets, such goods were not commodities but were produced 
for direct consumption. Within such societies, "the bulk of production 
is intended by the producer to satisfy his own needs, or, where the 
division of labour is more developed, to satisfy the needs of his fellow 
producers... that are known to him. What is exchanged as a 
commodity is the surplus and it is unimportant whether the surplus is 
exchanged or not" (Marx 1963-71: 2, 508-9). When commodities first 
began to appear under these conditions, barter predominated. Within 
a system of simple barter, goods were exchanged for equivalents, 
although the equivalency need not be determined by strictly economic 
calculation (Dalton 1982). At the time the commodity form was sub
jugated to custom and tradition, according to which one commodity 
would exchange for another in fixed proportions in spite of their 
relative values (See Marx 1977,182; Mandel 1970:1, 73ff; Polanyi 1957; 
Oppenheim 1957). 

This traditional system of exchange relations initially was "in
dispensable [in providing] social stability and independence from mere 
chance and arbitrariness" (Marx 1967:3, 793). Later, as market rela
tions took on more importance relative to custom and tradition, pro
ducers began to compare the advantages of producing goods for them
selves relative to selling a good on the market in order to purchase 
from another person (ibid.). Prices did not adjust immediately: "[The] 
greater part of a l l . . . commodities, especially at the less developed 
stages of bourgeois society, will continue to be estimated in terms of 
the former measure of value, which has now become antiquated and il
lusory" (Marx 1977, 214). 

Engels described this transition in an extended discussion on the 
law of value that he appended to the third volume of Capital: 

We all know that at the beginnings of society products are consumed by the 
producers themselves, and that these producers are spontaneously organized in 
more or less communistic communities; that the exchange of the surplus of 
these products with strangers, which ushers in the conversion of products into 
commodities, is of a later date . . . ; that the family or family group is in the main 
self-sufficient 

Hence, the peasant of the Middle Ages knew fairly accurately the labour-
time required for the manufacture of the articles obtained by him in barter. The 
smith and the cart-wright of the village worked under his eyes; likewise the 
tailor and the shoemaker, who in my youth still paid their visits to our Rhine 
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peasants What had they expended in making these products? Labour and 
labour alone 

But how, in this barter on the basis of the quantity of labour was the latter 
[the amount of labor contained in auxiliary materials] to be calculated . . . ? Ob
viously only by means of a lengthy process of zigzag approximation (Engels 
1894, 897-9). 

The clumsiness of barter created a need for a particular commodity, 
money, which is used as a measure of exchange. At first, the standard 
monetary unit was a head of livestock (see Marx 1977,183; see also Ein-
zig 1966, chs. 5, 6,10,13,16). Early coins were apparently denominated 
in terms of livestock units (ibid.; see also Marx 1849-51,197). The Latin 
word "pecunia," as well as the English term "fee" and the Indian 
"rupee" all have etymological roots referring to livestock (ibid.; but see 
Keynes 1920-26, 258; see also Marx 1977, 193). Given this knowledge, 
Engels continued his above citation: 

And that it by no means took so long for the relative amount of value of these 
products to be fixed fairly closely is proved by the fact that cattle, the 
commodity for which this appears to be most difficult because of the long time 
of production of the individual head, became the first rather generally accepted 
money commodity. To accomplish this, the value of cattle, its exchange ratio to 
a large number of other commodities, must already have attained a relatively 
unusual stabilization, acknowledged without contradiction in the territories of 
many tribes (Engels 1894, 897-9). 

Money is not just another commodity: "It has become something dif
ferent from and alien to the commodity, with which it first has to be 
brought into equation" (Marx 1973,148). In this sense, gold was much 
better suited as a unit of exchange. 

With the introduction of money, barter gives way to petty commodity 
production, which bears some similarity to, but is not yet, capitalism. The 
use of money corrodes established traditions and relationships, opening 
up the way for the impoverishment of substantial groups of people. This 
transition can result from a number of forces. People's previous source of 
livelihood may have been eliminated either through technical change or 
primitive accumulation (see Perelman 1983, ch. 1). The essential fact is 
that people came to depend upon wages. Their labor power became a com
modity. Within this context, the "objective character [of these] . . . values 
is . . . purely social" (Marx 1977, 138-39). Each good exchanged according 
to its value. The value of each commodity reflected the quantum of neces
sary social labor required for its production. As Makato Itoh has noted: 

In a capitalist economy, all the social relations of labor quantities must be dealt 
with entirely through value forms. Therefore, value forms acquire a social 
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substance in the quantitative relations of labor time. The law of value, which 
shows that value relations are regulated on the basis of the socially necessary 
labor time embodied in commodities, appears as socially inevitable (Itoh 1980, 
60). 

Value, as such, became the bonding that allowed for the coordination of 
dissociated labor in a market economy. The nature of this bonding is 
essential to an understanding of Capital. 

THE LOGIC OF CAPITAL AND THE HISTORY 
OF CAPITALISM 

This historical interpretation of the development of value described 
above stands in need of some correction. The paths of theory and 
history occasionally diverge. For example, although ground rent his
torically precedes profit, the category of profit is introduced before 
the category of rent in Marx's theoretical presentation, since profit is a 
more abstract component of surplus value (Marx 1973,106-8,252). The 
most compelling evidence for my interpretation of Marx's method 
comes from Engels' review of Marx's Critique of Political Economy: 

Marx was, and is, the only one who could undertake the work of extracting from 
the Hegelian logic the kernel which comprised Hegel's real discoveries in this 
sphere, and to construct the dialectical method divested of its idealistic trap
pings, in the simple shape in which it becomes the only true form of develop
ment of thought. 

The criticism of economics, even according to the method secured, could still 
be exercised in two ways: historically or logically. Since in history, as in its 
literary reflection, development as a whole precedes from the most simple to 
the most complex relations, the historical development of the literature of 
political economy provided a natural guiding thread with which criticism could 
link up and the economic categories as a whole would thereby appear in the 
same sequence as in the logical development. This form had the advantage of 
greater clearness, since indeed it is the actual development that is followed, but 
as a matter of fact it would thereby at most become popular. History often 
precedes by jumps and zigzags and it would in this way have to be followed 
everywhere The logical method of treatment was, therefore the only ap
propriate one. But this, as a matter of fact, is nothing else than the historical 
method, only divested of its historical form and disturbing fortuities. The chain 
of thought must begin with the same thing that this history begins with and its 
further course will be nothing but the mirror-image of the historical course in 
abstract and theoretically consistent form, a corrected mirror-image but cor
rected according to laws furnished by the real course of history 

In this method, we proceed from the first and simplest relation that 
historically confronts us (Engels 1859, 513). 
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Engels' description of Marx's method relates directly to the analysis of 
value, a unique feature of an economy based on the exchange of com
modities. 

Engels has been criticized for suggesting that value might represent 
a force that even exerted an influence during precapitalist times (see 
Morishima and Catephores 1975a; 1975b; 1978, ch. 7). Marx himself also 
expressed the idea that the degree of determination of exchange 
values gradually expanded with the increasing dominance of the 
capitalist mode of production (Marx 1973,156). He repeated that point 
in Capital: "The quantitative ratio in which products are exchanged is 
at first quite arbitrary Continued exchange and more regular 
reproduction for exchange reduces the arbitrariness more and more" 
(Marx 1967: 3, 330). Morishima and Catephores (1975a) are indeed cor
rect in contending that competition in primitive economies is often 
restricted. As a result, values may not exactly correspond to exchange 
values. Consequently, the law of value does not hold with absolute 
precision in precapitalist societies. That empirical point may stand 
without invalidating Engels' basic point. 

The central idea of the above citation from Engels was not a claim that 
values measured in embodied labor time were exactly proportional to 
prices. Even in his discussion of the cattle trade, where he did come close 
to implying a precise mathematical equivalence between prices and 
values, he did not carry his argument that far. His major point was that 
competition entailed forces that pushed prices in the direction of values. 

In the village economy, or even in the cattle trade where knowledge 
about technical and market conditions was fairly widespread, the forces 
that tended to equalize prices and values would be strongest. Engels 
would have been closer to the mark had he expressly qualified his asser
tion that the law of value began to take effect in early societies by noting 
that it was not the sole determinant of exchange values. Nonetheless, 
even today exchange values are not determined solely by the law of value. 

David Harvey used a line of reasoning similar to that of Morishima 
and Catephores (Harvey 1982, ch. 5). He has taken the position that the 
high transaction costs, the expense of transportation, and other limits 
to competition made prices deviate from their values to a greater ex
tent during the age of so-called competitive capitalism than in recent 
times, in spite of the more monopolistic structure of modern industry. 
Harvey's point flies in the face of the popular interpretation of the 
evolution of capitalism, which assumes that competitive pressures 
were at their peak during the age of Adam Smith. Nonetheless, he is 
correct, at least in part. 

In actual fact, both Harvey and Engels are partially accurate. 
Within the village exchanges that Engels described we might expect 



118 Marx's Crises Theory 

to discover a highly uniform price structure. Wheat, bread, or shoes of 
comparable quality might sell for the same amount regardless of the 
individual who produced them. In another village an entirely different 
price structure might prevail. Over time, as transport facilities im
prove, exchange value would become more uniform between the two 
villages. Consequently, a regional, national, or even world price struc
ture might evolve as a result of the more extensive competition among 
different producers in different locations. 

As the scale of the market increases, so too does the scale of the 
typical firm. Only these larger and more powerful industries have the 
wherewithal to integrate the enormous quantities of information and 
to exert the influence required to allow the law of value to work more 
uniformly across great geographical expanses. Consequently, these 
same firms also become powerful enough to adopt monopolistic prac
tices, which at least partially defy the law of value, although their suc
cess invites competition from more remote producers. 

In short, the law of value does not evolve linearly, but dialectically. 
In part, the evolution of capitalism leads to a more perfect working of 
the law of value; in part, it allows greater and greater deviations. The 
importance of the law of value is not measured by mathematical exac
titude but by what it reveals about the laws of motion of capital. Recall 
Engels' letter to Conrad Schmidt: 

You degrade the law of value to a fiction, a necessary fiction, somewhat in the 
manner of Kant making the existence of God a postulate of practical reason. 

The objections you raise to the law of value apply to all concepts, regarded 
from the standpoint of reality 

Did feudalism ever correspond to its concept? . . . [I]t came closest to its con
cept—the ephemeral Kingdom of Jerusalem (Marx and Engels 1975c, 457-9). 

Then of what value are abstract concepts? According to Engels, they 
are necessary to avoid becoming "so absorbed in details" that one fails 
to pay "attention to the interconnection as a whole" (ibid., 457). 

Engels did not go far enough in his letter to Schmidt. Abstractions 
are more than just tools of simplification. As Kozo Uno has noted, "the 
study of political economy must be conducted at three distinct levels of 
abstraction, with the pure theory of capitalism at the most abstract 
level, the empirical analysis at the least abstract level, and the stages-
theory of capitalist development mediating them" (Uno 1980, xxiii). In 
other words, to understand how modes of production evolve, one must 
first analyze the most abstract characteristics of capitalism, then com
pare the results of that effort with the available empirical information. 

Harvey's empirical observation about the price differentials found 
in early capitalist society may be correct, but it is inappropriate at the 
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level of abstraction at which Marx appears to have been working. 
Marx was only attempting to present the "ideal average" of the 
capitalist mode of production (Marx 1967: 3, 831). True, some of the 
characteristics of a purely abstract capitalist mode of production may 
be found only in very mature capitalist societies, but so far as Marx 
was concerned, such societies will also contain seeds that will event
ually sprout as emergent socialism (see ibid., 440-1; Marx 1977, 875; 
1967: 3, 883; 1859, 21). 

This discussion might seem far afield from crisis theory, but in fact 
it is not, since crises are marked by exceptionally rapid changes in 
both prices and values. Thus, the questions discussed here are a neces
sary prelude to a proper analysis of crisis theory. Consider the organi
zation of the first volume of Capital in which many of the major 
categories of political economy were developed from the characteris
tics of the commodity. His analysis of economic crises represented an 
extension of this process: "Now . . . we have to perform a task never 
even attempted by bourgeois economics. That is we have to show the 
origin of this money-form, we have to trace the development of the ex
pression of value contained in the value-relation of commodities from 
its simplest, almost imperceptible outline to the dazzling money-form" 
(Marx 1977,139). Marx intended ultimately to bring his readers along 
this path to an understanding of one of the most fundamental con
tradictions of capitalism, the crisis. This project was intended to teach 
that "The real barrier of capitalist production is capital itself. It is that 
capital and its self-expansion appear as the starting and the closing 
point, the motive and the purpose of production; that product is only 
production for capital and not vice versa" (Marx 1967:3, 250). 

This understanding was not intended to be limited to interpreting 
the cycle as an abstract category of thought; it was also designed to 
teach how crises unfolded in reality, both in the past and in the future. 
At the end of his duly famous Postface to the second edition of the first 
volume of Capital, Marx confidently predicted that the approaching 
crisis would confirm the correctness of his project. He warned, "By the 
universality of its [the crisis] field of action and the intensity of its im
pact it will drum dialectics even into the heads of the upstarts in 
charge of the new Holy Prussian-German Empire" (Marx 1977,103). 

THE APPEAL OF MECHANICAL MARXISM 

Few Marxists who write on crisis theory have taken Marx at his 
word. The majority of them ignore dialectics so far as crisis theory is 
concerned. Instead, they write of the prospects of a crisis in such a 
crude way that Marx has undeservedly earned a reputation in some 
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quarters as one of the most mechanistic, undialectical, and even one of 
the most simplistic writers ever to have broached the subject of crisis 
theory. 

Thus, before continuing the development of Marx's theory of crisis, 
consider the tradition of Marxist crisis theory. As Russell Jacoby has 
pointed out, the secondary literature on Marxist crisis theory began 
with the underconsumptionist theory of the Russian populists (Jacoby 
1975, 9ff). According to the populists, the poverty of the peasants 
meant the absence of a home market. Consequently, with the outbreak 
of a crisis, capitalism in Russia was expected to fail inevitably of its 
own accord unless it were somehow propped up by the state. This 
populist analysis won considerable authority by virtue of Marx's cor
dial correspondence with the leading representatives of that school of 
thought (ibid). 

I might add a further note about evidence for the centrality of 
underconsumptionism. Everyone would agree that one of the symp
toms of a crisis is a contraction of workers' consumption. Disagree
ment centers around the primacy of shortfalls in consumption as a 
cause of crises. The citation usually given for an underconsumptionist 
interpretation of Marx is found in the third volume of Capital where 
Marx wrote, 

Let us suppose that the whole of society is composed only of industrial capital
ists and wage-workers. Let us furthermore disregard price fluctuations, which 
prevent large portions of total capital from replacing themselves in their aver
age proportions and which owing to the general interrelations of the entire re
production process as developed in particular by credit from one sector to 
another, must always call forth general stoppages of a transient nature. Let us 
also disregard the sham transactions and speculations Then a crisis could 
only be explained as the result of a disproportion in the various branches of the 
economy, and as a result of a disproportion between the consumption of the cap
italists and their accumulation. But as matters stand, the replacement of the 
capital invested in production depends largely upon the consuming power of the 
non-producing classes; while the consuming power of the workers is limited 
partly by the law of wages, partly by the fact that they are used only as long as 
they can be profitably employed by the capitalist class. The ultimate reason for 
all real crises always remains the poverty and restricted consumption of the 
masses as opposed to the drive of capitalist production to develop the produc
tive forces as though only the absolute consuming power of society constituted 
their limit (Marx 1967:3, 483-4; see also 2, 316). 

Keep in mind that this citation is sandwiched between two parts of a 
continuing discussion of disturbances in the financial markets. The 
context of the discussion is the need to "analyze commercial credit" 
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(ibid., 479). In the course of that discussion, Marx observed that if one 
abstracts from the financial market, then "a crisis could only be 
explained" by disproportions and underconsumption. Consequently, a 
reader could be justified in assuming that underconsumption has only 
marginal importance in this citation. That interpretation is clouded 
somewhat by the strong words, "the ultimate reason," with which the 
usual extracts of the underconsumptionists begin. My own feeling in 
this matter is that the words "as though" tend to offset the conviction 
conveyed by the reference to "the ultimate reason." 

In contrast to the populists, the legal Marxists believed that 
capitalism creates its own market. The most extreme form of this argu
ment was proposed by Tugan-Baranovsky, for whom capitalism could 
expand indefinitely even in the total absence of consumer markets. 

Both sides framed their argument, at least implicitly, in an algebraic 
framework in which certain aggregates were assumed to grow propor
tionally. Theory was supposed to be the process of discovering if the 
assumed equations were or were not consistent with full employment 
(see Jacoby 1975). 

In terms of his conclusions, Lenin placed himself half way between 
these two schools of thought, but the context of his analysis was 
entirely different. For Lenin, capitalism could possibly create its own 
markets, but one could not go so far as to say that capitalism was 
independent of consumption. Markets were an important but unpredic
table element of capitalism. According to Lenin, crises were an in
tegral part of capitalism, but they were the result of the anarchy of a 
system of production that was not directly connected with the needs of 
the final consumers. In his words; "The basic cause of crises = 
Planlosigkeit,, [the absence of planning, private appropriation under 
social production" (Lenin 1902, 21-2). 

Although Lenin's brief statement ignores the complexity of crisis 
theory, it does place it in a social context. It recognizes that simple 
algebraic formulations are of relatively little use in understanding the 
nature of crises. Unfortunately, Lenin himself never fully connected 
his early intuitions concerning the nature of crisis with his more 
mature analysis of the political economy of contending classes. Adher
ents to Lenin's political analysis ignored his insights into crisis theory, 
falling back into an unimaginative mechanical Marxism. Instead, 
theoreticians such as Bernstein, who argued that economic forces 
would automatically lead to the creation of socialism irrespective of 
any strong working class political activities, won a great deal of in
fluence for the automatic breakdown theory (see Jacoby 1975). 

Such ideas relieved socialists from the responsibility of struggling 
for a socialist future. True, the official German Social Democrats, such 
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as Kautsky, heralded their own variant of crisis theory that was more 
or less standard under-consumptionism. Jacoby cites Kautsky's bold 
words, "Our theory of the crises is incompatible with the position of 
weakening of class conflict" (ibid., 20), but these words were unrelated 
to any advances either in theory or in practice. In fact, little in Kaut
sky's actual politics or in his theory differed significantly from that of 
Bernstein, regardless of the rhetorical flourishes emanating from 
either the official Social Democratic or the revisionist camp. 

Because of the formal nature of mechanical Marxism, crisis theory be
came the turf of more academic types. Given the prestige associated 
with mathematical theory, even Marxist economics became more and 
more algebraic. In some limited respects, this exercise was successful. 
Highly trained mathematicians such as Samuelson and Morishima have 
finally granted that Marx was one of the greatest mathematical econo
mists of all time (see Morishima 1973; Samuelson 1974). Be that as it 
may, much of Marx's rich theory of crisis remains unexplored territory. 

Instead, interest in crisis theory was restricted to the imaginary 
world of mathematics. Mathematical economics aspires to filter out the 
seemingly random movements from the underlying patterns. In this 
never-never land, a given set of differential equations automatically 
produces a highly predictable outcome. 

Marx definitely did not inhabit that abstract world. He was a citizen 
of a real society in which the laws of political economy allow for a 
freedom of movement within certain limits. Uncertainty is an impor
tant dimension in this environment. The value of mathematics in this 
effort is somewhat limited. 

CRISIS THEORY AND MARX'S METHOD 

Marx's practical need to anticipate events had much in common with 
the capitalist's interest in staying abreast of economic affairs. In this 
sense, Marx was well suited to work as a business economist for the 
New York Tribune (see Chapter 1). 

Marx was far from infallible as a student of world affairs. He was 
often overly optimistic. His personal letters were replete with predic
tions of imminent revolutions. Notwithstanding such errors, Marx's 
business articles contain much good sense as well as significant 
theoretical advances. 

These articles are especially notable in one respect. They seem to 
have nothing to do with the very fulcrum of Marx's analysis, the labor 
theory of value. Instead, we find prices driven by expectations and pro
duction by credit. Adherents to the Chicago school might have fewer dif
ferences with these articles than they would with a piece by a modern 
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Keynesian. This aspect of Marx's work cannot be written off as a 
devious stratagem designed to make his articles more palatable to his 
conservative readers. Frequently, Marx wove these same materials 
into Capital, for example, in part 5, volume 3 of Capital, which was 
entitled "Division of Profit into Interest and Profit of Enterprise. 
Interest-Bearing Capital." Marx's work on financial matters for the 
Tribune led him to immerse himself in an analysis of financial markets 
in general, and fictitious capital in particular. 

To analyze crises in monetary terms does not diminish the importance 
of the labor theory of value. As Sismondi had noted as early as 1827, so 
long as some commodity could serve as a store of value, cycles will be a 
regular feature of capitalist society (Sismondi 1827). These crises appear 
to the individual firm as the inability to market all the goods that it offers 
for sale at a price that allows for some "normal" rate of profit. 

Money, by facilitating the exchange of goods, helps to overcome 
crises, since they appear to the individual firm as a difficulty in 
marketing goods. Money also provides a flexibility that makes the pro
cess of accumulation more robust, at least during the upswing of the 
cycle. Like all innovations within a capitalist social formation, money 
leads a two-fold existence. Despite the obvious advantages of using it, 
money intensifies the severity of crises. Credit provides even more 
flexibility than money, so much so that the divergence of prices from 
the underlying labor values becomes excessive. As a result, the social 
labor process becomes so uncoordinated that a crisis is required to 
restore the relationship between prices and values. 

This analysis of crisis does not imply that money or credit causes 
crises, but that the contradictions inherent in the capitalist organiza
tion of economic activity make themselves felt through the workings of 
the financial sector. This unique insight of Marx represents a major 
contribution, one that should be better appreciated by students of 
Marx, as well as by those who merely seek a better understanding of 
the workings of the economy. 

Once we recognize that these writings were an integral part of Marx's 
economics, they take on a new importance. They would seem to point 
the way toward the manner in which Marx would apply his theory. 

One other major contribution of Marx's value theory we shall now 
discuss concerns the importance of the concept of reproduction in his 
analysis of crises. 

CRISIS THEORY AND THE THEORY OF REPRODUCTION 

Value for Marx was not determined by the cost of production but by 
the cost of reproduction. He used the word "reproduction" advisedly. 
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Thus Marx stated, "The value of every commodity —and thus also of 
the commodities making up the capital —is determined not by the ne
cessary time contained in it, but by the social labour time required for 
its reproduction" (Marx 1967:3,141; see also 103, 398; Marx 1963-71:1, 
109; Marx 1977,528). Marx's insistence upon the centrality of reproduc
tion rather than production costs was not merely semantic. It had 
substantial implications for Marx's theory of crisis. It introduced 
dynamics into the theory of value. 

So long as technical progress suffices to more than offset diminish
ing returns, both prices and values will tend to fall (see Perelman 
1979). Indeed, the second half of the nineteenth century was character
ized by "a slow but rather steady downward tendency in product 
prices" (Friedman and Schwartz 1963, 8). The theory of reproduction 
values, coupled with a pattern of falling prices, were a very important 
aspect of Marx's analysis of the dynamics of capital. 

The continual threat of devalorization constitutes a serious threat to 
potential investors. In effect, "an entrepreneur by investing in fixed 
capital gives hostages to the future" (Hicks 1932,183). Such investors 
face two dangers. 

First, with the risk of having a substantial portion of the value of 
their investment wiped out at any time, firms were justifiably reluc
tant to tie up funds in the investment of processes with a long pay-back 
period (Marx 1967:2, 235; 3, 617). 

Second, a heavy commitment of funds to long-lived fixed capital in
creases the costs of strike. Marx cites the words of a British industrial
ist, Edmund Ashworth, who told Nassau Senior, "when a labourer . . . 
lays down his spade, he renders useless, for that period, a capital 
worth eighteen pence. When one of our people leaves the mill, he 
renders useless a capital that has cost 100 pounds" (Marx 1977, 529-30; 
citing Senior 1837,14; see also Baldwin 1983). 

Marx used this logic to explain the necessity of the state support of 
such capital-intensive investments as the railroads: 

A country, e.g. the United States, may feel the need for railways in connection 
with production; nevertheless the direct advantage from them for production 
may be too small for the investment to appear as anything but sunk capital. 
Then capital shifts the burden onto the shoulders of the state; or, where the 
state traditionally still takes up a position superior to capital, it possesses the 
authority and the will to force the society of capitalists to put a part of their 
revenue, not of their capital, into such generally useful works (Marx 1973, 531; 
see also 1967:2, 233). 

Even within the category of private investment, business concen
trated its funds on less durable investments. In addition, the payback 
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period could, and indeed was, shortened by means of working 
machinery more intensely and for longer hours (see Marx 1977, 528; 
1967:2, 355; 1967:3, 113; Marris 1964, 40-1). 

Such practices were helpful in reducing the turnover time of fixed 
capital, but they were not sufficient to overcome business's resistance 
to investment. The problem of devalorization remained. Naturally, 
firms with valuable fixed-capital structures would be hesitant in adopt
ing new machinery that would destroy the value of existing equip
ment, even when the cost of production would be lowered by the new 
technique (see Marx 1967:2,171; 1967:3,262; Sweezy 1956,276). For ex
ample, in 1889, five years after the publication of the third volume of 
Capital, Andrew Carnegie noted; "Manufacturers have balanced their 
books year after year only to find their capital reduced at each suc
cessive balance Combinations, syndicates, trusts—they are willing 
to try anything" (cited in Bowles et. al 1983,244). Business's preference 
for protecting the values of its capital assets came more within the 
realm of possibility as the scale of operations necessitated by the in
creasing capital requirements diminished competitive forces. Thus, 
the rise of large scale industry was accompanied by the trusts, cartels, 
and other anticompetitive devices mentioned by Carnegie. 

Only the relentless pressures of competition could enforce invest
ment. With the rise of cartels and other anticompetitive devices, com
petitive forces were blunted until they were stimulated anew by a 
crisis. In Marx's words; 

On the one hand the mass of the fixed capital invested in a certain bodily form and 
endowed in that form with a certain average life constitutes one reason for the 
only gradual pace of the introduction of new machinery, etc., and therefore an 
obstacle to the rapid general introduction of improved instruments of labour. On 
the other hand competition compels the replacement of old instruments of labour 
by new ones before the expiration of their natural life, especially when decisive 
changes occur. Such premature renewals of factory equipment on a rather large 
social scale are mainly enforced by catastrophes or crises (Marx 1967:2,170). 

This citation is especially important because it demonstrates the 
richness of Marx's theory of crises, based as it is on the logic of several 
different but not mutually exclusive forms of the reproduction process. 
He was just as aware as a modern Keynesian of the role of demand in 
stimulating investment. Yet he went well beyond Keynes in recogniz
ing the way in which crises were also an important component of the 
structure of investment incentives. Indeed, the current difficulties of 
the U.S. economy reflect the failure of the once dominant liberal 
mainstream to transcend the Keynesian delusion that the reproduc
tion process can be ignored and its corollary that the business cycle 
was not an essential feature of capitalism (see Perelman 1987). 
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A full recognition of Marx's accomplishment requires a substantial 
reconsideration of his crisis theory. The most familiar Marxian 
treatments of crisis stress theories of inadequate effective demand or 
the falling rate of profit. I intend to call attention to some other lines of 
Marx's crisis theory based on the reproduction process. This line of 
analysis should be integrated into those better known analyses of the 
subject in order to give Marx his due. 

The simplest of these versions of a reproduction crisis reflects the 
life cycle of fixed capital. This idea was first broached when Marx was 
reading the works of Charles Babbage. He was skeptical about Bab-
bage's notion that most capital equipment turns over within five years 
(see Marx to Engels, March 2,1858; in Marx and Engels 1983, 278). He 
requested that Engels send him some information on the typical pat
terns of turnover of fixed capital. Engels quickly supplied Marx with 
figures that contradicted Babbage's conjecture (Engels to Marx, 
March 4,1858; in Marx and Engels 1983; 279-81). According to Engels' 
estimates, the average piece of equipment lasted about 13 years (Ibid.). 
More importantly, relatively little has been written about devaloriza
tion and replacement investment, which has gone beyond Engels' brief 
comments on the subject. He began; 

The most reliable criterion [of the turnover of capital] is the percentage by 
which a manufacturer writes down his machinery each year for wear and tear 
and repairs, thus recovering the entire cost of his machines within a given 
period. This percentage is normally 7 1/2 years, in which case the machinery 
will be paid for over 13 1/3 years by an annual deduction from profits Now 
13 1/3 years is admittedly a long time in the course of which numerous 
bankruptcies may occur; you may enter other branches, sell your old 
machinery, introduce new improvements, but if this calculation wasn't more or 
less right, practice would have changed it long ago [given the absence of taxes 
on profits at the time]. Nor does the old machinery that has been sold promptly 
become old iron; it finds takers among the small spinners, etc., etc., who con
tinue to use it. We ourselves have machines in operation that are certainly 20 
years old and, when one occasionally take a glance inside some of the more an
cient and ramshackle concerns up here, one can see antiquated stuff that must 
be 30 years old at least. Moreover, in the case of most of the machines, only a 
few components wear out to the extent that they have to be replaced after 5 or 
6 years. And even after 15 years, provided the basic principle of a machine has 
not been superseded by new inventions, there is relatively little difficulty in 
replacing worn out parts, so that it is hard to set a definite term on the effective 
life of such machinery. Again, over the last 20 years improvements in spinning 
machinery have not been such as to preclude the incorporation of almost all of 
them in the existing structure of the machines, since nearly all are minor in
novations (ibid., 280-1). 
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Marx uncharacteristically disregarded many of Engels' subtleties. In
stead, he confused the time required fully to depreciate equipment on 
the books with its economic lifetime. Thus, in his response to Engels 
Marx noted that the typical business cycle lasted approximately as 
long as the average piece of equipment (Marx to Engels, March 5,1858; 
in Marx and Engels 1983: 282-4). 

Following this line of thought, Marx speculated that the business 
cycle might reflect the cycle of reproduction of fixed capital. Moreover, 
he noted that this approach would locate the engine of the cycle within 
large scale industry (ibid.). Four years later, just after asking Engels to 
visit in order to help him with details on the Contribution to the Criti
que of Political Economy, Marx again brought up the question of the 
durability of fixed capital (Marx to Engels, August 20,1862; in Marx and 
Engels 1973:30, 279-81; see also Marx to Engels, May 7, 1868; in Marx 
and Engels 1973:32, 82; Engels to Marx, May 10, 1868; in ibid., 83-5). 

Engels, caught up in the pressures of the Cotton Famine, was a bit 
impatient with Marx's notion of the wear and tear of plant and equip
ment. He suggested that Marx had "gone off the rails. Depreciation 
time is not, of course, the same for all machines" (Engels to Marx, 
September 9, 1862; in Marx and Engels 1985, p. 414). 

Atypically, Marx never absorbed Engels' lessons on the turnover of 
plant and equipment. Instead, Marx frequently referred to the decen
nial cycles brought on by the pattern of renewing fixed capital (see, for 
example, Marx 1967:2, 185-6; 1963-71:1, 699). 

Marx's well known work on the contradiction between the form of 
production and the forces of production may also be interpreted as a 
crisis in the system of reproduction. This form of crisis has roots 
planted as deeply in Marx's work as his theory of a cycle caused by the 
periodic renewal of fixed capital. As early as 1846 Marx and Engels 
wrote that "all collisions in history have their origin, according to our 
view, in the contradiction between the productive forces and the form 
of intercourse" (Marx and Engels 1846,74). Although it is not generally 
specifically associated with reproduction proper, the relationship be
tween reproduction and this form of crisis is obvious. 

Crises and their corresponding contradictions are reflected in the 
pricing process. Thus Marx's crisis theory requires a complex con
sideration of the pricing mechanism within the context of a contradic
tory society consisting of antagonistic elements. Unfortunately, 
Marx's wonderfully rich analysis of crises has not been given the atten
tion it deserves. Instead, it has fallen into obscurity on account of the 
mistaken emphasis placed on the mechanical business cycle theory 
that is usually attributed to Marx. A more complete explanation of this 
aspect of Marx's work will have to await an investigation of the 
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category of fictitious capital. Raising that point at this moment merely 
serves to announce that the treatment of values and prices in Marx 
reflects the same sort of dialectical coherence that is found in his 
elaboration of the nature of the commodity. 



5 

CAPITAL, CONSTANT 
CAPITAL, AND THE SOCIAL 
DIVISION OF LABOR 

INTRODUCTION 

Value is the civil mode of existence of property, the logical expres
sion through which the first becomes socially comprehensible. 

Marx (1842, 229) 

This chapter builds upon the analysis of constant capital as a social 
relation. It begins by developing the relationship between constant 
capital and the social division of labor. Next, it investigates the 
manner in which Marx treated this subject. Toward this end, it 
describes the alternative perspectives of commodity production as a 
sequence of processes and as a composite of parallel processes. Based 
on this discussion, I attempt to reconstruct Marx's use of these two ap
proaches. Then I explain why the category of constant capital cannot 
be aggregated and why the theory of the deterministic falling rate of 
profit must be rejected. In the following section I introduce Marx's 
theory of the devalorization of capital in order to show its relationship 
with the theory of the falling rate of profit. Finally, I discuss the rela
tionship between the category of constant capital and the subject of 
primitive accumulation. 

What is capital? Capital, of course, is a social relation; Marx insisted 
on this point again and again. Constant capital is a subcategory of 
capital. Naturally, it cannot be described as an aggregation of machines, 
buildings, and raw materials. These are merely things. Can it be 
described simply as the crystallization of dead wage labor? I think not. 

Marx himself is somewhat responsible for a different perspective. 
He penned a metaphor, so forceful that it seemed to preclude the need 
for further consideration of the matter: "Capital is dead labour which, 
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vampire-like, lives only by sucking the living labour, and then lives the 
more the more it sucks" (Marx 1977, 342). The words "dead labor" are 
frequently invoked in conjunction with the category of constant 
capital. Two further points concerning this citation seem to have 
escaped the notice of later commentators. First, Marx was not refer
ring to constant capital where the above citation appeared. His subject 
was capital in general. Nobody has suggested that Marx believed that 
capital, as such, was dead labor. Just the opposite! Capital, for Marx, 
was a social relation. Second, vampires, if I understand the metaphor, 
are not simply dead, but both dead and living at the same time. 

Another reference suggests how Marx used the phrase, "dead 
labor" to indicate a social relation: "the rule of the capitalist over the 
worker is the rule of things over man, of dead labour over the living, of 
the product over the producer. For the commodities that become the 
instruments of rule over the workers are mere consequences of the 
processes of production; they are its products" (Marx 1977,990). Thus, 
dead labor is dead in the sense that once labor has been expended in 
producing means of production it ceases to play an active role as labor 
in the production process. Products resulting from that labor, 
however, allow the capitalists who own them to exercise power over 
the living labor in their employ. 

A simple illustration may help to emphasize what is at issue here. 
Imagine a farmer who has just seen his workers plow his land. This 
labor is now spent, but has it produced constant capital? Before 
responding to this question, remember Marx's distinction between 
constant capital, which "does not undergo any qualitative alteration [of 
value] in the process of production," and variable capital, which "both 
produces an equivalent of its own value and an excess, a surplus-value" 
(Marx 1977, 317). The former "is simply reproduced in the product" 
(Marx 1963-71:2,297). "This part of the capital the capitalist must pay 
for at its value" (ibid.). Constant capital is "capitalized surplus-value" 
(Marx 1977, 734). 

Material effects produced within the firm cannot be constant capital 
since they are not paid for at their value, although they may still be 
registered as a value in the account books as goods in process. For 
example, in the case of a farmer who purchases the land after the labor 
of plowing had enhanced its value, that labor would be crystallized as 
constant capital. The act of plowing would produce no surplus-value for 
the purchaser of the land. But for the farmer who continued in 
business, wages paid for the labor used in plowing would produce a 
surplus-value. Marx was not the first to recognize the relationship be
tween the pattern of ownership and the classification of capital. As 
John Rae remarked almost three decades before the publication of 
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Capital, "The division of employments and consequent prevalence of 
the system of exchange, occasions a particular classification of capital" 
(Rae 1834:2, 170). 

As a general rule, all labor applied by a firm during the production 
cycle of a commodity within that firm must thus be treated as living 
labor. When Marx published the formula that value was the sum of 
constant capital, variable capital, and surplus-value, he gave no indica
tion that he intended to write a differential equation in which variable 
capital was limited to only the labor applied at the last instant before 
the commodity appeared on the market. 

Variable capital, in contrast, consists of all labor directly employed by 
the capitalist who markets the final product. In addition, to treat the 
labor of plowing as constant capital would make nonsense of Marx's 
reproduction schemes found in the second volume of Capital. Would the 
labor of plowing be treated as part of the capital goods sector, or would 
it only be so counted until the harvest when it would finally be realized 
in consumer goods? Neither alternative is satisfactory. 

Constant capital is not just dead labor, or even just dead wage labor. 
Yet this seemingly insignificant conclusion is the point of departure for 
an analysis of this category that has been missed by all the inter
preters of Marx and even at times by Marx himself. The following 
reconsideration of Marx's theory of constant capital leads to a better 
understanding of the process of accumulation, one that strengthens 
and reinforces that of Marx. 

The process of accumulation, in Marx's works, is closely linked to 
another important category —the social division of labor. This latter 
category is rarely discussed in Marxist literature and was only "lightly 
touch(ed) upon" by Marx himself, although those occasional touches 
were certainly brilliant (Marx 1977, 471). The social division of labor 
has also largely been overlooked by Marx's followers. 

COMMODITY PRODUCTION AND THE SOCIAL DIVISION 
OF LABOR 

The foundation of every division of labor which has attained a 
certain level of development, and has been brought about by the ex
change of commodities, is the separation of town from country. One 
might say that the whole history of society is summed up by this an
tithesis. 

Marx (1977, 472) 

According to Marx, "The social division of labour . . . forms the foun
dation for all commodity production" (Marx 1977, 471; see also Lenin 
1974, 37, where the same idea is repeated). 
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The common neglect of the social division of labor has left a serious 
gap in modern economic theory (see Marx 1977,486). Earlier, Karl Rod-
bertus, for example, had argued that a proper analysis of the basic 
categories of national economy was inconceivable without the prior no
tion of a social division of labor; Smith's division of labor brings one no 
further than the analysis of individualistic behavior (Rodbertus 1899, 
93-109). Thus Smith's method is incomplete. The social division of 
labor must be seen within the context of capital in general. Unfor
tunately, such a perspective has rarely been adopted. 

The social division of labor that concerned Marx, as well as the ma
jority of classical political economists, was not the division of labor in 
Adam Smith's famous pin factory where each worker was assigned a 
specialized task. As early as 1846, he noted, "The division of labour im
plies from the outset the division of the conditions of labour, of tools 
and materials, and thus the splitting up of accumulated capital among 
different owners" (Marx and Engels 1846,73). In fact, Marx even went 
so far as to inform Engels that he wished to use Capital to show that 
"in mechanical workshops, the division of labor, as forming the basis of 
manufacturing and described by Adam Smith, does not exist" (Marx to 
Engels, March 6, 1862; in Marx and Engels 1985, 351). 

The category of the social division of labor refers to the partitioning 
of the economy into independent firms and industries. The resulting 
compartmentalization of the labor process divides the economy into 
separate entities that specialize in the production of particular items 
such as pins, iron, food, and so forth. The social division of labor thus 
encompasses what contemporary economists call "industrial organiza
tion," although it is broader in scope and not limited to commodity pro
duction (see Perelman 1983). 

Recent economic literature has concentrated upon the familiar 
Smithian division of labor, and where it has touched upon the social 
division of labor it has almost totally excluded considerations of the 
relations of production (see Marx 1977, 486; see also Perelman 1983). 

As a starting point for analyzing the social division of labor, let me 
refer to Joseph Lowe's The Present State of England where we find 
the following passage: "In London the class of shoemakers is divided, 
says Mr. Gray, into makers of shoes for men, shoes for women, shoes 
for children; also into boot-cutters, boot makers. Even tailors, though 
to the public each appears to do the whole of his business, are divided 
into makers of coats, waistcoats, breeches, gaiters" (Lowe 1823,61). In 
effect, Lowe suggested that the definition of an industry depended on 
the nature of the commodities produced rather than on the apparent 
occupation of workers. His emphasis on differentiation pointed the 
way toward the modern literature, although in no way could he have 
foreseen the wide diversity of modern commodities. 
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Fortunately, Marx's reluctance to trust appearances was stronger 
than Lowe's. He would not treat an object as a commodity merely 
because it would be recognizable as a waist coat or a child's boot: 

Objects of utility become commodities only because they are the products of the
labour of private individuals who work independently of each other Since 
the producers do not come into social contact until they exchange the products 
of their labour, the specific social characteristics of their private labours appear 
only within this exchange. In other words, the labour of the private individual 
manifests itself as an element of the total labour of society only through the 
relations which the act of exchange establishes between the products, and 
through their mediation, between the producers (Marx 1977, 165; emphasis 
added; see also Marx 1967:3, 880). 

In contrast to Lowe, Marx's method leads to a definition of in
dustries based on the social relations of the commodity form. This 
point might seem obvious, but neither the concept of an industry nor 
that of a commodity is as straightforward as it might appear. For 
example, Magaziner and Reich ask if Boeing and Cessna should be 
included in the same industry (Magaziner and Reich 1981,67). Aglietta 
suggests that study should focus on branches of industry, defined by 
the level at which firms organize into groups to develop common collec
tive bargaining strategies (Aglietta 1976, 290). According to his defini
tion, "The branch is the economic space formed by capitals subject to 
the same norm of production and exchange" (ibid., 291). 

Within this context, an analysis of the social division of labor is ad
mittedly complex. In Marx's words, 

The quantitative articulation of society's productive organism, by which its 
scattered elements are integrated into the system of the division of labor is as 
haphazard and spontaneous as its qualitative articulation 

. . . there develops a whole network of social connections of natural origin, en
tirely beyond the control of human agents. (Marx 1977, 202, 207). 

Within certain limits, the social division of labor unfolds according to 
its own particular laws. Ultimately, it is dependent upon the social 
relations of production. Engels wrote to Conrad Schmidt along these 
lines in a letter dated October 27, 1890: 

Where there is division of labour on a social scale, the separate labour pro
cesses become independent of each other. In the last instance production is the 
decisive factor. But as soon as trade in products becomes independent of pro
duction proper, it has a movement of its own, which, although by and large 
governed by that of production, nevertheless in particulars and within this 
general dependence again follows laws of its own inherent in the nature of this 
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new factor; this movement has phases of its own and in turn reacts on the move
ment of production (Marx and Engels 1975c, 397). 

Significantly, analyzing the social division of labor requires reconsider
ing the very nature of commodities. Marx himself suggested this con
nection. He noted, "the market for . . . commodities develops through 
the social division of labour; the division of productive labours 
mutually transforms products into commodities, into equivalents for 
each other, making them mutually serve as markets" (Marx 1967:3, 
637). This relationship between commodities and the social division of 
labor is readily apparent in Marx's observation that "the bond be
tween independent labours... is the fact that their respective 
products are commodities" (Marx 1977, 475). Money is merely "the ob-
jectification of the social bond" (Marx 1973, 160). 

We need only ask ourselves what it is that commodities have in 
common. They are products of labor that are offered for sale in the 
market. In other words, commodities are products ''which are sold as 
commodities . . . since without the sale they cannot be regarded as pro
ducts" (Marx 1977, 952; see also 166). Then what is a product? 

Marx examined this question in terms of the umbrella industry of 
the United States (Marx 1977,476-7n). Prior to the Civil War, umbrella 
manufacturers were merely assemblers of the components of um
brellas. Consequently, individual components such as umbrella handles 
were commodities. If the companies that produced these handles also 
assembled the umbrellas, then handles would no longer be com
modities. 

This distinction between components that were and were not com
modities was raised in the U.S. Congress because of the turnover tax 
that was instituted during the Civil War. Marx concurred with the 
eventual judgment of Congress: "A thing is produced 'when it is made' 
and it is made when it is ready for sale" (ibid.). Engels made a similar 
point in a note he inserted into Capital: "In order to become a 
commodity, the product must be transferred to the other person, for 
whom it serves as a use value, through the medium of exchange" (Marx 
1977,131). We also read in the Theories of Surplus Value, "As values, 
commodities are social magnitudes Value indeed 'implies ex
changes', but exchanges are exchanges between men. In actual fact, 
the concept value presupposes exchanges of the products" (Marx 
1963-71:3,129). Is this a trivial point? Not at all. Although these cita
tions might appear to belabor the obvious, most of the discussions of 
constant capital incorrectly presume a very different understanding of 
the nature of commodities. The resulting reinterpretation of constant 
capital, in turn, necessitates a substantial revision of the typical 
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reading of Marx's theory of the organic composition of capital, in
cluding its role in his theory of the tendency for the rate of profit to fall. 

The above citation concerning the congressional legislation suggests 
an important point: the form in which these commodities appear may 
be indeterminate. When the U.S. umbrella manufacturers were merely 
assemblers of the components that made up umbrellas, each individual 
piece was a commodity. However, if the handle makers, for instance, 
were to take over the process of assembly, umbrella handles would not 
appear on the market. 

In the production process, "[t]he material forms of existence of con
stant capital" may change (Marx 1967:2, 141). For example, the 
constant capital that the umbrella handle makers purchased became 
umbrella handles and then umbrellas. Nonetheless, umbrella handles 
would cease to be a commodity. The British gun and jewelry industries 
offer similar examples (Stigler 1951, 147-8, citing Allen 1929, 56-7, 
116-17). Households, similarly, can either buy bread or flour. If flour 
were used exclusively in making bread commercially, vertical integra
tion in the baking industry would eliminate the commodity, flour. 
Similarly, a universal resumption of baking in the household would 
cause the disappearance of the commodity, bread. 

Consequently, although a casual observer might tend to conceive of the 
possibilities of vertical integration or disintegration in the familiar terms 
of existing commodities, the potential number of arrangements is infinite. 
Who would have dreamt a few decades ago that a person desirous of con
suming bread could choose between buying baked bread, frozen dough, or 
even prebuttered bread (see Lancaster 1966). Marx observed that 500 
varieties of hammers were produced in Birmingham alone (Marx 1977, 
460). Thus, product diversification, in part, reflects the possibility of many 
alternative patterns of the social division of labor. 

Such rearrangements also occur in the production process. For 
George Stigler, shuffling of the social division of labor is fundamental 
to the capitalist system. His evidence bears out Marx's supposition 
that modern industries experience significant vertical disintegration 
as well as the vertical integration that has been more commonly dis
cussed (Stigler 1951; Marx 1967:2, 33-4). 

Concerning the ongoing reorganization of the social division of labor, 
Marx observed, 

The larger English glass manufacturers, for instance, make their own earthen
ware melting-pots, because the success or failure of the process depends to a 
great extent on their quality. The manufacture of one of the means of produc
tion is here united with that of the product. On the other hand, the manufacture 
of the product may be united with other manufactures, in which the very same 
product serves in turn as raw material, or with those products the original 
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product is itself subsequently mixed The various manufactures which have 
been combined together in this way form more or less separate departments of 
a complete manufacture, but they are at the same time independent processes, 
each with its own division of labour (Marx 1977, 467). 

This outcome is indeterminate. Moreover, it evolves dynamically, 
unlike the Indian villages where the division of labor was "crystallized, 
and finally made permanent by law" (Marx 1977, 477). 

Nonetheless, Marx allowed that the increasing reliance on larger-
scale machinery could ultimately determine the social division of labor. 
He wrote, "In spite of the many advantages offered by this combina
tion of manufactures, it never attains a complete technical unity on its 
own foundation. This unity only arises when it has been transformed 
into an industry carried on by machinery" (Marx 1977, 467). I have 
found only two references in the Marxist literature that took note of 
the difficulties posed by a changing social division of labor. First, 
Gillmann, in making his calculations of the organic composition of 
capital, recognized the need for taking vertical integration into con
sideration: "What had formerly been a component of constant capital 
consumed, and figured in its total value, now becomes part of the ac
count of goods in process of production. Its separate value as raw 
materials disappears. There is no longer any accounting of it as such in 
the books of the integrated firm, no property transfers from one firm 
to another" (Gillmann 1957, 43). Second, the Soviets, in attempting to 
develop a analysis of interindustry flows, came to grips with the dif
ficulty of drawing the boundary between industries, apparently 
without noticing the theoretical problems associated with this ques
tion: 

In general, it is hard to draw a precise line between agriculture and industry. 
Butter can just as readily be regarded as an agricultural product or as an in
dustrial product obtained from the processing of agricultural raw material. The 
same can be said of the small mill's output of vegetable oil, flour, etc. Doubts 
may arise even concerning the first handling of grain-threshing, etc. If the na
tional economic balance is considered as one single production process with 
division of labor, then the differentiation between agriculture and industry 
must be based on technological considerations. The public does not consume 
grain or oils seeds in their raw-material form (Litoshenko 1926, 35). 

Thus, the concept of a capitalist industry exists only within the context 
of a changing network of social and market relations. Along these same 
lines, Triffen's rejection of the industry as a concept may implicitly 
suggest the difficulties that a changing social division of labor poses 
for neo-classical theory (see Triffen 1940, 89). The complicated pro
cedure Boyer proposes also suggests the lengths to which economics 
must go to define an industry (Boyer 1984). 
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In short, what is or is not a commodity depends upon the social divi
sion of labor. I will emphasize this dependency by asserting: Com
modities are the material appearances of the gaps in the social labor 
process where goods or services are delivered from one firm or house
hold to another. Thus we can say that commodities are products of 
labor that are offered for sale on the market. By virtue of their appear
ance on the market, they represent value. As Marx observed, "It is on
ly by being exchanged that the products of labour acquire a socially 
uniform value . . . " (Marx 1977, 166). 

One might argue that the ellipsis in the English translation distorts 
his meaning, but the German edition is more consistent with my read
ing (see Marx and Engels 1973:23, 87). Thus, Marx noted, "In principle, 
there is no exchange of products —but there is the exchange of labour 
which cooperated in production" (Marx 1963, 78; see also Marx 
1963-71:3,129). Dobb commented, 

The Law of Value was a principle of exchange relations between commodities, 
including labor power. It was simultaneously a determinent of the mode in 
which labour was allocated between different industries in a general social divi
sion of labour and of the distribution of products between classes. To say that 
commodities had certain exchange values was an alternative way of saying that 
the labour-force of society was divided between occupations in a certain way 
(Dobb 1937, 70-1). 

In conclusion, value is the force that binds together the separate com
modity producers in the economy. Marx explained it to his friend, 
Kugelmann, as "the proportional distribution of labour . . . in a social 
system where the interconnection of social labour manifests itself 
through the private exchange value of these products" (Marx to 
Kugelmann, July 11, 1868; in Marx and Engels 1975c, 196; see also 
Marx 1963-71:Pt.2 529). In essence, Marx's concept of value reflects 
the manner in which "the interconnection of social labor manifests 
itself." By following the commodity flows within the economy, we can 
map this network of material relations among separate groups of com
modity producers. 

Almost all economists have assumed that this mapping is so obvious 
that it could be passed over without further consideration, but it has 
important ramifications. Similar to the circular flow diagrams of 
mainstream economics, flows of labor are balanced by monetary flows 
in the opposite direction. At the high level of abstraction that Marx 
adopted in the first volume of Capital, these monetary flows represent 
the capacity to purchase values that are approximately equal to the 
value of labor for which they exchange. This commodity illustrates a 
major difference between Marx and classical political economy: In 
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contrast to Smith and Ricardo who used labor as a measure of value, 
Marx understood value as a measure of labor, a measure that operated 
in the real world to coordinate the social labor process among indepen
dent producers. 

In addition, this map emphasizes the social division of labor in terms 
of social, rather than technical relations. True, at times even Marx 
seemed to imagine the social division of labor forming in response to 
technical conditions: 

Since the production and the circulation of commodities are the general prere
quisites of the capitalist mode of production, division of labour in manufacture 
requires that a division of labour within society should have already attained a 
certain degree of development. Inversely, the social division of labour in 
manufacture reacts back upon that society, developing and multiplying it 
further. With the differentiation of the instruments of labour, the trades which 
produce these instruments become more and more differentiated. If the system 
of manufacture seizes upon a trade which was previously carried on in connec
tion with others, either as a chief or a subordinate trade, and by one producer, 
these trades immediately break their connection and assert their independence 
of each other. If it seizes upon a particular stage in the production of a 
commodity, the other stages of its production become converted into as many 
independent trades. It has already been stated that where the finished article 
consists of a number of parts fitted together, the specialized operations may re
establish themselves as genuine and separate handicrafts. In order to ac
complish the division of labour in manufacture more completely, a single branch 
of production is split up into numerous and to some extent entirely new 
manufactures, according to the varieties of its raw material or the various 
forms that this raw material may assume (Marx 1977, 473-4). 

This statement represents an occasional lapse on Marx's part. 
In contrast, mainstream economists have almost entirely ignored 

the social division of labor. A partial exception is Keynes, who noted 
that "user cost is obviously dependent both on the degree of integra
tion of industry and on the extent to which entrepreneurs buy from 
one another" (Keynes 1936, 24n). 

Friedrich von Hayek also noted the importance of vertical integra
tion on aggregation. In response to the "monetarists," who advocate a 
constant increase in the rate of monetary growth, von Hayek argued 
that a changing social division of labor can alter the amount of 
monetary transactions involved in delivering the same final output to 
the market (von Hayek 1932, 61ff). 

In effect, the monetarists have come close to implicitly accepting 
von Hayek's position. For example, Friedman and Schwartz now ex
plain the increased velocity of money that accompanies industriali
zation by what they call financial sophistication (see Friedman and 
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Schwartz 1982, 145-7). They mean to say that the economy becomes 
more monetized with the relative decline of the agricultural sector, but 
this phenomenon is related to the low degree to which traditional 
farmers rely on purchased inputs. 

In the same sense, if the umbrella assemblers begin to produce 
rather than purchase handles, then the cost of umbrella handles would 
no longer include the markup on handles, but only enough funds to pay 
for the costs of handle production. The transfer of handles to the 
assembler amounts to what von Hayek termed "internal barter" (von 
Hayek 1932, 60) as compared to market exchanges. Since the final 
value of consumer goods is only one-twelfth the total expenditures on 
producer goods, a relatively small change in the mix of internal barter 
and social division of labor can create a significant shift in the demand 
for money (ibid., 43). 

The changing social division of labor has also been noted in recent at
tempts to justify the existence of giant corporations. According to R. 
H. Coase, the originator of this approach, "outside the firm, price 
movements direct production which is coordinated through a series of 
exchange transactions in the market. Within the firm, these market 
transactions are eliminated and in place of the complicated market 
structure with exchange transactions is substituted the entrepreneur 
co-ordinator, who directs production" (Coase 1937, 333). Thus, "the 
visible hand of management replaced the invisible hand of the market 
mechanisms in administering and coordinating day-to-day production 
and distribution" (Chandler 1977, 286). These writers assume that 
business behaves rationally. Hierarchical firms replace market func
tions only because of the greater inherent efficiency of conscious plan
ning by management within a firm relative to what would result if 
market transactions replaced activities currently taking place within 
the corporation (see Williamson 1975). The advantage of production of 
inputs within the firm is stronger the more specialized and complex 
these inputs are (Masten 1984). 

These writers stop short of asserting that overall social planning is 
preferable to reliance on the market. In spite of the limitations of this 
school of thought, it recognizes that the social division of labor is 
shaped by firms adjusting their boundaries in order to best control the 
labor process (see Williamson 1975). In this sense, it goes beyond the 
conventional Marxist literature, which only takes the living labor of an 
individual firm into account. Neither this group nor von Hayek seems 
to have benefited from Marx's earlier work on the mapping of the 
social division of labor. 

This map of commodity relations surrounding an individual produc
tion unit is illustrated by Figure 1. Within this particular firm, as with 
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Figure 1 
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any other firm, labor is coordinated through the mediation of the 
market, which reduces each individual type of labor to its "common 
quality of being human labour in general" (Marx 1977,142). Thus, all 
the diverse productive activities of a society are made commensurable: 
each commodity is assigned a value equal to the socially necessary 
amount of abstract labor required for its production. 

In conclusion, Marx recognized that value reveals itself "in the 
language of commodities" (Marx 1977, 143). Although Marx was the 
first to decipher the hieroglyphics of this language, he failed to men
tion explicitly that this language, like Morse code in the early days of 
the telegraph, is only used where distance demands it. In the case of 
value, the distance in question is formed by the gaps in the social labor 
process, where the direct commands of one capitalist are inaudible to 
workers in the employ of other capitalists. 

Here we can make an essential distinction between constant and 
variable capital. Constant capital is acquired through a transfer of 
value. The values obtained by the firm in the form of constant capital 
are produced elsewhere in other firms that also employ labor power to 
transform constant capital into new commodity forms. 

These transfers of value by a firm reflect the material relations be
tween the firm and the rest of the economy. They are dependent upon 
the social division of labor in the same sense that the definition of com
modities was shown to be. 

Recall Marx's comment about the "bond between independent la
bours." Within a capitalist society, this bonding between a firm and 
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other firms or households is effected through value relationships. Ig
noring deviations of prices from values, each flow of value in the form 
of commodities from any firm is balanced by an equivalent returning 
flow of value back into the firm. In this sense, constant capital is cons
tant. Its movements across boundaries separating a firm from other 
firms or households is matched by an equivalent flow in the opposite 
direction. 

At the same time, these independent groups of commodity pro
ducers are bound together by value relations; within any workplace 
"the bond [between individual employees]... is simple cooperation" 
(Marx 1977, 467), which is ensured by the direct authority of the 
capitalist.1 Cooperation among the workers so employed within the 
firm is ensured by the employer, who "takes care that work is done in a 
proper manner" (Marx 1977, 291; see also 986; Marx 1977, 881). 

This responsibility went far beyond merely giving proper direction 
to the workers. Within the early firm, in Marshall's words, "The 
master's eye is everywhere; there is no shirking by his foremen or 
workmen, no divided responsibility, no sending half-understood 
messages" (Marshall 1920, 284). In Hymer's more forceful expression, 
the employer ideally "saw everything, knew everything, and decided 
everything" (Hymer 1972, 122). 

Entrepreneurial decisions not only control the activity within the 
firm, they allocate resources among firms. Marx noted that each 
employer "with the keen eye of an expert,... selects the kind of 
labour-power best adapted to its peculiar trade" (Marx 1977,291). This 
labor "belongs to him just as effectively as do the objective conditions 
of the labour process" (ibid. 982). Earlier, Quesnay had given a succinct 
but primitive version of this same relationship. He wrote, "The expen
diture of labor decides the price of the products of artisans and com
petition among them limits the expenditure of their labor" (cited in 
Weulersse 1910:1, 272). 

In short, the arrangement of these boundaries depends upon a com
bination of technical and social forces. A nineteenth century writer 
captured this interaction between the social division of labor and the 
social relations within firms, observing, 

The use of machinery was accompanied by a greater division of labour than 
existed in the primitive state of the manufacture; the material went through 
many more processes... it was economy to build one mill, and put up one 
water-wheel rather than many. This arrangement also enabled the master 
spinner himself to superintend every stage of the manufacture: it gave him a 
greater security against the wasteful or fraudulent consumption of material: it 
saved time in transference of the work from hand to hand (Baines 1835,184-5; 
cited in Smelser 1959,102). 



142 Marx's Crises Theory 

In any case, for Marx, the authority exercised within a firm is not 
specific to value relationships; we would expect the same sort of 
management rules to apply to a slaveholder, or within limits, to a 
feudal lord (Marx 1977, 345; see also the comments on that page in 
Genovese 1965, 23). What is unique is the indirect authority exercised 
by the market within the capitalist mode of production. 

This indirect authority and the direct authority of capital are not in
dependent of each other; the "anarchy in the social division of labour 
and the despotism in the manufacturing division of labour mutually 
condition each other" (Marx 1977, 477); however, "in spite of the 
numerous analogies and links connecting them, the division of labour 
in the interior of a society, and that in the interior of a workshop, differ 
not only in degree, but also in kind" (Marx 1977, 474). 

The capitalist disposes of specific concrete labor in the factory, 
thereby appropriating a surplus value as a result of this productive ac
tivity. 

The capitalist, in applying constant capital, is only the passive pur
chaser of products of labor employed elsewhere. The term "passive" is 
used to suggest that the purchasers of constant capital lack any direct 
power over the labor that directly produced that constant capital. 
Thus, for example, we could imagine an assembly line in a newly in
tegrated umbrella industry in which handles are shaped, finished, then 
passed on to other workers who put together the handles and other 
parts to complete the umbrellas. Suppose that a thin cardboard wall 
were constructed between the workers who put the final touches on 
the handles and those who begin assembling the finished product. In 
addition, assume that the cardboard partition served to mark off in
dependent firms. 

In terms of job content, the manufacturing process would be un
changed, except that some workers would take orders from different 
employers. In terms of the social division of labor, matters would be 
different if the transfer across any cardboard wall were accompanied 
by a sale of the product from one firm to another. Suddenly, the labor 
on the first part of the assembly line would have to be treated as dead 
labor by the capitalist who controlled the second part. Thus, a transfer 
of ownership of the means of production indicated by the addition of a 
cardboard wall would affect the accounting of living and dead labor. 

This partitioning of the firms might sound far-fetched to modern 
readers, but in fact during the last century some factory workers and 
miners were actually independent contractors who were paid to per
form specific tasks, sometimes even with employees that they rather 
than the factory owner hired (see, for example, Stone 1974; Butrick 
1952). 
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This reinterpretation of the relationship between the social division 
of labor and constant capital is consistent with the citation that appears 
to offer the most support for the conventional reading of the subject: 

This distinction between objectified and living labour manifests itself in the ac
tual process of labour. The means of production . . . embody definite, useful, con
crete acts of labour The work of spinning is nevertheless a distinctive, 
specific mode of labour, and as living labour it is in process of realizing itself, it 
continuously gives birth to its products and thus stands in contrast to labour 
which has already acquired objective form in the shape of products peculiar to 
it. From this vantage-point, too, we see the antagonism between capital in an 
established form on the one hand and living labour as the immediate task of the 
worker on the other. Furthermore, in the labour process, objectified labour con
stitutes an objective factor, an element for the realization of living labour 
(Marx 1977, 993). 

Returning to Marx's earlier example, the production of umbrellas is 
the result of the combined effort of all the workers directly or 
indirectly engaged in their production. This assertion holds regardless 
of the existence of the commodity relations partitioning them into 
separate firms, or what Wallerstein called "commodity chains" 
(Wallerstein 1983,29). The labor used to produce the components of the 
umbrellas is just as surely living labor as the labor that finally 
assembles them. Nonetheless, the structuring of the breaks in the 
social labor process, where commodities appear as material trans
ferred from one firm to another, does not affect the concrete labor re
quirements in umbrella production as a whole. 

Consider another example suggested by Marx, just to make sure 
that my point is understood. In the production of shoes, corn is con
verted into cow, cow into leather, and finally leather into shoes (Marx 
1977, 475).2 Ignoring the complications of joint products and alter
native uses for corn, cows, or leather, imagine the production of shoes 
being the result of the parallel efforts of farm workers, butchers, tan
ners, and leather workers, rather than as a sequence of the same pro
cesses. This representation of the parallel production processes could 
be invoked whether or not the workers were employed by separate 
businesses or by a single, large, integrated factory-farm that produces 
all the materials just mentioned.3 

In either situation, "the product of each man is the combined product 
of their specialized labours" (Marx 1977,474). Looking at the commodity, 
shoes, in the absence of vertical integration, constant capital will appear 
as leather, ignoring all the other inputs in the leather-working industry. 
In the case of the integrated firm, the constant capital purchased per 
pair of shoes will be greatly reduced. It will consist only of that portion 
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of the fertilizer, tractors, and other purchased inputs used in growing 
corn, as well as the external requirements in the slaughtering and tan
ning processes required for the production of a pair of shoes. The 
direct labor used within the integrated firm for the production of corn 
or leather would be counted as living rather than dead labor. 

In one instance Marx explicitly made the same argument as was 
made in the preceding paragraph. In discussing seeds that are grown 
and planted within the same farm, Marx insisted that if they should be 
considered as capital, "all raw material would have to be so regarded" 
(Marx 1973, 717). He added that "as raw material it is always 
comprised within the production process" (ibid.) and thus should not be 
considered as a commodity. This position is consistent with Marx's 
stance that "the real relation of commodities with one another is their 
exchange process" (Marx and Engels 1973:13, 28; the translation in 
Marx 1970a, 47 is slightly different). 

I have been able to identify only two points at which Marx seemed to 
be contradicting the interpretation given here, writing as if the 
amount of constant capital in this example might remain unchanged. 
Based on the context in which these passages occur, neither can be con
strued as evidence of an interpretation of constant capital different 
from the one that I am proposing. 

The first instance is a somewhat confused discussion of the rise in 
prices of commodities such as coal, iron, and timber, that are consumed 
in the process of their own production. He wrote of "the part of con
stant capital which is exchanged in kind": 

The same quantity of iron, timber and coal as before will be exchanged in kind
to replace the iron, timber and coal that has been used up; and in this transac
tion, the higher prices will balance each other. But the surplus of coal which 
now forms a part of the constant capital of the coal producer and does not enter 
into this exchange in kind is, as before, exchanged for revenue (Marx 1963-71:1, 
195). 

This citation appears to correct the earlier reference to "the constant 
capital which is exchanged in kind," by singling out the "surplus 
coal.. . which is exchanged for revenue" as constant capital. That im
provement is somewhat offset by the subsequent description of "the 
surplus of coal which now forms a part of the constant capital of the 
coal producer and does not enter into this exchange in kind is, as 
before, exchanged for revenue." Other than this citation, nobody to my 
knowledge has identified the produce of a firm with constant capital. 

Since this citation is so confused in a number of respects and since it 
was concerned with a very different topic, it cannot be given much im
portance. What about the second instance? There Marx wrote, 
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And so even manure, plain muck, has become merchandise, not to speak of 
bone-meal, guano, pottash etc. That the elements of production are estimated in 
terms of money is not merely due to the formal change in production This is 
not merely a formal difference between the capitalist and the previous mode of 
production. The seed trade has risen in importance to the extent to which the 
importance of seed rotation has become recognized. Hence it would be 
ridiculous to say that no "raw material" —i.e., raw material as a com
modity—enters into agriculture It would be equally absurd to say that the 
machine employed by the engineer who constructs machines does not figure as 
an element of value in his capital (Marx 1963-71:2, 24). 

The context of this remark shows that it does not, in fact, contradict 
my example. Marx's editors from the Institute of Marx-Engels-
Leninism suggest that he had altered his vocabulary in this section for 
the purpose of his polemic against Rodbertus (Marx 1963-71:2, 634), 
but that assumption is not necessary for my explanation. 

Marx was attempting to answer a particular question: Does the fact 
that raw materials are not actually sold "enhance the rate of profit (not 
the rate of surplus value)"? (ibid., 20). He then went on to explain that 
the capitalist farmer will take account of the market price of non-
marketed elements of the production process (such as seed) when 
calculating the cost basis for his commodity. In the third volume of 
Capital, Marx referred to seed again: "in so far as they need not be 
bought as actual commodities, but are taken out of the product in kind, 
in order to enter into its reproduction anew as conditions of production 
. . . they figure in the books as money of account and are deducted as 
elements of the cost price" (Marx 1967:3, 788). This statement was 
written within the context of his explanation that rent in kind is "an 
expression of money rent in medieval garb" (ibid.). As such, the rate of 
profit and the monetary value of rent will be identical to what they 
would be with an equivalent money rent. Here again, the seed is ac
counted for, but it is not a value. 

In a letter to Engels, Marx again discussed seeds as a constant 
capital (Marx to Engels, July 6, 1863; in Marx and Engels 1975c, 133; 
other discussions of seed as constant capital can be found in Marx 
1963-71:2, 245-6, 67-168, 254; 1, 99, 127, 170, 219). By that time, he 
observed that the seed trade "had risen in importance" (Marx 
1963-1971:2, 24). Consequently, some seeds would definitely be com
prised within the category of constant capital. 

Marx's references to the seed industry reflected a tendency toward 
a more complex social division of labor as "the circuits of individual 
capitals intertwine" (Marx 1967:2, 353). Given an existing market for 
seeds, a profit-maximizing farmer would take into account the oppor
tunity cost of seeds. Since seeds had to be carried over from one year 
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to another, these costs would reflect the length of time that the poten
tial value embodied in the seeds would be tied up. Nonetheless, the 
labor employed in producing the seeds would still be counted as living 
labor by the farmer-capitalist. The farmer-capitalist would capture the 
surplus-value produced by that labor. Thus, the seeds would not be 
constant capital. 

In conclusion, constant capital may now be said to be dead labor, but 
with an important qualification: constant capital is dead labor only 
from the point of view of an individual commodity producer. But is this 
constant capital as dead labor constant capital from the perspective of 
Marx's Capital? 

CONSTANT CAPITAL AS PAST LABOR 

Capital is accumulated labour product, that is, completed labour, 
arising out of continuous labour from one source, human activity; 
capital and labour are thus in essence one, differing only in the se
quence of time as past and present. Between the two there must be 
some relation —what is it? 

von Thunen (1850, 240 cited in Dempsey 1960) 

Even a passing familiarity with volume I of Capital suffices to conclude 
that the category of constant capital is an essential component of the 
structure of that work. Yet, unlike almost every other concept of Marx, 
this category has been treated as a simple matter-of-fact definition. 

In reality, all economic categories are complex. More often than not, 
they are constructed to reveal essential relationships by obscuring one 
part of reality in order to better concentrate on other aspects. Those 
parts that are blocked off from our immediate field of vision are not 
necessarily unimportant; frequently, they are only temporarily put 
aside as a matter of analytical convenience. Such is the case with 
Marx's treatment of constant capital in volume 1 of Capital. 

Before Marx, political economy had devised two methods for repre
senting social production in a manner that could be easily comprehended 
(see Schumpeter 1954a, 565). The first abstracted from the realization 
process, thereby representing the economy as an aggregation of cooper
ating labors. For example, Adam Smith began his Introduction to 
Wealth of Nations with, "The annual labor of every nation is the fund 
which supplies it with all the necessaries and conveniences of life" (A. 
Smith 1776, lvii). This version of coexisting labor is clear in Smith's 
description of the vast number of workers who cooperated in the manu
facture of a woolen coat (ibid., bk. 1, ch. 1,1; see also A. Smith 1762-66, 
339). Smith probably came by this example from Mandeville, in whose 
work the coat was fine crimson or scarlet cloth (Mandeville 1723,356-7). 
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In the same year in which Mandeville's first edition appeared, John 
Law also evoked the imagery of coexisting labor. He refered to the 
"order, economy, and the very existence of civil society . . . entirely 
built upon the variety of our wants . . . so the superstructure is made 
up of the reciprocal services which men do each other" (Law 1705:2, 
64). The line of descent of this idea also runs from Plato through 
Boisguilbert down to Say. This vision of cooperating labor represents 
the germ of macroeconomic theory. 

The second method is microeconomic in nature. The production pro
cess is simplified by regarding it as "dated labor." In other words, the 
means of production consumed within any firm is shown as consisting 
of the dead labor accumulated from the past. In this case, the complex 
system of material relations is crystallized into a simple measure, con
stant capital. 

This treatment of capital revealed the fetishized nature of capital
ism in which "the social relations between their private labours do not 
appear as direct social relations between persons in their work, but 
rather as material relations between persons and social relations be
tween things" (Marx 1977, 166). In discussing the nature of dead and 
living labor, Marx declared; 

[W]e find in the capitalist process of production this indissoluble fusion of use-
values in which capital subsists in the form of means of production and objects 
defined as capital, when what we are really faced with is a definite social rela
tion of production. In consequence the product embedded in this mode of pro-
duction is equated with the commodity by those who have to deal with it. It is 
this that forms the foundation for the fetishism of the political economists 
(Marx 1977, 983). 

Although "dated labor" must be adjusted in light of changing technol
ogies that revalue existing capital goods, framing the production pro
cess in this manner provided convenient ideological support for the 
Lockean claim that ownership of the means of production could be traced 
to the earlier productive activities of capitalists. According to Torrens, 
"In the first stone which the savage flings at the wild animal he pur
sues, in the first stick that he seizes to strike down the fruit which 
hangs above his reach, we see the appropriation of one article for the 
purpose of aiding in the acquisition of another, and thus we discover 
the origins of capital" (Torrens 1821, 70-1). To this Marx responded, 
"No doubt this 'first stick' [Stock in German] would also explain why 
stock is synonymous with capital" (Marx 1977, 291, n. 10). 

Nevertheless, classical political economy made a significant advance 
by representing production in terms of "dated labor." By doing so, 
political economy announced that the objects of labor were capital; "i.e. 
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not 'means employed by labour,' but means of employing labour" (Marx 
1977, 1008). In addition, representing production in this manner ac
curately reflected the actual conditions of capitalism in which, 

The fact that the means of subsistence have the particular economic 
characteristic that they purchase workers, or that the means of production, 
such as leather and lasts, utilize cobbler's assistants—this inversion of person 
and thing has become an inseparable part of the physical character of the 
elements of production both in capitalist production itself and in the imagina
tion of the economists" (Marx 1977, 1008fn). 

Within this presentation of capital was an implicit critique of capital. 
The political economists were unconscious of this message. They at
tempted, rather, to demonstrate that "work creates value only in a 
definite useful form and. . . every particular form of work requires 
materials and instruments with specific use values" (Marx 1977,1008). 
In spite of such intentions, classical political economy conveyed a dif
ferent lesson. By emphasizing the "labour process he [the political 
economist] declares that capital is a mere article" (Marx 1977,1001; see 
also Sismondi 1827,239). Accordingly, "Cotton which becomes yarn, or 
yarn which becomes cloth, or cloth which becomes the material for 
printing and dyeing, exist for labour only as available cotton, yarn, 
cloth. They themselves do not enter into any process as products of 
labour, as objectified labour, but only as material existences with cer
tain natural properties" (Marx 1973,302; see also 258). In this represen
tation of the production process, the labor embodied in the constant 
capital employed by a particular firm, which I will call indirect labor 
(see Rodbertus 1899, 236ff), is always past labor. In other words, "all 
capital whatever its original source, is transformed into accumulated 
capital, or capitalized surplus-value" (Marx 1977, 734). 

The work of the cotton growers precedes that of the spinners, and 
the labor of the spinners that of the weavers. The production of the 
commodity, then, becomes a sequence of operations on the cotton 
fibers. The stage of production is reflected in the state of the material 
on its way to becoming a finished commodity (see Marx 1977,464). The 
capital used in this process includes cotton, yarn, or cloth, depending 
upon where the process stands. In any case, this capital represents the 
embodiment of past labor. 

In effect, representing the production process as a sequence of 
operations on particular materials allowed classical political economy 
to depreciate the contribution of labor. The current activity of labor is 
useful, of course, according to this doctrine, but classical political 
economy would have us believe that the end result of this activity is 
the joint product of living labor and accumulated labor from the past. 
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Francis Wayland explained that "the capitalist contributes his past 
and the laborer his present labor" (Wayland 1837, 166-7; cited in 
O'Connor 1942,182). Within this context; "past labour always disguises 
itself as capital, i.e. since the debts owed to labour . . . are disguised as 
the assets of the non-worker,... bourgeois citizens and political 
economists are full of praise for the services performed by past labour, 
which . . . ought to receive a special remuneration in the shape of in
terest, profit, etc." (Marx 1977, 757). The Physiocrats, in their ex
cessive enthusiasm for past labor, limited the attribute of productive 
labor to those workers engaged in the production of raw materials (see 
Weulersse, 1910:1,258). However, a closer examination would have led 
them to discover that other types of labor are antecedent to the pro
duction of raw materials (see Marx 1977, 285n). For example, farmers 
frequently use plows and other manufactured implements that em
body nonagricultural labor. 

Given the supposed importance of past labor, Marx expected that 
the capitalist could respond to the demands of labor with a claim on the 
rewards for what Wayland termed "his. . . past labor": "Can the 
worker produce commodities out of nothing, merely using his arms and 
legs? Did I not provide him with the materials through which, and in 
which alone, his labor could be embodied Have I not rendered 
society an incalculable service by providing my instruments of produc
tion, my cotton and my spindle?" (Marx 1977, 229). In actual fact, 
Thomas Cooper offered a more emotional example of this attitude. In 
all seriousness, he asked, 

Can the labourer produce cotton without land and seed? No. The land and seed 
then are as necessary as the labour. Who owns the land and seed? The 
labourer? No, the capitalist. Has the labourer a right to go to the owner of the 
land and seed, and say, I want to sow cotton, give me your land and seed, to 
enable me to do so for my own benefit and emolument? Has not the land owner 
a right to say, no; do as I have done; save out of your earnings for twenty years; 
deprive yourself, and use your own land thus procured (Cooper 1830, 351). 

Although he was speaking from within the shell of an abstract model, 
Samuelson also echoes the sentiments of Marx's ideal capitalist: "If the 
workers do not save —do not 'abstain,' do not 'wait'—they will be 
unable to provide raw materials needed for their labor to work with" 
(Samuelson 1971,407). The representation of the production process in 
terms of antecedent labor was essential to the infamous wages fund 
theory, according to which the payment to labor is "not immediately 
linked to the productive contribution of labor" (Eagly 1974, 131). 
However, Eagly errs in assuming that the wage rate is affected (ibid.). 
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Lewis's description seems to be more faithful to classical political 
economy (Lewis 1954). 

Longfield thus posed the matter in such a way that workers would 
be rational to choose a state of exploitation: "A labourer working for 
himself would find it in his interest to give 19/20 of the produce of his 
labour to the person who would lend him (a spade) if the alternative 
was that he should turn up the earth with his naked hands" (Longfield 
1834, 195). In neo-classical theory, this analysis is taken one step fur
ther. For example, Jevons' doctrine that "bygones are forever by
gones" was used to justify marginal analysis as superior to cost of pro
duction theory (see Jevons 1871, 186). 

Within the theoretical construction of classical political economy, 

[the objects of] labour exist only to absorb the work of others . . . and the instru
ment of labour serves only as a conductor, an agency, for this process of absorp
tion. . . . 

The fact that they (the instruments of labour) are products of past labour is as 
irrelevant as, in the case of the digestive process, the fact that bread is the pro
duct of the previous labour of the farmer, the miller and the baker (Marx 1977, 
1007, 289). 

Marx continued, "On the contrary, it is only by their imperfections 
that the means of production in any process bring to our attention 
their character of being the products of past labour. A knife which fails 
to cut, a piece of thread which keeps on snapping forcibly remind us of 
Mr. A., the Cutler, or Mr. B., the spinner" (Marx 1977,289). Given this 
point of view, "the capitalist, the worker and the political economist, 
who is only capable of conceiving the labour process as a process 
owned by capital, all think of the physical elements of the labour pro
cess as capital just because of their physical characteristics" (Marx 
1977, 1008-1009). In summary, the use of the category of constant 
capital allows the indirect labor, the combined efforts of all the labor 
that indirectly contributes to the production of a particular commod
ity, to be treated as past labor, as dead labor, that is, as a thing. 

THE CATEGORY OF COEXISTING LABOR 

Marx had another option open to him. Rather than unfolding the con
tradictions from within the category of constant capital, he could have 
accomplished his critique of constant capital by developing the dialec
tical relationship between production as a sequence of labors and pro
duction as a system of cooperation among coexisting labors. 

In terms of input-output matrices, the system of dated labor paral
lels the expansion of the matrix of technical production relations as the 
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infinite sum of the powers of an input-output matrix. The system of 
coexisting labor is similar to the inverse of the matrix (I-A). The 
technical details of the alternative methods were anticipated by Frank 
Taussig (Taussig 1896, 12; see also Clark 1895). 

Why should so long a time have been required for someone to treat 
capital in terms of both coexisting and antecedent labor? Certainly, 
Marx easily could have described the textile industry as a cooperative 
labor process in which cotton growers, spinners, and weavers work 
side by side in the production of fabrics. This perspective seems so ob
vious that it should have been commonplace. 

For example, Longfield wrote, " . . . capital being alike the parent 
and the offspring of capital" (Longfield 1834,190), but then he let the 
matter drop. Two years after Longfield's book appeared, Nassau 
Senior did make this connection explicit, while framing a response to 
Adam Smith's Introduction to book 2 of Wealth of Nations. Smith had 
argued, 

But when the division of labour has once been thoroughly introduced, the pro
duce of a man's own labour can supply but a very small part of his occasional 
wants.... A stock of goods of different kinds, therefore, must be stored up 
somewhere, sufficient to maintain him, and to supply him with the materials 
and tools of his work, till such time, at least, as both these events can be 
brought about. A weaver cannot apply himself entirely to his peculiar business, 
unless there is beforehand stored up somewhere, either in his own possession, 
or in that of some other person, a stock sufficient to maintain him with the 
materials and tools of his work (A. Smith 1776: bk. 2, 259-60). 

Senior noted, 

That he must be kept supplied with those articles is true; but they need not 
have been stored up before he first sets to work, they may have been produced 
while his work was in progress As to those commodities, however, which 
the workman . . . requires, it is enough if the fund on which he relies is a produc
tive fund, keeping pace with his wants, and virtually set apart to answer them 
(Senior 1836, 78-9). 

Senior treated this idea as an aside. Immediately thereafter, he turned 
to a different subject. Nonetheless, Hayek incorrectly credited him 
with orgininating the idea that production could be represented in 
terms of the parallel efforts of separate groups of workers (see von 
Hayek 1941, 85-6). 

Did Senior or Longfield neglect to follow up their insights because 
they thought the matter to be insignificant? I do not think so. Whereas 
the perspective of antecedent labor was developed to support the 
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claims of capital, the contrary perspective of coexisting labor grew out 
of an explicit defense of labor's interests. 

We first find this concept in the work of Thomas Hodgskin, published 
in 1825 and 1827. Although Hodgskin is not read very widely today, he 
was taken very seriously by the economists of his time. Thomas 
Hodgskin was then a name "to frighten women and children" (Meek 
1973,124; see also Meek 1967a, 69-72; Dobb 1973, 98). 

James Mill wrote to Brougham that if Hodgskin's ideas were "to 
spread they would be subversive to society" (cited in Bain 1882, 364). 
Scrope described Hodgskin as an influence more "pernicious than the 
Owenites" (Scrope 1832, 411-12). In his Principles of Political 
Economy, he identified Hodgskin with declamations "against capital as 
the poison of society, and the taking of interest on capital by its 
owners, as an abuse, an injustice, a robbery of the class of labourers" 
(Scrope 1833,150; cited in Berg 1980,116-17). 

One of the most direct attacks on Hodgskin came from the com
bative Thomas Cooper, the same Thomas Cooper who asked if workers 
could produce cotton without seed. Writing in direct response to 
Hodgskin's Popular Political Economy, Cooper issued his earlier-cited 
challenge: "If these be the proposals that the mechanics combine to 
carry into effect, it is high time for those who have property to lose, 
and families to protect, to combine in self defense" (Cooper 1830, 353). 
Hodgskin was an eloquent critic of capital, but his eloquence was not 
entirely original. His description of capital as a "cabalistic word," an 
"idol before which men are called upon to prostrate themselves" 
(Hodgskin 1825, 60) was anticipated by Ravenstone who had stated 
that capital had "none but a metaphysical existence" and an "imagi
nary nature" (Ravenstone 1821,293,355). Ravenstone was conscious of 
the ideological importance of the attack on the concept of capital. He 
declared, "To teach that the wealth and power of a nation depend upon 
its capital, is to make industry ancillary to riches and to make men 
subservient to property" (Ravenstone 1825, 7). In addition, William 
Thompson had tried to depreciate the importance of the stock of 
capital, but only quantitatively (Thompson 1824; see also Marx 1967:2, 
322). Even when J. S. Mill later made the same point, nobody took 
notice (J. S. Mill 1848, 71-2). 

Hodgskin's primacy among the so-called Ricardian socialists, as well 
as his notoriety as an economic theorist, is owed to the analytical force 
of his alternative representation of coexisting capital (see Hunt 1977). 
The title of his most incisive work, Labor Defended Against the Claims 
of Capital, makes his intentions clear. His conception of the labor pro
cess as a system of parallel rather than successive acts was designed to 
be a theoretical tool to advance the interests of labor. Indeed, the anger 
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it aroused among conventional political economists, including 
Longfield and Senior, suggests that he succeeded to some extent. 

For example, Senior complained that "the political economy of the 
poor" appealed to the uneducated because "though it is in the power of 
human institutions to make everyone poor, they cannot make every
body rich,... they can diffuse misery, but not happiness" (Senior 
1871:1,150; cited in Hunt 1979,124). Longfield complained about those 
"whose object... is to create disturbance, by stimulating the passions 
of the poor and ignorant, and persuading them that their poverty is 
caused by oppression or misrule" (Longfield 1834, 158). Indeed, Mark 
Blaug has written that the whole group of economists who stressed 
utility, of whom Longfield and Senior were prominent members, con
sciously molded their theories in an effort to refute the work of 
Hodgskin and other writers sympathetic to labor: 

It is significant that the writers who attacked the views of the "labour 
theorists" —Scrope, Read and Longfield — were also among the first to advance 
the abstinence theory of profit. In this sense, the theoretical innovations of the 
"neglected British economists" were not unrelated to the nature of the class 
struggle after 1830 (Blaug 1958, 245; see Berg 1975; Meek 1967; Dobb 1973,23). 

No doubt neither Longfield nor Senior would want to lend credence to 
the most trenchant of Thomas Hodgskin's scandalous ideas of political 
economy. Thus, they hastily passed over their comments on coexisting 
labor lest they stir up an ideological hornet's nest. 

Marx's own understanding of the concept of coexisting labor may 
possibly have benefited from his encounter with Hodgskin, but I do not 
think that it did. Marx's difficult groping after the concept in the 
course of his reading of Smith, recorded in the Theories of Surplus 
Value, suggest that he had independently come to a similar conclusion 
(see below). 

In any case, Marx later accepted the notion of coexisting labor as 
self-evident. Referring to the concept of the means of production in the 
Grundrisse, Marx said that it "is something that needs no elucidation" 
(Marx 1973,767). His later example of the umbrella assemblers showed 
that the matter was not as straightforward as he might have thought 
earlier. 

Although Marx may have profited from his reading of Hodgskin, he 
still recognized the need to go beyond Hodgskin's insight. In his ex
tended discussion of Hodgskin, Marx commended him for opposing 
"economic fetishism," while faulting him for underestimating the value 
of past labor (Marx 1963-71:3, 276). 
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CONSTANT CAPITAL AND THE METHOD OF MARX 

Marx's own consciousness about the ramifications of constant 
capital evolved while he was working on his Theories of Surplus Value 
during the early 1860s. What seems to have prompted his discovery? 

Two forces seem to be responsible. In the first place, the cotton fa
mine provoked Marx's intense interest in constant capital (see Chapter 
2). On a more theoretical level, about the same time, Marx was wrestling 
with Adam Smith's resolution of national income into wages and profit. 

I use the term "wrestle" advisedly. Marx, who often demonstrated 
impatience with the pace of classical political economy, reviewed this 
matter in excruciating detail. He devoted almost 60 pages of the first 
volume of Theories of Surplus Value to this seemingly simple subject 
(Marx 1963-1971:1,92-151). When his ordeal was completed, he compli
mented Smith, or perhaps more so himself, with the aphorism, "Adam 
Smith's contradictions are of significance because they contain prob
lems which . . . he reveals by contradicting himself (ibid, 151). Indeed, 
Marx's encounter with Smith turned out to be well worth the effort. 
By the time he finished the tortuous exercise he had significantly 
enhanced his understanding of constant capital. He had learnt that pro
duction could be represented either as a succession of procedures or as 
a system of coexisting processes. It also gave him the tools with which 
to construct his two-sector model presented in volume 2 of Capital. 

At first, Marx was convinced that "[w]hat is true for the individual 
commodity is necessarily true of the sum of commodities" (Marx 
1963-71:1, 100). A few pages later he had rejected that simplistic 
perspective. He had come to the realization that changing the social 
division of labor can affect the quantity of aggregate constant capital 
by creating a problem of "double counting" (ibid., 145). As a result, con
stant capital requires a phenomenological analysis. Near the end of his 
discussion, he concluded, 

A large part of the constant capital required for the linen, that is, for the annual 
consumable product, appears at one level as constant capital, at another level as 
labour newly added, and consequently in fact consists of profit and wages, 
revenue, for one, while the same sum of value appears as constant capital for 
another. Thus a part of [the weaver's] constant capital is reducible to the labour of 
the spinner, etc. (Marx 1963-71:1,142; emphasis added; see also 241; 2, 471-2). 

Thus "a part of the constant capital... is only seemingly constant capi
tal" (ibid., 147). He explained; "[A] large part of the capital laid out an
nually, which appears to be constant capital from the standpoint of the 
individual capitalist or the particular sphere of production, therefore, 
resolves itself into variable capital from the standpoint of society or of 
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the capitalist class" (ibid.; 3, 414-15). Marx applied his newfound in
sight to an analysis of intersectoral balances: 

Now let us assume that coal enters into the constant capital of the producers of 
iron and timber, and of the machine builder. On the other hand iron, timber and 
machinery enter into the constant capital of the producer of coal. In so far as 
these products of theirs enter [into their] mutual [constant] capital to the same 
amount of value, they replace themselves in kind 

The whole quantity of coal, iron, timber and machinery which are recipro
cally replaced in this way by the exchange of constant capital for constant 
capital, of constant capital in one form for constant capital in another form, has 
absolutely nothing to do either with the exchange of revenue for constant 
capital or with the exchange of revenue for revenue. It plays exactly the same 
role as seed in agriculture or the capital stock of cattle in cattle rearing (Marx 
1963-71:1, 190-1; see also 196). 

Here is the essence of Marx's two-sector model of volume 2 of 
Capital.  By this point, Marx had mastered the problem that Smith th
posed. Indeed, when discussing Adam Smith's analysis again, Marx 
merely noted, "This problem has been solved earlier. It is not neces
sary to go into it again" (ibid., 251). The dating of Marx's solution is 
problematic, but by July 6,1863, he proudly announced his discovery 
to Engels: 

You know that according to Adam Smith the "natural or "necessary price" is 
composed of wages, profit (interest), rent—and is thus entirely resolved into 
revenue. This nonsense was taken over by Ricardo, although he excludes rent, 
as merely accidental from the list. Nearly all economists have accepted this 
from Smith and those who combat it commit some other imbecility. 

Smith himself is aware of the absurdity of resolving the total product of 
society merely into revenue (which can be annually consumed), whereas in 
every separate branch of production he resolves price into capital (raw 
materials, machinery, etc.) and revenue (wages, profit, rent). According to this 
society would have to start afresh, without capital, every year (Marx and 
Engels 1975c, 133). 

In this same letter, Marx enclosed his own version of Quesnay's 
economic table, "which embraces the whole process of production" 
(ibid., 133). This letter also suggests that Marx's experience in reflec
ting upon the problem Smith posed paid another handsome dividend 
(ibid. 133): it seems to have prompted him to develop his model of "the 
great exchange between the two classes" (Marx 1967:2, 398), repre
sented in the two-sector model of the second volume of Capital (see 
ibid., 133). 
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THE FUNCTION OF CONSTANT CAPITAL IN 
MARX'S PRESENTATION 

By the time that Marx composed Capital he had shaken off his 
earlier confusion about constant capital, but he continued to use it 
nonetheless. Yes, the category of constant capital implies a representa
tion of the simple labor process as dated labor. At any stage in the pro
duction process, the existing materials are represented as the product 
of past labor, dead labor. Marx termed this method of presentation as 
"antecedent labour." 

Representing the process of production in terms of antecedent labor 
comes perilously close to treating a subcategory of capital, constant 
capital, as a thing. Marx, of course, knew very well that capital was not 
a thing, but a social relation. Yet, his use of this category was consis
tent with his Hegelianism (Marx 1977,102-3). He seemed to delight in 
his ability to criticize classical political economy by drawing out the 
critical content of its own categories. 

Marx artfully displayed this procedure in his section on the fetish
ism of commodities, which could well have been subtitled, "And the 
fetishism of the categories used to analyze these commodities." Here 
Marx taunted the political economists: "If I state that coats or boots 
stand in relation to linen because the latter is the universal incarnation 
of abstract labour, the absurdity of the statement is self-evident" 
(Marx 1977,169). Although his intentions were obvious, Marx left it to 
the reader to recognize how this absurdity extended to the value 
system as a whole. In any case, constant capital is not just dead labor. 

Unfortunately, Marx did not live long enough to complete his pro
ject of turning the category of constant capital against itself. Conse
quently, it has stood to this day as an image of solid permanence in the 
fleeting world of capital. 

True, Marx continued to use the category of constant capital, but he 
indicated that this treatment of constant capital was provisional. 
Moreover, constant capital was not meant as an aggregate value. In
stead, Marx applied the category of constant capital as an abstraction, 
forged to suppress the complexity of capitalism as a whole. He used 
this notion with the full knowledge that in doing so he was not describ
ing capital as a whole, but the production of an individual commodity. 

This abstraction reflected the simplest form in which the products of 
labor manifest themselves in capitalist societies (see Marx 1879-1800; 
Himmelweit and Mohun 1978). It allowed Marx to achieve important 
results. Not only could he focus his analysis on "the commodity in isola
tion," "the economic cell form" of capitalist society (Marx 1977,90,969), 
but he also was able to focus his representation of the production 



Capital Constant Capital and Labor 157 

process on the direct encounter between capital and labor in the in
dividual workplace where surplus value is created. 

On the basis of this achievement, Marx could rightfully compare his 
work to the discovery of the microscope in the study of the human body 
(Marx 1977, 90). Notice that he did not claim that the study of cellular 
biology and anatomy were identical. In fact, they are, to some extent, 
antithetical. In the living body, the cell exists in a complex environment 
that is determined, or even "overdetermined" in the sense of Althusser 
by a multitude of forces (Althusser 1970). In a study of microphenomena, 
such "disturbing influences" are kept at a minimum (Marx 1977, 90). 

The temporary suppression of parts of reality enables the researcher 
to penetrate the misleading appearances of the subject matter. Even 
though the appropriate methods of study differ between micro and 
macrophenomena, knowledge of the former enriches our understanding 
of the latter. Such is the message of the preface to the first volume of 
Capital and the practice of the two subsequent volumes. 

In volume I of Capital, Marx consciously restricted his study to the 
cellular phenomena—what we might call "microeconomics." The first 
volume of Capital, of course, was not microeconomics in the neo
classical sense that presupposes a strict division between micro and 
macro theory. For Marx, the single commodity, dialectically speaking, 
contained within it the secret to the economy as a whole. Conse
quently, he began Capital with the words, "The wealth of societies in 
which the capital mode of production prevails appears as an 'immense 
collection of commodities'; the individual commodity appears as its 
elementary form. Our investigation therefore begins with the analysis 
of the commodity" (Marx 1977,125). To be sure, Marx moved beyond 
that realm of individual commodities. For example, he did so in discuss
ing "The General Law of Capitalist Accumulation" or "So-Called 
Primitive Accumulation," but, as we shall see, never did he stray far 
enough to require any explicit modification of the category of constant 
capital. This restraint, I shall argue, was intentional. 

In fact, although Marx recognized the critical powers of Hodgskin's 
concept of coexistent labor, he seemed to have taken pains to eliminate 
consciously any discussion of that idea in the first volume of Capital, 
possibly in order to make its appearance in the subsequent volumes 
more striking. 

At one point in volume 1, Marx alluded to a system of coexisting 
labor, but only in a restricted sense. This instance occurs in his section 
on "The Two Fundamental Forms of Manufacture—Heterogeneous and 
Organic." Marx was making a distinction between traditional forms of 
manufacturing in which a product passes through a linear succession of 
stages, and modern manufacturing which he described as "organic." By 
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that term, he meant, the production of complex equipment such as a 
locomotive. He observed, "if we look at the workshop as a complete 
mechanism, we see the raw material in all stages of production at the 
same time The different stages of the process, previously successive 
in time, have become simultaneous and contiguous in space" (Marx 1977, 
464). Even in his chapter on "Conversion of Surplus Value into Capital," 
where the tendency would have been most strong to discuss "capitalist 
production in the uninterrupted flow of its renewal, and . . . in place of 
the individual capitalist and individual worker,... [to] view them in 
their totality, as the capitalist class and the working class confronting 
each other" (Marx 1977,732), Marx excused himself from making such an 
analysis. His stated reason was that doing so would require "applying a 
standard which is totally foreign to commodity production" (Marx 1977, 
732). He would have been more precise to say that it would be "foreign 
to the analysis of individual commodity producers." 

Even in this brief section on "The Division of Labour in Manufacture 
and Division of Labour in Society," where a discussion of coexisting 
labor might have appeared appropriate, Marx remained only sug
gestive about the subject. One other brief discussion touching upon the 
concept of coexisting labor cropped up in the section on the "Fetishism 
of Commodities," where Marx described "an association of free men, 
working with the means of production held in common" (Marx 1977, 
171). Under such circumstances, no constant capital exists, although 
"one part of this product serves as fresh means of production and re
mains social" (ibid., 171-2); however, he was not referring to a capital
ist economy at this point. 

Thus, Marx recognized that the production of an individual com
modity could best be framed in the context of antecedent labor; that is, 
as a succession of isolated labor processes (see Marx 1977, 464). He 
went on to note, however, that coexisting labor would be appropriate 
for a discussion of "the production process in its continuous motion and 
in the entirety of its conditions, and not merely as an isolated action or 
a limited part of it" (Marx 1963-71:3, 279). 

Consequently, Marx had no need to elaborate on the concept of coex
isting labor in the first volume of Capital. To have done so would have 
only muddied the water. The next volume would certainly suffice to 
dispel any confusion. After all, Marx was always overly optimistic 
about the completion date of his masterwork and its component parts. 
Finally, in chapter 49 of the incomplete seventh section of the third 
volume of Capital, Marx offered his readers a partial synthesis of his 
two methods of presentation. There, he explained, 

A difference between the product of the individual capitalist and that of society 
exists only in so far as: from the standpoint of the individual capitalist the net 
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income differs from the gross income, for the latter includes the wages, 
whereas the former excludes them 

To comprehend, in the case of each individual capitalist, that a portion of his 
product must be transformed again into capital, indeed not only into variable 
capital..., but also into constant capital... is naturally extraordinarily easy 
(Marx 1967:3, 840-1). 

In summary, Marx's display of an extensive understanding of the no
tion of coexisting labor, without offering a discussion of this important 
concept, suggests that he had indeed consciously intended to maintain 
a silence on the subject until it was required by the logic of his 
analysis. Even in the beginning of volume 2 of Capital, Marx still had 
no need to distinguish between antecedent and coexisting labor in 
detail. However, after three chapters he abruptly stopped to warn his 
readers that the discussion thus far "presents only the ordinary 
metamorphosis of commodities" (Marx 1967:2,100), but fails to capture 
the connections between capitals. 

Marx gave some idea of these connections with the reproduction 
schemes of volume 2. By the time he reached this stage of his analysis, 
the point of view of coexisting labor had been fully established. The 
labor in the capital goods sector within this perspective no longer ap
peared as dead labor, but as living labor coexistent with the consumer 
goods sector. Economic balance required establishing the proper pro
portions of living labor between the two sectors. In contrast to the no
tion that the use of "dead labor" threatens the rate of profit, within the 
two-sector model investment in "dead labor" is a requirement for 
valorizing the living labor in the consumer goods sector. 

Marx's strategy of presentation might seem complex, but one has 
only to recall the elaborate method Marx developed in guiding his 
analysis from the abstract analysis of volume 1 to the more concrete 
material in volume 3, holding phenomena such as rent or circulation for 
the later volumes. 

In short, the method of antecedent labor refers to a representation 
of the process of production given a stock of the means of production; 
whereas, the method of coexisting labor relates to a system of repro
duction in which productive efforts are required to maintain the stock 
of capital intact. The method of antecedent labor is generally ap
plicable to a more or less microeconomic partial equilibrium analysis; 
whereas, coexisting labor implies a macroeconomic perspective. 

Marx never offered a clear and explicit description of the difference 
between the representations of antecedent and simultaneous labor. All 
too often, he gave the impression that the increasing importance of 
constant capital was a matter of a more intensive use of big machinery. 
From time to time, he referred to the "Cyclopean scale" of the 
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machines wielded by labor (Marx 1977, 507; see also 497, 780, 319). At 
one point, he even asserted, "This change in the technical composition 
of capital, this growth in the mass of production,  as compared with the e
mass of labour-power that vivifies them, is reflected in its value-
composition by the increase of the constant constituent of capital at 
the expense of its variable constituent" (Marx 1977, 773; emphasis 
added). Of course, changes in the technical composition of capital need 
not affect changes in the value relationships. Marx was generally 
above such careless reasoning that identified the mass of the means of 
production with the organic composition of capital (see Fine and Harris 
1979,59). Recall that Marx treated the fall in the value of equipment as 
a matter of substantial theoretical importance (see Chapter 4). 

In conclusion, the assignment of a meaningful macroeconomic mea
surement to constant capital is impossible. Constant capital has a 
relevance only with respect to the perspective of an individual pro
ducer. Although the perspective of antecedent labor might not neces
sarily be limited to questions of partial equilibrium analysis, the 
category of constant capital is. Constant capital is only constant from 
the perspective of an individual firm. 

CONSTANT CAPITAL AND THE FALLING RATE OF PROFIT 

According to my argument, what Marx termed "the increase of the con
stant constituent of capital at the expense of its variable constituent" is 
an improper explanation of the falling rate of profit. If one were to ag
gregate constant capital, its measure could be affected by either a change 
in the social division of labor, by the rising durability of capital, or by 
what Boehm-Bawerk called the average period of production. Marx did 
not give much emphasis to this difficulty, although he understood these 
complications as well as anybody. Consider his warning about this matter: 

[T]he elements of productive capital are, as a rule, bought on the market, and 
that for this reason their prices include profit which has already been 
realised In applying this approach to the aggregate product of a society, we 
must make some rectifications. Looking upon society as a whole, the profit con
tained in, say, the price of flax cannot appear twice — not both as a portion of the 
linen price and as the profit of the flax. 

There is no difference between surplus-value and profit, as long as, e.g. A's 
surplus-value passes into B's constant capital. It is, after all, quite immaterial to 
the value of commodities, whether the labour contained in them is paid or un
paid (Marx 1967:3, 160-1). 

In any case, constant capital cannot be aggregated. One can legitimately 
make comparisons between the economy-wide totals of constant capital, 



Capital Constant Capital and Labor 161 

assuming that the pattern of vertical integration is unchanged. Unfor
tunately, this assumption does not seem to be warranted. 

For example, Tucker and Wilder found that the ratio of value added 
to value of shipments for industry in the United States rose roughly 
from 0.43 to 0.51 for 1954-72 (Tucker and Wilder 1977; see also Levy 
1984). Similarly, Anne P. Carter found a slight increase in dependence 
on intermediate goods between 1939 and 1961 (Carter 1970,150-2; see 
also Caves 1980, 529, 539). 

Although such studies can be questioned, no theoretical reason ex
ists to justify the assumption of a constant social division of labor. In 
fact, Stigler's reading of Adam Smith has led others to believe that the 
degree of vertical integration necessarily increases and then decreases 
as an economy matures (see Levy 1984). Marx presumed that the social 
division of labor would become more intricate over time. 

In short, the category of constant capital has no macroeconomic 
meaning except in so far as it reflects the growing importance of long-
lived durable equipment. Yet Marx clearly warned against confusing 
"certain properties materially inherent in instruments of all labour in
to direct properties of fixed capital" (Marx 1967:2,161). 

Mandel disputes the claim that the average durability of the means 
of production was increasing during the time that Marx was writing 
(Mandel 1975, ch. 7; see also Marx 1967:2,239). Some data suggests that 
a turning point might have been occurring at the time. For example, 
Kroos and Gilbert report that for U.S. cotton mills in 1820, annual pro
duction equalled only 60 percent of capital. As machinery and trans
portation equipment improved, goods moved faster through their 
various stages of production and annual production rose to 97 percent 
of capital in 1840; 115 percent in 1860; and thereafter it fell (Kroos and 
Gilbert 1972, 106). Marx himself did note a trend toward reliance on 
capital goods of increasing durability: "the difference between the 
capital employed and the capital consumed continues to increase" 
(Marx 1977, 756; see also 509; 1967:2, 160) 

Marx returned to the question of durability of fixed capital in the se
cond volume of Capital. He wrote: 

As the magnitude of the value and durability of the applied fixed capital 
develop with the development of the capitalist mode of production, the lifetime 
of industry and of industrial capital lengthens in each particular field of invest
ment to a period of many years, say of ten years on an average. Whereas the 
development of fixed capital extends the length of this life on the one hand it i
shortened on the other by the continuous revolution in the means of production, 
which likewise incessantly gains momentum with the development of the 
capitalist mode of production. This involves a change in the means of production 
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and the necessity of their constant replacement, on account of moral deprecia
tion, long before they expire physically (Marx 1967:2,185). 

Three points should be mentioned here. In the first place, most 
authorities agree with Marx, finding that during the early days of the 
industrial revolution, fixed capital requirements were minimal (see 
Deane and Coale 1965, 155ff; Feinstein 1978; Landes 1969, 64ff). 
Moreover, circulating rather than fixed capital predominated. With 
the advancement of the railway age fixed capital became increasingly 
important (see Deane and Coale 1965,155ff). 

Indeed, Marx had even asserted that "it is the tendency of capital 
... to increase the total value of the fixed capital (Marx 1973, 766). 
Marx was not alone in this belief. Senior estimated that within a few 
years the ratio of fixed capital to circulating capital would rise to 6, 7, 
or even 10 to 1 (Senior 1837, 14). In the Grundrisse, Marx may have 
been going even further in asserting the importance of durability, 
perhaps in suggesting that it was an essential aspect of capital: "the 
more durable [the means of production],... the more does it act as a 
productive power of labour, as capital" (Marx 1973, 767). In fact, while 
Capital was being composed, Marx was convinced that industry was 
coming to rely more and more on massive investments of durable 
equipment (see Marx 1977). 

Providing that the increase in durability was great enough, the idea 
of a rising organic composition of capital would appeal to common 
sense, regardless of the analytical weaknesses of such an approach. 
Strictly speaking, however, one should not analyze the organic com
position of capital without addressing the social division of labor. 

The second point is that the shortening of the lifetime of capital does 
not add to the rate of profit. Marx is not referring to a reduction in the 
turnover time of fixed capital, but a tendency toward more rapid ob
solescence. 

Third, recall Marx's notion that the social division of labor will have 
to adapt to the increasing reliance on (presumably durable) machinery 
(Marx 1977, 467). Here again we have an association between the 
durability of capital and the imagery of an increasing organic composi
tion of capital, when the organic composition of capital reflects the 
total value of capital invested per unit of output. However, this 
tendency will not hold if the new technology is capital-saving or if the 
organic composition of capital is measured by the flow of capital values 
per unit of output. 

In conclusion, if the quantity of constant capital merely reflects the 
extent of more durable means of production, then the use of this 
category as a macroeconomic aggregate, such as Marx implied in his 
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law of the tendency for the rate of profit to fall, detracts from Marx's 
important contributions. 

If my hypothesis is correct, the relationship between a falling rate of 
profit and the increasing organic composition of capital might be cor
rect in a mathematical sense. Indeed, Marx had investigated the 
arithmetic of this relationship in the reproduction schemes of volume 2 
of Capital. However, this matter would not deserve the inordinate at
tention it has generated. 

One other consideration should be raised here. Earlier, I implied 
that Marx's theory of the falling rate of profit may have been a dodge 
(see Chapter 2). It allowed him to invoke the effects of scarcity without 
embroiling himself in questions of Malthusianism. This suggestion was 
no more than a tentative hypothesis, although I myself find the cir
cumstantial evidence supporting it rather convincing. For example, a 
large number of examples of a rising organic composition of capital 
refer to the increased difficulty of obtaining cotton. 

No matter what was the reasoning underlying his use of the 
category of aggregate constant capital as a precise measure, Marx was 
mistaken in this respect. He himself knew better. He had only to con
sult his own writings to recognize the proper approach. Had he not 
observed that "when the spinner replaces his constant capital, he pays 
not only for the total capital of the spindle manufacturer, etc., but also 
for that of the flax grower" (Marx 1963-71:3,127)? 

In other words, the constant capital of the flax grower and the 
spindle manufacturer are counted at least twice: once when it was 
originally purchased and again when the flax and spindles were pur
chased by the spinners. The total number of such reappearances will 
depend upon the social division of labor. Since, as we have seen, the 
social division of labor can be affected merely by changes in ownership 
that leave production methods unchanged, the aggregate level of cons
tant capital, as well as the aggregate organic composition of capital, 
are inadmissible concepts (see Perelman 1978b). Moreover, the chang
ing social division of labor is not merely an anomaly. Marx asserted; 
"even if production retains the same volume, the far greater part of 
the products exists in the shape of commodities, compared with either 
the former modes of production or the capitalist mode of production at 
a less developed stage" (Marx 1967:2, 143). Marx refers to this evolu
tion of the social division of labor as "a changed form of supply" (ibid., 
144). I have discussed the same aspects of this phenomenon in an 
earlier work (see Perelman 1983, ch. 1). 

This point about the logical problems associated with aggregating cons
tant capital is important enough to bear repetition. Let us return to 
Marx's own example of the spinner, whom we shall assume is a capitalist. 
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The flax, of course, produces no surplus-value, but the production of 
flax by wage labor does involve the creation of surplus-value. This 
value is not captured by the spinner because it is produced outside of 
the boundary of the spinning firm. Nevertheless, so long as flax is 
grown simultaneously with the spinning of flax, surplus-value will be 
produced by both flax growers and spinners. 

Should flax growing and spinning be performed within an integrated 
firm, the surplus-value associated with the agricultural end of the busi
ness would be combined with the surplus-value associated with spin
ning. Simultaneously, the constant capital per unit of cloth would be 
reduced. 

Marx might have taken a way out of this impasse represented by in-
admissibility of the measure of aggregate constant capital. He could 
have framed his theory in terms of the value structure of a typical 
firm. Indeed, at one point he seemed to be on his way toward adopting 
that perspective (Marx 1977, 762-3); however, he would have had to 
add the caveat that the structure of the representative firm would also 
be affected by the social division of labor. 

Consider the mechanical underpinnings of this theory of a represen
tative firm. The more variable capital a typical firm applies, the more 
surplus-value is produced within the firm. Expenditures on constant 
capital are returned to the firm, but in contrast to the case of variable 
capital, constant capital used within a firm generates no surplus. The 
surplus-value, produced by the firms that supply the constant capital, 
represents a cost to the representative firm. As a result, when cons
tant capital increases relative to variable capital, the proportion of 
surplus-value to the value of total outlays will fall without a sufficient 
rise in the rate of exploitation. Consequently, the rate of profit will 
also sink for that firm. 

This description might sound consistent with the naive theory of the 
tendency for the rate of profit to fall, but it is not. Keep in mind that 
the surplus-value lost by the representative firm is captured by the 
supplying firm. 

ACCUMULATION AND THE SOCIAL DIVISION OF LABOR 

The case of the spindles is a bit more complex. The spinner might 
continue to use spindles for an extended period of time before they 
have to be replaced. Moreover, the accumulation process typically 
leads to a tendency for the typical spinner to operate an increasing 
number of spindles. Does not the rise in the amount of fixed capital per 
worker suggest some basis for a theory of a rising organic composition 
of capital? 
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To address this question, I will refer to an example of a simple 
economy. In doing so, I do not wish to give the slightest impression 
that the example demonstrates the nature of the accumulation pro
cess. I only intend to make a theoretical point about value theory. 

With these caveats in mind, let us imagine an economy that has em
ployed one million identical workers for the last 100 years. Each year, 
new materials and equipment are added to the economy. Further, sup
pose that this economy can be described by a system of linear equa
tions that change from year to year as the result of the process of ac
cumulation. 

We can say that the value of any product during any year equals the 
amount of coexisting labor required to produce it. Thus, the value of all 
commodities produced in the economy during any year equals one mil
lion times the annual value of the produce of an individual laborer. The 
quantity of goods that any worker produces would be expected to 
grow with time; but we have no reason to believe that the value should 
rise. This value should be constant over the entire period in question. 

Some of the workers are employed in firms that sell to other firms; 
the rest work for firms that sell directly to consumers. We have no 
grounds for believing that one or the other group will necessarily in
crease relative to the other. Consequently, we cannot expect constant 
capital to increase relative to variable capital. 

This argument has proceeded thus far within the framework of a sim
ple example; however, I can now make a much more general assertion. 
So long as the amount of abstract labor employed within an economy is 
held constant, capital, measured as a quantity of value, will not expand 
unless the ratio of consumption to investment shifts. Consequently, the 
theory of the falling rate of profit must be set aside—at least in the form 
in which it is found in the third volume of Capital. In Marx's words, 
"Growth of capital implies growth of its variable constituent, in other 
words, the part invested in labour power" (Marx 1977, 763). 

THE DEVALORIZATION OF CAPITAL 

The constancy of the value of the commodities in our example was 
achieved by virtue of the continual revalorization of all commodities 
according to their costs of reproduction. The importance of reproduc
tion costs was first enunciated by Henry Carey. Later, Engels mocked 
Duhring in his attempt to popularize the notion of reproduction costs. 
Engels' assault was a response to the diversions that Duhring was 
creating among the German workers' movement. Moreover, Engels 
grounded his attack on Duhring's confusion rather than any problems 
with the concept of reproduction costs (Engels 1894, 230-3). 
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Marx himself attributed great importance to the nature of reproduc
tion costs. He stated, "The value of every commodity—and thus also of 
the commodities making up the capital—is determined not by the ne
cessary time contained in it, but by the social labour time required for 
its reproduction"4 (Marx 1967:3,141; see also 398; Marx 1963-71:1,109; 
Marx 1977, 528). In a letter that Marx wrote to Engels on August 14, 
1851, he observed, 

Value is originally determined by the original production costs, in terms of the 
working time orginally needed to manufacture the object. But once the product 
is produced, its price is determined by the costs necessarily incurred in 
reproducing it. And reproduction costs fall steadily and at a speed propor
tionate to the current state of industrialization. Hence the law of the continuous 
depreciation of capital value itself, through which the law des rents and of in
terest, which would otherwise lead to absurdity, is nullified. This also explains 
the thesis you yourself put forward that no factory covers its production costs 
(Marx and Engels 1982a, 424). 

Again, in Capital, he wrote, 

The value of machinery, etc., falls... because it can be reproduced more 
cheaply. This is one of the reasons why large enterprises frequently do not 
flourish until they pass into other hands, i.e., after their first proprietors have 
been bankrupted, and their successors, who buy them cheaply, therefore begin 
from the outset with a smaller outlay of capital (Marx 1967:3, 114). 

Indeed, Marx's concern with reproduction costs was longstanding. In his 
Poverty of Philosophy, Marx found support for his concept of devalori
zation in the words of Ricardo, who had written in his Principles; "by 
constantly increasing the facility of production, we constantly diminish 
the value of some of the commodities before produced" (Ricardo 
1951-73;!, ch. 20,274; cited in Marx 1963,65). Almost two decades later, 
Marx again picked up the threads of the argument, which has been 
recently revived by Baumol and Willig (1981). He wrote to Engels, 

More than 20 years ago I made the assertion that in our present society no instru
ment of production exists which can last 60 to 100 years, no factory, no building, 
etc. which by the end of its existence has covered the cost of its production. I still 
think that one way and another this is perfectly true (Marx to Engels, November 
19, 1869; in Marx and Engels 1942, 270; see also Marx 1963, 65). 

The notion of devalorization occurs in the first volume of Capital (Marx 
1977, 754). Elsewhere in the book, he cited Babbage's example of the 
frames for making patent net (Marx 1977, 528; Babbage 1835, 286). A 
machine that sold for 1,200 pounds a few years before, according to 
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Babbage, cost only 60 pounds. Babbage claimed that "the im
provements succeeded each other so rapidly that machines which had 
never been finished were abandoned in the hands of their makers, 
because new improvements had superseded their utility" (Babbage 
1835, 286). His rule of thumb was that the cost of an original machine 
was roughly five times the cost of a duplicate (ibid. 266). 

The devalorization of capital must be squared with the concept of 
the accumulation of capital. Capital accumulates in the sense that over 
time the mass of capital is more effective than it had been in the past. 
A plow turns more soil than a spade, but a plow today need not have 
more value than a spade once did. 

In effect, when capital has at its disposal a constant mass of unpaid 
labor, the value of the capital stock is adjusted to maintain the 
constancy of the value of the total product.8 In this respect Marx 
wrote, "The comparison of value in one period with the value of the 
same commodities in a later period is no scholastic illusion..., but 
rather forms the fundamental principle of the circulation process of 
capital" (Marx 1963-71:2, 495). Consequently, the accumulated mass of 
producers' goods does not necessarily drag down the rate of profit. In
stead, a continual devalorization of capital offsets such a tendency (see 
Marx 1973, 443f; 1963-71:2, 494ff). 

THE PRIMITIVE ACCUMULATION OF CAPITAL 

If, then, the value of capital in our example does not increase, how 
does it come about in fact that a portion of past labor, dead labor, came 
to be cystallized as value? The answer to this question revolves around 
primitive accumulation. In general, classical political economy avoided 
that matter. As Marx observed, "Political economy confuses, on 
principle, two different kinds of private property, one of which rests on 
the labour of the producer himself, and the other on the exploitation of 
the labour of others. It forgets that the latter is not only the direct an
tithesis of the former, but grows on the former's tomb and nowhere 
else" (Marx 1977, 930). Because of this confusion, classical political 
economy never recognized the contradiction between the representa
tion in terms of coexisting labor when describing simple commodity 
production and the representation in terms of antecedent labor when 
treating capitalist commodity production (see A. Smith 1776, 47).8 

Marx, who attempted to create the fullest possible analysis of the 
logic of capital, necessarily began where the classics left off, with the 
vision of antecedent labor. As I mentioned above, he adhered to this 
framework throughout most of volume 1 of Capital. Now we can be 
more specific about one qualification to this last remark. 
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The capital accumulated through primitive accumulation is the pro
duct of activity that classical political economy described as coexisting 
labor and not the product of capital. The fruits of this accumulation, 
although not originally produced as value, have values forcibly applied 
to them by their owners.7 Thus Marx wrote, "If we think back to the 
beginnings of society we find no produced means of production, hence 
no constant capital" (Marx 1967:3,847). How then does constant capital 
come into existence? Workers cut off from their means of production 
stand in need of their masters who demand a remuneration (value) in 
return for the productivity of things that they own: 

Money neither created nor stockpiled these . . . instruments of labour. Money 
wealth neither invented nor fabricated the spinning wheel and the loom. But, 
once unbound from their land and soil, spinner and weaver came under the com
mand of money wealth. Capital proper does nothing but bring together the 
mass of hands and instruments which it finds on hand It agglomerates them 
under its command. That is its real stockpiling; the stockpiling of workers 
(Marx 1973, 507-8). 

Here is the source of embodied labor that was crystallized into value. 
In summary, capital as value originally derives from the process of 

primitive accumulation. The accumulation process that multiplies the 
amount of means of production on hand does not increase value di
rectly. It will, however, intensify the amount of value produced since it 
facilitates the extension of commodity production into realms of 
human activity that had not been directly involved in market relations. 
Spatially, commodity production conquers precapitalistic societies (see 
Perelman 1983). Temporally, the activities of the household in capital
ist society come to be dominated by commodity relations as the degree 
of self-sufficiency declines. Consequently, capital does expand. The 
source of this expansion was clearly understood by Marx, for whom 
"Accumulation of capital is . . . multiplication of the proletariat" (Marx 
1977, 764). 

NOTES 

1. This distinction lies at the heart of the problematic of Sir James Steuart 
(1966; also see Perelman 1983). 

2. We find the same example in Clark's attack on the Austrian theory of 
capital (J. B. Clark 1895, 268). 

3. We would have to choose a scale of operations for each firm so that the 
labor requirements in both cases are identical. 

4. The distinction between production and reproduction figured heavily in 
the controversies surrounding the Austrian school. For Hayek, "The essential 
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characteristic of capital... is that it needs replacement The important 
thing is not that capital has been produced but that it (or some equivalent) has 
to be reproduced" (von Hayek 1941,87-8; see also Georgescu-Roegen 1971,229). 
Knight set out to refute "the 'fallacy' that the reproduction of instruments of 
any kind can be considered as an economic production" (Knight 1934, 280). 

5. The idea of capital as a pool of value that is unchanged by the material 
form it takes reappears in the work of John Bates Clark in his attack on the 
Austrian theory of capital (Clark 1899). Whereas the Austrians, with their em
phasis on waiting, reflected the point of view of the rentier, the Anglo-
American school, of which Bukharin saw Clark as the leader, represented the 
point of view of finance capital (Bukharin 1972, 26-31). 

6. Keynesian analysis attempts to stabilize the economy artificially by main
taining a high level of effective demand, thereby reducing the competitive 
pressures that lead to the devalorization of capital. By protecting "fictitious 
values," such policies require that a larger and larger amount of surplus-value 
be used to maintain a given rate of profit. Thus, less remains for the rest of 
society. Such pressures represent a major contradiction of Keynesian policies. I 
will treat this matter in more detail in the final chapter. 

7. "Labour creates capital before capital employs labour" (Wakefield 1834, 
255). "Labour is prior to, and independent of capital. Capital is only the fruit of 
labour, and could never have existed if labour had not first existed" (Lincoln 
1861, 52; see also Lincoln 1859, 478). The same idea also appears in Henry 
George (1962, 23-4). 



6 

FICTITIOUS CAPITAL AND 
CRISIS THEORY 

INTRODUCTION 

Marx's theory of fictitious capital ties together the real and the 
monetary threads of his crisis theory. Despite the admitted gaps in 
Marx's incomplete analysis of fictitious capital, it represents an enor
mously valuable contribution. This enormously suggestive analysis 
serves as a corrective for some of the rather widely circulated, one
sided treatments of Marx's crisis theory. Moreover, it represents a 
remarkable anticipation of much of the recent mainstream macro-
economic work on the role of asset values. 

Engels must have believed that Marx attributed substantial impor
tance to the theory of fictitious capital. He laboriously collected a mass 
of Marx's obviously unfinished writings on fictitious capital into a 
separate chapter of the third volume of Capital. This chapter leaves lit
tle doubt that Marx had intended this subject to be an important com
ponent of the crisis theory that he was attempting to fashion. In con
trast to Marx's strong interest in the concept of fictitious capital, his 
readers have largely ignored the subject, perhaps because Marx had 
not progressed very far with this analysis. 

Marx never gave a precise definition to the concept of fictitious 
capital, any more than he explicitly defined abstract labor, value, or 
any of his other categories. For Marx, such concepts were to be under
stood in terms of their dialectical interrelationship with the whole 
body of analysis that he offered. In his words, they are "a rich totality 
of many determinations and relations" (Marx 1973, 100). 

This practice allowed Marx's readers to suggest a number of con
tradictory explanations of his concepts. As Pareto complained in a 

170 
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previous citation, "Marx's words are like bats: one can see in them 
both birds and mice" (Pareto 1902:2, 332; paraphrased by Oilman 1971, 
3). 

No doubt, should the notion of fictitious capital come under more 
general scrutiny, it too would be given numerous interpretations. Let 
me merely say at this point that fictitious capital is basically the 
capitalization of future earnings (see Hilferding 1910,141,150), but this 
definition is far from exhaustive. 

Fictitious capital is important because it deflects value relationships 
from what they might have been if they had been formed in an abstract 
system resembling perfect competition. In a more concrete situation, 
these value relations are disturbed by the action of credit, speculation, 
and restrictive business practices. 

Because Marx left so much of this work unfinished, it remains for us 
to reconstruct much of this analysis. That task will necessarily be 
somewhat circuitous, but the resulting contribution to the understand
ing of crisis theory will more than justify the effort. 

My reconstruction of Marx's theory of fictitious capital follows the 
method that Marx used in Capital. Recall that he subtitled the first 
volume of Capital, "A Critique of Political Economy." Earlier, he had 
specifically referred to his work in political economy as a "critique of 
the economic categories" (Marx to Lassalle, February 22, 1858, in 
Marx and Engels 1975c, 96). This reconstruction builds upon Marx's 
more or less complete analysis of the more familiar categories of 
classical political economy. Thus it requires a brief overview of Marx's 
method. 

Consider how Marx generally developed his analysis of the cate
gories of political economy. His presentation of the contradictory 
nature of these categories was predicated on the previous work of 
classical political economy. Originally, these notions began as "chaotic 
conception^]" (Marx 1977, 100). For the most part, classical political 
economy achieved a degree of coherence by submerging the contradic
tory tensions inherent in such categories. It managed to "have in
vestigated the real internal framework of bourgeois relations of pro
duction, . . .to reduce the various fixed and mutually alien forms of 
wealth to their inner unity" (Marx 1963-71:3, 500; Marx 1977,174-5n). 

Marx, by contrast, explicitly took these contradictory forces into ac
count. By incorporating such contradictions into his system, he discov
ered a richer level of analysis, with a more encompassing universe of 
coherence. 

Classical political economy produced a static, or a smoothly develop
ing world view. Marx's created a theoretical analysis that allowed for 
and even emphasized convulsive changes that were part of an intricate 
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but comprehensible system that included the general economic laws of 
motion. These forces that Marx studied propelled society from one 
system of social organization to another. 

These economic laws of motion characterized both society and the 
categories of political economy. The direction of this motion was two-
dimensional: logical and historical. Logically, each category developed 
out of more abstract categories. According to this approach, histori
cally, the most abstract categories took effect before the more con
crete ones. Thus, Marx noted, "it is quite appropriate to regard the 
values of commodities as not only theoretically but also historically 
prius to the prices of production" (Marx 1967:3, 177). 

I believe that Marx was in the process of extending this same sort of 
analysis to the category of fictitious capital. Given the unfinished state 
of his study of this subject, one can only infer the final shape of his in
tended presentation of fictitious capital. Based on the pattern of his 
more finished work, I believe that, logically, fictitious capital would 
have been presented as an extension of the price system. Historically, 
he would have treated it as emerging once credit becomes accepted as 
a supplement to commodity money (gold). 

The reconstruction of this process is complicated by the history of 
the analysis of fictitious capital within the literature of classical 
political economy. Unlike categories such as wages, rent, or profits, fic
titious capital had been inadequately processed by classical political 
economy. In fact, that category had never even achieved the status of 
an abstract category by classical political economy. 

Instead of a well-defined body of analysis, Marx was left with a jum
ble of conflicting perspectives. Thus, for the study of fictitious capital 
he could not rely on the prior work of classical political economy. He 
had to make sense out of an amorphous mass of observations concern
ing fictitious capital. In addition, Marx himself had only belatedly 
recognized the importance of this category. 

A final difficulty in analyzing Marx's study of fictitious capital con
cerns the sequence of study of such material. Marx himself had noted, 
"the method of presentation must differ in form from that of inquiry" 
(Marx 1977,102). Much of Marx's work on fictitious capital had not pro
gressed beyond the stage of inquiry. It remains raw and tentative. 

So far, after asserting the value of studying Marx's analysis of fic
titious capital, I have given what may seem to be a rather bleak ap
praisal of the prospects of such a study. Here is a category, not even 
recognized as such by classical political economy —a category that 
Marx had only begun to study. Could a review of such work ever be 
more than a Talmudic search for a few obscure phrases? 
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Indeed, with the work of most writers, not much more could be ex
pected. Fortunately, Marx is an exception. Because of the nature of his 
Hegelian method of presentation, one can extrapolate from his earlier 
work to get a partial understanding of what might be expected to have 
evolved had he been able to give more study to the category of fic
titious capital. 

To be sure, his analysis was somewhat sketchy, but it is highly sug
gestive. Even more fortunately, Marx frequently salted his notes on 
credit and fictitious capital with a number of very explicit passages, 
containing extraordinary insights concerning the nature of fictitious 
capital. In short, despite the obvious limitations of such material, it re
mains unsurpassed. 

Before presenting what Marx wrote about the subject of fictitious 
capital, I offer a brief survey of the previous use of the term, "fictitious 
capital." It appears formless and contradictory, but no more so than 
what was written about, say profit, before that category was subjected 
to a more thorough analysis by classical political economy. After 
reviewing this material, I hope that you can appreciate the challenge 
Marx faced in developing his analysis of fictitious capital. 

FICTITIOUS CAPITAL 

[TJrade is like gaming. If a whole company are gamesters, play must 
cease; for there is nothing to be won. 

Samuel Johnson (1773 cited in Boswell 1786:5 231-2) 

The expression "fictitious capital" has a long and varied history. Ac
cording to Barry Gordon, "the term was used quite frequently,... [but] 
rarely . . . with any precision. At root, it probably meant the ability to 
contract debts without the backing of any realizable physical assets" 
(Gordon 1976, 204). In fact, the term seems to have been applied to any 
type of credit that met with the disapproval of whomever used the 
term. Over and above this common thread, the diverse references con
tain many contradictory messages. I shall now review some of them. 

Fictitious Capital Supposedly Encourages 
Individualistic Behavior 

The earliest reference to fictitious capital that I have found comes 
from an anonymous writer during the South Sea bubble crisis of the 
early eighteenth century, commenting on the subject of the specu
lative fervor of the time: 



174 Marx's Crises Theory 

The additional rise above the true capital will only be imaginary; one added to 
one, by any stretch of vulgar arithmetic will never make three and a half, conse
quently all fictitious value must be a loss to some person or other first or last. 
The only way to prevent it to oneself must be to sell out betimes, and so let the 
Devil take hindmost (cited in Carswell 1960, 120). 

This approach was common among the early mercantilists: "For them, 
money was . . . sometimes regarded as artificial wealth as distinct from 
the natural wealth" (Heckscher 1955:2, 200). 

Fictitious Capital Represents 
Intervention in the Market 

In a somewhat similar vein, Cantillon, an active opponent of John 
Law's speculative ventures in France, wrote, "fictitious and imaginary 
money would have the same drawbacks as an increase in the real money 
in circulation, increasing the prices of land and labor and making goods 
and manufactures dearer . . . but this covert abundance vanishes at the 
first hint of discredit, and precipitates disorder" (Cantillon 1755, 343). 

In contrast to Cantillon, who used the concept of fictitious values to 
argue against the abuses of paper money, Hume took up the phrase 
"fictitious value" to criticize Locke's hard money stance. Thus, he in
troduced his argument with the words, "money, being chiefly a fic
titious value...." (Hume 1752a, 321). 

Fictitious Value Supposedly Represents 
an Unjustified Reward 

The idea of fictitious capital was also used to convey a crude version 
of the labor theory of value. This version of the concept of fictitious 
capital was employed for contradictory reasons. Some opposed the use 
of credit since it threatened the established way of life. Such people 
protested that the gains from fictitious capital allowed moneyed in
terests to reap rewards without a corresponding expenditure of labor. 
For such authors, the term "labor" referred to the activities of almost 
everybody other than those who profited from extending credit. The 
most eloquent representative of this perspective was John Taylor of 
Caroline, a brooding Virginia planter of the early nineteenth century. 
For Taylor, "Gain can never arise out of nothing because it is substan
tial. It must therefore be the product of labour, and labour only" 
(Taylor 1794, 10). He roared out at the moneyed interests, 

Mankind have suffered nearly as much from confounding natural with fictitious 
property as from confounding legitimate and fictitious power If the fruit of 
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labour is private property, can stealing this fruit from labour, also make private 
property ...? Tyths and stocks, invented to take away private property, are as 
correctly called private property, as a guillotine could be called a head (Taylor 
1814, 259). 

I might also suggest here that the similarity between the rhetoric of 
Taylor, an arch-conservative, and the so-called Ricardian socialists 
would make an excellent subject for further study. For example, Bray 
insisted that money is "no more than a representative of real 
capital —a t h i n g . . . standing in the place of houses, implements, or 
food" (Bray 1839, 141). The pseudonymous Piercy Ravenstone, while 
not explicitly using the term "fictitious capital," showed how it could 
be given another turn. He declared that capital had "none but a 
metaphysical existence" and an "imaginary nature" (Ravenstone 1825, 
293, 355). Conscious of the ideological importance of his attack on the 
concept of capital, he observed, 

To teach that the wealth and power of a nation depend upon its capital, is to 
make industry ancillary to riches and to make men subservient to property 

It is this growth of property, this greater ability to maintain idle men, and un
productive industry, that in political economy is called capital. But this increase 
of capital may be without any addition to a nation's wealth (Ravenstone 1825,7). 

The English working-class press in the 1830s took up this approach 
to fictitious capital. According to the working-class press, money 
created a fictitious capital (Thompson 1984, p. 142). For example, 
Bronterre O'Brien declared to the readers of the Poor Mans Guardian 
that he believed "Capital, in the money sense of the word [to b e ] . . . a 
fiction and a fraud. It is not wealth, but the means of abstracting 
wealth for others. It is but an instrument in the hands of certain 
classes, by virtue of which, these classes contrive to appropriate to 
themselves the real capital of the country at the expense of those who 
produced it" (cited in Thompson 1984, 143). Indeed, the previous year 
the same paper insisted, "labour, not capital much less fictitious 
capital, is the source of wealth" (cited in Thompson 1984, 147). In the 
United States as well, workers attacked the "manipulators of 'fic
titious capital'" (Wilenz 1984). 

Fictitious Capital is Capital Applied 
to Unproductive Purposes 

The concept of fictitious capital was used to evoke a financial 
equivalent to the distinction between productive and unproductive 
labor. For example, Henry Thornton noted, 
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The interest which traders have in being always possessed of a number of 
notes and bills, has naturally led to a great multiplication of them; and not only 
to the multiplication of notes given for goods sold, or of regular bills of ex
change, but to the creation of numerous other notes and bills. Of these, some 
are termed notes and bills of accommodation: and the term fictitious is often ap
plied to them. 

. . . the principal motive for fabricating what must here be called the real 
note, that is, the note drawn in consequence of a real sale of goods, is the wish to 
have the means of turning it into money A fictitious note, or note of accom
modation, is a note drawn for the same purpose of being discounted; though it is 
not also sanctioned by the circumstance of having been drawn in consequence of 
an actual sale of goods. 

"Real notes," it is sometimes said, "represent actual property. There are ac
tual notes in existence, which are the counterpart to every real note. Notes 
which are not drawn in consequence of a sale of goods are a species of false 
wealth by which a nation is deceived. These supply only an imaginary capital; 
the others indicate one that is real." (Thornton 1802, 154-5). 

This perspective was almost the reverse of Taylor's. Credit was 
acceptable only in so far as it facilitated the earning of profit. This turn 
of the concept of fictitious capital paralleled the abandonment of the 
crude labor theory of value espoused by the mercantilists, the tradi
tionalists such as Taylor, and the Ricardian socialists such as 
Ravenstone. 

Adam Smith represented a transition in this process of reinter
preting the concept of fictitious capital. He maintained the labor 
theory of value in part of his work, but he also espoused another 
theory in which value was determined by the monetary rewards of 
the three factors of production. According to that newer conception 
of the world, labor was important, but that which facilitated its 
employment (i.e., capital, capitalists, and credit) also merited a re
ward. 

Smith's theory of productive labor was an important component of 
his alternative theory of value since it emphasized the role of those 
who determined the employment of labor rather than the laborers 
themselves. In Smith's world, both unproductive labor and fictitious 
bills were more commonly employed by the gentry than the middle 
class. Just as labor hired by those intent on earning a profit was 
regarded as productive labor, bills drawn to finance profitable 
business were termed real bills. Credit extended to earn a profit was 
deemed acceptable; so was labor employed for the same purpose. The 
sort of credit used by the gentry, as well as the use of labor employed 
by the gentry, was judged to be detrimental to society. 
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Fictitious Capital Supposedly Heightens the Abuse of Credit 

Despite its obvious benefits, Smith held that credit had to be used 
with caution. He allowed that even the middle classes might abuse it. 
Thus, he also used the idea of fictitious capital to refer to dishonesty in 
obtaining credit. For example, in The Wealth of Nations, he con
demned the practice of two parties taking out bills on each other so 
that each could discount them with a bank, with the intention of repay
ing their debts with a new set of bills: 

This payment... was altogether fictitious.... [Sometimes] the same two per
sons do not constantly draw and redraw upon one another, but occasionally run 
the round of a great circle of projectors, who find it for their interest to assist 
one another in this method of raising money, and render it, upon that account, 
as difficult as possible to distinguish between a real and a fictitious bill of ex
change (A. Smith 1776: bk. 2, ch. 2, 296). 

Significantly, the origin of the term "real bills" is found in this discus
sion (ibid., 288). 

Thus, for Smith the use of credit required the utmost caution. Good 
credit had to be distinguished from bad credit. In an apt analogy, 
Smith described the economy as "suspended upon the Daedalian wings 
of paper money, as when they travel about upon the solid ground of 
gold and silver" (A. Smith 1776, 305). 

In fact, Smith's concern with the possibility of speculative excesses 
was so strong that he even appeared to be ready to countenance limits 
on interest to restrict the use of credit for speculative purposes (A. 
Smith 1776, 339). He reasoned that with a ceiling on interest, specu
lative borrowers who would otherwise attract money by paying higher 
rates would be excluded from the credit markets. 

Fictitious Capital Highlights the Distinction 
between the Real and Monetary Sectors 

Ricardo used the expression "fictitious capital" in still another 
sense. Unlike Thornton, who used the term to refer to the backing of 
credit, Ricardo applied the expression "fictitious capital" to 
distinguish monetary from real phenomena. He suggested that purely 
monetary phenomena would have no effect on real economic magni
tudes, at least in the long run (for an exception to his practice, see Carr 
and Ahiakpor 1982; Ahiakpor 1985). Consider the occasion when 
Ricardo was asked by a questioner from the House of Lords Commit
tee on Resumption of Cash Payments, "State what in your Opinion is 
the difference between that State of Things, in which a Stimulus is 
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given by fictitious Capital arising from an Over-abundance of Paper in 
Circulation, and that which results from the regular Operation of real 
Capital Employed in Production?" (cited in Ricardo 1951-73: 3-5, 
445-6). He responded, "I believe that on this Subject I differ from most 
other People. I do not think that any Stimulus is given to production by 
the Use of fictitious Capital, as it is called" (ibid.). Ricardo's use of the 
term "fictitious capital" was common during the parliamentary de
bates surrounding the resumption of payments in 1819. A similar inter
pretation was repeatedly articulated by the prime minister, Lord 
Liverpool during the following decade, although the frequency of the 
use of the expression dropped off sharply from the mid-1820s (see 
Gordon 1979, 126; Gordon 1983; Hilton 1977, 61, 96-7). However, even 
today, some writers hold that Ricardo's position is more correct than 
the modern theories that seek to manipulate the economy by affecting 
monetary variables (see Barro 1974; also Ricardo 1951-73:1 ch. 17). In 
this sense, and perhaps in this sense alone, the putative New Classical 
Economists deserve the name that they have adopted. 

Say did not explicitly address the category of fictitious capital, 
although he did describe the payment of foreign debts by bills of ex
change in a similar vein as a "fictitious mode of payment" (Say 1821, 
266). He added, "But this is a mere delusion. A bill of exchange has no 
intrinsic value Bills of exchange are a mere representative of sums 
due There is, indeed, a species of bills, called by commercial men, 
accommodation-paper, which actually represents no value" (ibid., 
266-7). Say also observed that "the real interest of a government is, to 
look not to fictitious, disgraceful, and destructive resources, but to 
such as are really productive and inexhaustible," referring to Steuart's 
notion that governments will attempt to manipulate money supply to 
increase their ability to command resources (Say 1821, 238; Steuart 
1767:2, 306). 

Fictitious Capital Supposedly Stimulates Accumulation 

In contrast to Ricardianism, another tradition held that the ability 
to create debt could have a profoundly constructive impact on society. 
This possibility greatly appealed to the early eighteenth century, 
when society was struck with the mysteries of banking. In the words 
of William Paterson, the inspiration of the Bank of England, "The bank 
hath benefit of all the interest on all moneys which it creates out of 
nothing" (cited in Hollis 1975, 30; emphasis added). The beneficial al
effects of debt also cropped up in a discussion in 1716 between Abbe 
Dubois, former tutor to the French regent, Phillippe, and James 
Stanhope, the chief minister and secretary of state of England. Dubois 
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argued that the French king was the most powerful ruler because "he 
owns all the land in the kingdom." Stanhope countered that the 
English king had the advantage because the English national debt 
was capable of almost unlimited expansion (cited in Carswell 1960, 
71-2). Similarly, Montesquieu observed that access to public credit 
had allowed England "to undertake things above its natural strength, 
and employ against its enemies immense sums of fictitious riches, 
which the credit and nature of the government may render real" 
(Montesquieu 1748:1, 310). 

This belief that an increase in the stock of debt could have a 
beneficial effect was especially frequent in the United States, where 
complaints of a shortage of specie were commonplace. Perhaps the 
most famous exponent of this idea was Alexander Hamilton, who 
claimed, "there is a species of Capital actually existing within the 
United States which relieves from all inquietude on the score of a want 
of Capital-This is the funded debt" (Hamilton 1791, 277). This idea 
was later taken up by Malthus, who speculated, 

It is, I know, generally thought that all would be well, if we could but be re
lieved from the heavy burden of our debt and yet I feel perfectly convinced 
that, if a sponge could be applied to it to-morrow, and we could put out of our 
consideration the poverty and misery of the public creditors, by supposing 
them to be supported in some other country, the rest of the society, as a nation, 
instead of being enriched, would be impoverished. (Malthus 1820, 486). 

Fictitious Capital Supposedly Impedes Capital Accumulation 

One of the most trenchant discussions of fictitious capital prior to 
Marx is found in the anonymous pamphlet, The Source and Remedy of 
the National Difficulties (anon. 1821), apparently written by Charles 
Wentworth Dilke (see Dilke 1875,14-15). Marx began his own chapter 
devoted to the so-called Ricardian socialists with a discussion of this 
work (Marx 1963-71:3, ch. 21). Although Marx regarded the work fa
vorably, he remarked that the "pamphlet is no theoretical treatise" 
and that "the author remains a captive of the economic categories as 
he finds them" (ibid., 254). However, Marx seemed to have taken no 
note of the pamphlet's treatment of fictitious capital. This silence may 
suggest that Marx had not yet learned to appreciate the importance of 
that category. 

In the tradition of the Ricardian socialists, the author of the 
pamphlet associated the existence of fictitious capital with unproduc
tive labor. He differed from that school in one important respect, 
interpreting fictitious capital more in an economic than a moral sense. 
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He believed that fictitious capital was responsible for "misdirecting" 
the labor of society and interfering with the accumulation process 
(anon. 1821, 8). 

The pamphlet contains a more important economic analysis of fic
titious capital that is quite modern concerning fiscal policy. The author 
argued that the natural increase of capital should result in a fall in its 
reward. This effect is the result of a diminution in the value of capital, 
what Marx later termed "devalorization": "The natural consequence of 
an increased capital I have shown to be its decreased value" (anon. 
1821, 22). This natural tendency toward devalorization was forestalled 
by military actions that consumed much capital (ibid., 24). The author 
then poses the paradox, "Well then, . . . if the capital were destroyed as 
it was created how could the capital increase?... Capital did not in
crease actually..., but it did increase nominally " (ibid.) In other 
words, the national debt functioned as capital by drawing upon the 
surplus that labor produced. In other words, "the capital is gone but 
the interest remains in perpetuity All the false capital then that 
was created during the last thirty years was an available source of 
revenue " (anon. 1821,24,30). This drain on the surplus was not felt dur
ing the war. The funds spent by the government flowed back into 
society (ibid., 30-1). The author traces "the origin of our difficulties . . . 
[to] the increase of capital, real or fictitious, without the natural and 
necessary decrease in the interest to be paid for its use" (anon. 1821, 
35). The appropriate remedy is "to reduce the capital by getting rid of 
the fictitious capital altogether, and leaving as far as practicable the 
new made capital to accumulate" (anon. 1821, 35). Apparently, the 
author assumed that fictitious capital could be associated with any sort 
of asset. For example, according to this pamphlet the corn laws were 
also said to have created "false capital" in land (ibid., 36). Consequent
ly, the "permanent reduction of rental" through elimination of the 
Corn Laws would also be "a reduction in capital" (ibid., 38). 

The distinction between the divergent paths of real and nominal 
capital, which lies at the heart of this pamphlet, come tantalizingly 
close to Marx's conception of fictitious capital. Considering that Marx 
began the section on the authors now known as Ricardian socialists 
with this work, his interest in this pamphlet probably centered on its 
clear exposition of the labor theory of value. 

This achievement alone would have been sufficient to merit a contin
uing interest in The Source. That the development of the concept of fic
titious capital in this pamphlet was so advanced makes the continuing 
neglect of this work a mystery, as well as a loss for students of political 
economy. 
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Sismondi's Treatment of Fictitious Capital 

The most complex treatment of fictitious capital prior to Marx is 
found in the work of Sismondi. In truth, Sismondi never actually used 
the term, "fictitious capital." Nor is it clear that he was consciously lo
cating his work in the tradition of those who wrote about fictitious cap
ital. However, he did write about what he called "immaterial capital," 
the subject of the final chapter of his Etudes (Sismondi 1837-38). 

I find Sismondi's expression "immaterial capital" to be more de
scriptive than the more traditional "fictitious capital." In other 
respects, Sismondi's language lacks precision. To show the intimate 
connection between the terms "value," "exchange value," and 
"capital," Sismondi often refers to all three concepts as "value," rely
ing on the context to clarify his meaning. 

For the most part, this practice does not present any difficulties. 
The social context is generally clear because of the manner in which it 
is bound up with Sismondi's critique of what he called "commercial 
society." For Sismondi, value originally meant embodied labor values. 
With the rise of commercial society, use value becomes capital and 
value becomes exchange value. 

In this vein, Sismondi concluded that "value is a commercial idea" or 
"a social idea" (Sismondi 1837-38:2, 273, 263). But Sismondi had little 
use for the society that created this value form. Some have assumed 
that he wanted to go back to a more primitive society, but he denied 
that he preferred that course (see Weiller 1971, 33-4). He wanted the 
technological advantages of modern society without its deprivations 
(Sismondi 1827, 356-57). 

In effect, Sismondi set out to show that the economic calculations 
common to capitalist society were an unnatural method for organiz
ing society. In traditional societies, value represented the quantity of 
labor embodied in commodities. Once commerce takes hold, profound 
changes occur. In a passage, echoing the discussion between Stan
hope and the Abbe Dubois, Sismondi rhetorically asked, "Where then 
is the wealth of the people who are without a doubt the richest in the 
universe. The rich Englishman, the rich of all mercantile and in
dustrial nations will respond to you in opening up his wallet" 
(Sismondi 1837-38:2, 309). Under the capitalist organization of socie
ty, "The entire national fortune, in the eyes of commerce, is itself 
trust; considered abstractly, it is the exchange value of everything, 
which forms the capital of each individual, as well as of the nation" 
(ibid.:2, 300). And what is credit? Sismondi interpreted this "capitali
zation of the future" (ibid.:2, 311) as "an exchange of a reality against a 
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hope It disposes over the future and it gives it the past in ex
change" (ibid.:2, 310-11). In the process, "value detaches itself from 
that of [the commodity]... it has created" (Sismondi 1827, 111). 
Sismondi was struck by this: "strange real movement of the chres-
matic, which have changed the largest part of the national riches into 
an immaterial property" (Sismondi 1837-38:2, 309). Sismondi, like the 
Ricardian socialists, concluded that under capitalism, exchange value 
or capital becomes "a metaphysical and insubstantial quantity" (Sismondi 
1827, 111; see also 97). I interpret this statement to be parallel to 
Marx's theory of fetishism. Once value becomes detached from labor 
values, people adopt a perspective that obscures the underlying real 
economic processes. Coordination becomes impossible. Instead, people 
are forced to rely on guesses about the future, which inevitably lead to 
rounds of boom and bust. 

FICTITIOUS CAPITAL: AN OVERVIEW 

In one sense, all early commentators on the subject of fictitious 
capital were unanimous. All agreed that the term "fictitious capital" 
implied a standard whereby bad, if not all, credit should be avoided. 
Even those who accepted some role for credit would agree with Sir 
James Steuart who noted, "Credit . . . must have a real, not an im
aginary object to support it" (Steuart 1767:3, 139), although opinions 
differed widely as to what exactly constituted a real or an imaginary 
object. Moreover, so long as knowledge of the future is imperfect, 
repayment of debts must remain in doubt. Why must the risk be less in 
loaning money to a small merchant than to a wealthy member of the 
gentry waiting for the rents to be paid? One need only recall the inter
minable debates over the classification of productive and unproductive 
labor to recognize the futility of attempting to create a universal 
standard for determining good credit. 

The contradictory discussions of fictitious capital can be reconciled, 
but only with a substantial effort. For example, fictitious capital, like 
credit, can both promote and impede capital accumulation, depending 
upon the state of the business cycle. By producing a more analytical 
category, that incorporates all the contradictory forces mentioned 
above, Marx could create a concept capable of expressing the complex 
dialectic of the interplay between the monetary and real sectors of 
development. 

The concept of fictitious capital has attracted relatively little notice 
among Marx's readers, with the exception of Hilferding. Although 
Hilferding titled one part of his book, "The Mobilization of Capital: Fic
titious Capital," his analysis of fictitious capital is not as useful as it 
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might be. Hilferding mostly treated fictitious capital as an aspect of 
finance capital, without integrating this analysis into Marx's theory of 
value (Hilferding 1910). Moreover, Hilferding ignored Marx's key 
observation that the operation of fictitious values tended to allow 
capital to behave as if it were independent of the underlying value 
system (see Harris 1985). 

One other author who may possibly have been influenced by Marx's 
concept of fictitious capital might be Dennis Holme Robertson. 
Robertson might seem to be an unlikely follower of Marx. He is usually 
identified as a critic of Keynes. In fact, his early work on business cycle 
theory began with Marx's theory of replacement cycles (Robertson 
1914,164). Later, Robertson gave more emphasis to financial forces. In 
changing his direction, Robertson used the term "Imaginary Capital" 
in a manner somewhat similar to Sismondi's immaterial capital 
(Robertson 1926, 40-5). 

THE EVOLUTION OF FICTITIOUS CAPITAL AS A 
CATEGORY OF MARXIAN POLITICAL ECONOMY 

The undisputed importance of the labor theory of value seems to 
have predisposed students of Marx to go no further than his metalist 
theory of money, at least until recently. 

Since money has both an exchange value and a value, like any other 
commodity, its analysis requires going beyond the assumption that all 
money is gold. As Schumpeter, who suffered from the usual misconcep
tion that Marx's theory was limited to a metalist conception of money, 
noted, this defect substantially "impaired . . . [his] analysis of money 
and credit" (Schumpeter 1954a, 700). Although Schumpeter was mis
taken regarding Marx, his verdict was appropriate for many of Marx's 
followers. 

In reality, Marx's theory of money and credit was far richer than 
Schumpeter and even most Marxists had realized. As Joseph Ricciardi 
pointed out already in 1850 in his Class Struggles in France, Marx 
realized that credit was a central factor in the upheavals that occurred 
in France in 1848 (see Ricciardi 1985; Marx 1850). Unfortunately, Marx 
was more suggestive than analytic at this stage. 

Only later did Marx integrate his analysis of credit into his economic 
theories. The lynch pin that connects this analysis with his theory of 
value is the notion of fictitious capital. This same concept allowed 
Marx to integrate both the real and the monetary dimensions of the 
economy into his crisis theory. 

Marx obviously recognized the importance of money. He had also 
understood that the evolution of the economy involved "[t]he historical 
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broadening and deepening of the phenomenon of exchange" (Marx 1977, 
181). Despite these early insights, after the publication of the first 
volume of Capital, Marx came to recognize that he had underestimated 
the importance of the financial sector. For example, he wrote in the 
third volume, "since 1865, when the book was written, a change has 
taken place which today assigns a considerably increased and constantly 
growing role to the stock exchange... so that the stock exchange 
becomes the most prominent representative of capitalist production 
itself (Marx 1967:3, 909). In this revision, the notion of fictitious capital 
would prove to be invaluable. In summary, prior to Marx, the concept of 
fictitious capital had been but a rudimentary category that had been 
used in many different and even contradictory senses. Nobody troubled 
to explore its theoretical implications. Most authors contented them
selves with following in the tradition of Thornton, who held that one 
must distinguish between good credit and bad credit, which earned the 
pejorative label "fictitious." Sismondi stands out as a major exception. 

A DIGRESSION 
ON SISMONDI 

Marx did not comment much about Sismondi's work. Despite the 
absence of an extended commentary, in all likelihood, Sismondi was an 
important inspiration for Marx in many respects (see Grossman 1924). 
Nonetheless, Marx's few scattered references to Sismondi in Capital, 
as well as in the Theories of Surplus Value give hints that Marx may 
have noticed Sismondi's theory of immaterial capital. 

Marx did cite Sismondi's notion of value detaching itself from labor 
values in his unpublished chapter of the first volume of Capital (Marx 
1977, 1001). This citation is especially interesting because it comes 
quite close to a key aspect of Marx's theory of fictitious capital. 

This citation is not exact. Marx had translated it into German. He 
had also incorporated his own ideas within the citation: "[Value] main
tains itself, endures, multiplies itself, detaches itself from the com
modity that has created it and remains, like a metaphysical and in
substantial quality, always in the possession of the producer (i.e., the 
capitalist)" (Marx 1977, 1001). In the original, value did not multiply 
itself; also it belonged to a cultivator, not a capitalist (Sismondi 1827, 
111). The inaccuracies are excusable. They come from Marx's private 
notes that he had left unpublished. They represent his impressions of 
the material rather than an exact scholarly citation. In this sense, they 
are more revealing than an exact citation would be. 

I note these differences because they suggest to me that Marx was 
actively incorporating Sismondi's ideas on immaterial capital into his 
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own thought processes, where they lay dormant until he was working 
on the third volume of Capital Indeed, in the first page of his first of 
three chapters on "Money-Capital and Real Capital," Marx cites 
Sismondi on "imaginary capital" (Marx 1967:3, 477). Perhaps more 
revealing is the fact that Marx repeatedly used the term "imaginary 
capital" rather than the expression "fictitious capital" in this section. 

MARX'S INITIAL TREATMENT 
OF FICTITIOUS CAPITAL 

Marx's interest in fictitious capital was not surprising. He always at
tributed great significance to financial affairs. From the first, Marx 
recognized that fictitious capital could be a very useful theoretical 
category for analyzing the effects of both speculation and the credit 
system, although he did not always utilize the notion of fictitious 
capital to its fullest. 

At times, Marx did little more than those less-inspired writers who 
preceded him, especially those writers who thought that the root of 
crises was wholly monetary. On some occasions, his remarks on fic
titious capital could sound downright superficial. For example, in 1856, 
he wrote to Engels, "Newspaper writing is now very burdensome, 
since in England itself nothing is happening, and the turn in economic 
relations is very unclear. The decisive factor here for the most part is 
stock swindling" (Marx to Engels, February 12, 1856 in Marx and 
Engels 1974:29, p. 151) In an article, "British Commerce and Finance," 
published in the Tribune in 1858, Marx explained to his readers in the 
United States about the nature of fictitious credit: 

For a system of fictitious credit to spring up, two parties are always requisite — bor
rowers and lenders. That the former party should at all times be eager to enrich 
themselves at other people's risk, seems so exceedingly simple a tendency that the 
opposite would bewilder our understanding. The question is rather how it happens, 
that among all modern industrial nations, people are caught, as it were by a 
periodical fit of parting with their property upon the most transparent delusions, 
and in spite of tremendous warnings repeated in decennial intervals. What are the 
social circumstances reproducing almost regularly, these seasons of general self-
delusion of overspeculation and fictitious credit? If they were at once traced out, 
we should arrive at a very plain alternative. Either they may be controlled by soci
ety, or they are inherent in the present system of production 

The facts dwelt upon by the Committee [Report of the Commercial Distress of 
1847], with a view to illustrate the system of fictitious credit, lack, of course, the in
terest of novelty. The system was in England carried on by a very simple 
machinery. The fictitious credit was created through the means of accommodation 
bills (Marx 1858, p. 33-4). 
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In 1860, Engels wrote to Marx that the Indian trade was "operating on 
fictitious value" (Engels to Marx, 26 January 1860; in Marx and Engels 
1985, p. 8). Even in the third volume of Capital, many of the extracts 
that Marx gathered on the subject of fictitious capital cited by Marx 
also stressed that bills of exchange were also liable to abuse and fraud 
(ibid., 408-13). Others more or less repeated the perspective of 
Thornton rather than the more advanced notions of Sismondi or even 
the author of the pamphlet, The Source (Marx 1967:3, ch. 25). 

Keep in mind that in his articles for the Tribune, Marx was writing 
to earn his income. Of course, he wanted his pieces to have an effect, 
but he never gave any indication that he was attempting to capture the 
subtle analysis of his political economy in these writings. Even in the 
case of the final volume of Capital, his work on fictitious capital re
mained in a very preliminary state. As Engels complained, 

"The greatest difficulty [in editing volume 3 of Capital] was presented by 
Part V which dealt with the most complicated subject in the entire volume [i.e., 
money, credit, and fictitious values]. And it was just at this point that Marx was 
overtaken by . . . serious attacks of illness. Here, then, was no finished draft, 
not even a scheme whose outlines might have been filled out, but only a begin
ning of an elaboration —often just a disorderly mass of notes, comments and ex
tracts (Marx 1967:3, 4). 

Whereas Engels edited the second volume of Capital in barely a year, 
the third volume took a full decade (King 1985). 

In short, in both his newspaper articles and even in the final volume 
of Capital, Marx may not have been as careful with these words as he 
would have been if he were consciously engaging in a finished theo
retical analysis. Marx's discussion of fictitious capital is quite exten
sive. Despite the unfinished state of this material, it is extremely valu
able, although when taken by itself it can give the false impression 
that crises are the result of purely financial phenomena. Yet, Marx 
clearly understood that to go no further than to observe that crises are 
bound up with speculative ferment would be tantamount to abandon
ing analysis before it develops beyond the level of appearances. Yet 
Marx left no doubts that his writings on financial matters were in
tended to be integrated into his previous studies of the production pro
cess. Engels appended a note to the third German edition of Capital 
concerning monetary crises. He observed, "The monetary crisis . . . a 
phase of every crisis, must be clearly distinguished from that particu
lar form of crisis, which is also called a monetary crisis, but which may 
be produced by itself as an independent phenomenon in such a way as 
to react only indirectly on industry and commerce. The pivot of these 
crises is to be found in moneyed capital" (Marx 1973,236). Nonetheless, 
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Marx still held that the fundamental forces responsible for the crisis 
are not monetary, but real. At some point, purely monetary changes 
cannot provide an adequate solution. Referring to a particular type of a 
credit crisis, Marx wrote: 

In a system of production, where the entire continuity of the reproduction pro
cess rests on credit, a crisis must obviously occur when credit suddenly ceases 
and only cash payments have validity. At first glance, therefore, the whole 
crisis seems to be merely a credit and money crisis. And in fact it is only a ques
tion of the convertibility of bills of exchange into money [although it affects real 
economic forces] The entire artificial system of forced expansion of the 
reproduction processes cannot, of course, be remedied [by the Bank of England 
adopting a policy to]. . . buy up all depreciated commodities at their old nominal 
values (Marx 1967:3, fn. 490). 

In a rare discussion of the relationship between crises and fictitious 
capital in the second volume of Capital, Marx noted, "Hence what ap
pears as a crisis on the money market is in reality an expression of ab
normal conditions in the very process of production and reproduction" 
(Marx 1967:2, 318). Unfortunately, Marx never managed to transform 
his scattered suggestions into a sustained and coherent theory of 
money and credit, let alone fictitious capital. Nonetheless, reading 
Marx's analysis of fictitious capital in light of what we now know of his 
method provides us with the germ of an important side of Marx's anal
ysis of the dynamic of political economy. 

FICTITIOUS CAPITAL AND SPECULATION 

Fictitious capital relates to the capitalization process (Marx 1967:3, 
466-7). Elsewhere, Marx identifies fictitious capital as "interest bear
ing paper," just before discussing securities as fictitious capital (ibid., 
493). In any case, fictitious capital is closely bound up with, but not 
identical to, speculation. For the present, I shall put off a fuller descrip
tion of fictitious capital, making no distinction between the fictitious 
capital and speculation. 

Marx had long understood the connection between the credit system 
and production. During the course of a boom period, the market value 
of financial assets comes to be based on excessively overoptimistic ex
pectations. In Marx's words, to some extent, investors take on debt 
based on "only a low [current] rate of profit on enterprise" because of 
anticipated "profit... partly speculative and prospective" (Marx 1967: 
3, 512; see also 467). He believed that especially with the extension of 
markets, which required more long distant trade, "the speculative ele
ment must thus more and more dominate transactions" (ibid., 481). 
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In addition, either because of inadequate information or poor judge
ment, investors commit their funds to projects of a "spurious char-
acter"(ibid., 493). For example, Marx remarked, "during the past 
year . . . the railways have been flourishing. In truth, railways keep up 
an appearance of prosperity by accumulating debts, increasing from 
day to day their capital account" (Marx to Danielson, April 10, 1879; 
reprinted in Marx and Engels 1975c, 297). He compared an earlier bout 
of railway speculation with the South Sea Bubble (Marx and Engels 
1850a, 338). In any case, speculation leads to what Minsky has called an 
increasingly fragile financial system, in which minor financial tremors 
can lead to bankruptcies. 

Moreover, the corporate form of business wherein ownership and 
management are separated allows those who control firms to use their 
position to their own advantage (Marx 1967:3, 441, 466, 407; also see 
Marx and Engels 1859,490-1). When a crisis appears, such peculations 
come to light. Commenting on this phenomenon, Marx wrote, 

The English railway system rolls on the same incline plane as the European 
Public Debt system. The ruling magnates amongst the different railway-nets 
directors contract not only—progressively— new loans in order to enlarge their 
network, i.e., the "territory," where they rule as absolute monarchs, but they 
enlarge their respective networks in order to have new pretexts for engaging 
in new loans which enable them to pay the interest due to the holder of obliga
tions, preferential shares, etc., and also from time to time to throw a sop to the 
much ill-used common share-holders in the shape of somewhat increased 
dividends. This pleasant method must one day or another terminate in an ugly 
catastrophe (Marx to Danielson, February 19,1881, in Marx and Engels 1975c 
316-17). 

Consequently, speculation was fuelled by a combination of excessive 
optimism, incorrect information, and outright fraud. Obviously, such 
speculation had significant ramifications that were not entirely con
fined to the sphere of circulation. More importantly, crises themselves 
were not merely monetary phenomena. 

TOWARD THE INTEGRATION OF 
PRODUCTION AND CIRCULATION 

Just about the same time as the publication of his article, "British 
Commerce and Finance," Marx was experiencing doubts about inter
preting crises in terms of purely monetary conditions. This sort of 
dissatisfaction with an analysis that was restricted to monetary 
phenomena seems to have led Marx to create his chapter on capital in 
the Grundrisse that presages the method later used in Capital. 
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Nonetheless, even in the Theories of Surplus Value, written in the 
early 1860s, Marx sometimes described crises in terms of the lack of 
coordination between purchase and sale. For example, in condemning 
economists for not facing up to the importance of crises, Marx lectured 
his readers, 

In the crises of the world market, the contradictions and antagonisms of 
bourgeois production are strikingly revealed. Instead of investigating the 
nature of the conflicting elements which erupt in the catastrophe, the 
apologists content themselves with denying the catastrophe itself and insisting 
in the face of their regular and periodic recurrence that if production were car
ried on according to the textbooks, crises would never occur. 

[PJurchase and sale . . . represent the unity of two processes, or rather the 
movement of one process through two opposite phases the independence of 
the two correlated aspects can only show itself forcibly, as a destructive pro
cess. It is just the crisis in which they assert their unity Thus the crisis 
manifests the unity of the two phases that have become independent of each 
other (Marx 1963-71:2, 500; see also 509). 

Marx used similar wording in Capital: "their unity violently makes 
itself felt by producing —a crisis" (Marx 1977, 209). This last citation is 
found in the third chapter, which is devoted to the subject of money. 
Despite the apparent association of crises and money, Marx under
stood that crises were not merely monetary phenomena. The analysis 
of monetary forces had to be gounded in the labor process. A few pages 
after the previous citation from Theories of Surplus Value, Marx noted 
cthe subject of the final chapter of his Etudes (Sismondi 1837-38). 
present itself as abstract, general social labour only through its aliena
tion" (ibid., 504). The above citation from Capital continued, "There is 
an antithesis, imminent in the commodity, between use value and 
value, between private labour which must simultaneously manifest 
itself as directly social labour . . . which simultaneously counts as 
merely abstract universal labour" (Marx 1977, 209). Time and again, 
Marx would discuss crises in monetary terms, only to drop a hint that 
monetary analysis alone was insufficient. 

How then should one transcend a purely monetary analysis of 
crises? Marx provided three legacies that were usually left uninte-
grated. First, he bequeathed his method to us. I have tried to show in 
Chapter 3 how most of the necessary analytical categories emerged in 
the process of extending his analysis of the commodity. To expand this 
method to include fictitious capital theoretically presents no substan
tial difficulties, except that political economy had not made advances 
in the theory of fictitious capital comparable to those for the more 
familiar concepts of that disipline. 
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Second, Marx made considerable progress in developing elements of 
an analysis of crises, which abstracted from the workings of the credit 
system. The reproduction schemes of the second volume represent a 
prime example of this sort of work. 

Finally, Marx left numerous pointers to what he seemed to consider 
the correct direction of a more complete analysis of crises would be, 
especially in part 5 of Capital, volume 3. This material is made all the 
more valuable when it is linked together with the analytical scaf
folding of the two previous points. 

MARX'S METHOD AND THE ANALYSIS 
OF FICTITIOUS CAPITAL 

Marx's method is particularly well suited to the analysis of fictitious 
capital, although one major change was required in this regard. Marx's 
usual practice was to build upon the work of classical political 
economy, which had developed theoretical categories of analysis. The 
classical political economists generally distilled the most important 
features of the capitalist economy into these categories, including con
tradictory forces of which even they were unaware. In the case of the 
notion of fictitious capital, no such groundwork had been laid. 

Not surprisingly, Marx often expressed discontent with much of 
what previously had been written on the subject of fictitious capital 
since it failed to integrate the notion of fictitious capital into the 
analysis of the process of production. Sometimes Marx dismissed such 
analysis of fictitious capital as vulgar (Marx 1967:3, p. 419). Elsewhere, 
he complained that "in this credit gibberish of the money-market all 
categories of political economy receive a different meaning and a dif
ferent form" (ibid., 496). Given this perspective, Marx warned: 

the analysis of the actual intrinsic relations of the capitalist process of produc
tion is a very complicated matter and very extensive; if it is a work of science to 
resolve the visible, merely external movement into the true intrinsic move
ment, it is self-evident that the conceptions which arise about the laws of pro
duction in the minds of agents of capitalist production and circulation will 
diverge drastically from these real laws and will merely be the conscious ex
pression of the visible movements. The conceptions of the merchant, 
stockbroker, and banker, are necessarily quite distorted (Marx 1967:3, 312-13). 

On one occasion, Marx even seemed to suggest that the category of fic
titious capital was in the process of experiencing the same sequence of 
metamorphoses as the more familiar categories of classical political 
economy had experienced earlier. In discussing the subject, he 
reflected upon the "conception . . . , transferred from the banker's of
fice to political economy" (ibid., 428). 
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In keeping with his analysis of the more abstract concepts of 
political economy, Marx could be expected to derive the concept of fic
titious capital from the same Hegelian logic that he had earlier applied 
to the concept of the commodity when beginning his analysis of the 
first chapter of Capital. In fact, Marx seems to have been adopting that 
very approach in order to develop the inherently contradictory nature 
of fictitious capital. 

This incorporation of new categories into his system of analysis was 
an important aspect of his theoretical method. These categories of 
political economy are not static vessels of analysis. They change as 
society develops. In Marx's words, "Conceptions which have some 
meaning on a less developed stage of capitalist production, become 
quite meaningless here" with the rise of joint stock companies and the 
growing importance of credit (Marx 1967:3, 439). Thus, as the possi
bilities of capitalist society become more realized, as credit, fictitious 
capital, and speculation take on more importance, the meaning of 
economic categories is correspondingly modified. In this regard, Marx 
remarked that, "economic categories appropriate to earlier modes of 
production acquire a new and specific historical character under the 
impact of capitalist production" (Marx 1977, 950). By the same token, 
on a theoretical plane, the introduction of new categories modifies the 
meaning of more basic categories. In this sense, the category of fic
titious capital represents an important addition to Marx's overall 
system of analysis. 

MARX'S THEORY OF MONETARY CRISES 

The second of Marx's legacies to which I refer above was his nonmone-
tary theory of crises, especially that found in his reproduction schemes. 
Given the understanding that this work represented, he was particularly 
well prepared to analyze phenomena that might appear to be strictly 
monetary, such as crises. To his credit, long before Capital appeared, 
Marx had seen through all the financial haze, realizing the primary im
portance of production. In an early article written even before his days 
with the Tribune, we read, "The crisis first breaks out in the field of 
speculation and only seizes hold of production later. Not over-production, 
but overspeculation, itself is only a symptom of over-production, 
therefore appears to the superficial view as the cause of the crisis" (Marx 
and Engels 1850c, 490; emphasis added). Marx's recognition that specula
tion was only a symptom was remarkably advanced. He was convinced 
that crises "must be regarded as the real concentration and forcible ad
justment of all the contradictions of bourgeois economy" (Marx 
1963-71:2, 510). He continued: 
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The individual factors, which are condensed in these crises must therefore 
emerge and must be described in each sphere of the bourgeois economy and the 
further we advance in our examination of the latter, the more aspects of this 
conflict must be traced on the one hand, and on the other hand it must be shown 
that its more abstract forms are recurring and are contained in the more con
crete forms 

The contradictions inherent in the circulation of commodities, which are fur
ther developed in the circulation of money reproduce themselves automatically, 
in capital, since developed circulation of commodities and of money, in fact, only 
takes place on the basis of capital. But now the further development of the 
potential crisis has to be traced —the real crisis can only be deduced from the 
real movement of capitalist production, competition and credit —in so far as 
crisis arises out of the special aspects of capital which are peculiar to it as 
capital" (Marx 1963-71:2, 510). 

Elsewhere, on a more general level, Marx explained "Within the value 
relation and the value expression included in it, the abstractly general 
counts not as a property of the concrete, sensibly real; but on the con
trary, the sensibly-concrete counts as the mere form of appearance or 
definite form of realization of the abstractly general" (Marx 1867, 
139-40; also cited in Fischer 1982, 31). This last statement is very im
portant methodologically. It suggests that any valid analysis demands 
careful consideration of the more abstract categories of political 
economy. 

Recall that Samuelson (1971) and Robinson (1967), who agreed on lit
tle else, both insisted that the concrete analysis of prices does away 
with the need to consider the underlying system of values. Their case 
might seem even stronger when it is applied to the analysis of fic
titious capital, a subject that at first appears to be wholly rooted in the 
sphere of prices. 

In reality, to carry out an analysis of fictitious capital without 
reference to values would do considerable violence to Marx's method. 
Marx was specifically warning against such a procedure in the above 
citation. By the same reasoning, speculative market prices must be 
understood in terms of the more abstract formation of normal prices, 
which requires, in turn, further consideration of the nature of the crea
tion of surplus-value. 

In making this connection between Marx's discussion of the financial 
dimensions of the economic system, Marx's historical judgement on 
the level of mercantilist political economy is very relevant. He wrote, 
"The real science of modern economy only begins when the theoretical 
analysis passes from the process of circulation to the process of pro
duction It is always the direct relationship of the owners of the 
conditions of production to the direct producers . . . which reveals the 
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innermost secret, the hidden basis of the entire social s t ructure" (Marx 
1967:3, 337, 791). Exchange and circulation are important. Indeed, Marx 
devoted his second volume of Capital to the subject, but, as Engels 
wrote to Conrad Schmidt on October 27,1890, "in the last instance pro
duction is the decisive factor" (Marx and Engels 1975c, 397). In a de
scription of his method of analysis, Marx explained, "production 
predominates not only over i tself , . . . but over the other moments as 
well. [Yet] mutual interactions take place between the different mo
ments" (Marx 1973, 99-100). At times, Marx was quite clear about the 
relationship between monetary phenomena and the labor theory of 
value. As early as 1848, he recognized that "Credit depends on the con
fidence that the exploitation of wage labour by the bourgeoisie, of the 
petty bourgeois by the big bourgeois, will continue. Hence any political 
stirring in the proletariat, whatever its nature, even if it takes place 
under the direct command of the bourgeoisie, shakes this trust , im
pairs credit" (Marx 1848, 170). Thus, a proper analysis of circulation 
had to be carried out with the underlying system of production and 
reproduction in mind. 

THE EVOLVING STATUS OF MARX'S THEORY OF 
CREDIT AND FICTITIOUS CAPITAL 

The third legacy to which I had referred concerned Marx's writings 
on fictitious capital. I do not claim that Marx had a complete theory of 
credit, let alone fictitious capital. Not only were the most pertinent 
chapters unfinished, he had not even begun to draft the parts required 
to complete his analysis of fictitious capital. Thus, he introduced his 
chapter entitled "Credit and Fictitious Capital," with the disclaimer, 
"An exhaustive analysis of the credit system and of the instruments 
which it creates for its own use lies beyond our plan" (Marx 1967:3, 
400). A smiliar statement is found in the chapter entitled, "The Trinity 
Formula," although the context might be construed to be more limited: 
"we leave aside . . . movements of market-prices, periods of credit, in
dustrial and commercial cycles, alternations of prosperity and crisis" 
(Marx 1967:3, 831). Yet he had already presented credit as evolving out 
of money, continuing the Hegelian pattern underlying his presentation 
of the theory of capitalism: 

The so-called credit-economy is merely a form of the money-economy, since both 
terms express functions or modes of exchange among the producers them
selves. In developed capitalist production, the money-economy appears as the 
basis of the credit-economy. The money-economy and the credit-economy thus 
correspond only to different stages in the development of capitalist production 
(Marx 1967:2; 116). 
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In summary, Marx developed a method of analysis by which each ele
ment evolves from the more abstract elements. He more or less 
brought his system to the point at which the category of fictitious 
capital was about to emerge as a full-blown analytical concept. More
over, he left considerable hints in his scattered notes as to how that 
concept would function in the analysis of the capitalist system. Despite 
its incompleteness, Marx's analysis of the subject of fictitious capital 
remains unsurpassed. 

THE IMPORTANCE OF MONETARY PHENOMENA 

Monetary phenomena, such as speculation, credit, and fictitious 
capital, were not merely unnecessary intrusions into the capitalist 
economy. They were an integral part of the development of capitalism. 
Consequently, an understanding of monetary phenomena had to be 
linked to the analysis of the social relations of production. In this vein, 
after having begun his Grundrisse with an analysis of money, Marx 
asked himself: 

Can the existing relations of production and the relations of distribution which 
correspond to them be revolutionized by a change in the instrument of circula
tion, in the organization of circulation? Further question: Can such a transfor
mation of circulation be undertaken without touching the existing relations of 
production and the social relations which rest on them? (Marx 1973, 122). 

For example, Marx believed that even medieval usury, often simply 
dismissed as a parasitic intrusion into the economy, actually prodded 
the economy to advance (Marx 1967:3,596-7). In the modern age, credit 
gives its owners command over real resources: 

[CJredit offers to the individual capitalist, or one who is regarded a capitalist, 
absolute control within certain limits over the capital and property of others, 
and thereby over the labour of others. The control over social capital, not the in
dividual capital of his own, gives him control of social labour. (Marx 1967:3, 
438-9; see Schumpeter 1961,106-7). 

Hence credit facilitates the centralization of capital, which Marx 
associated with technical progress (Marx 1977, 777-80; 1963-71:1,170). 
This phenomenon permeates the economy in an advanced capitalist 
society. In this vein, referring to the credit system, Marx observed, "In 
its first stages, this system furtively creeps in as the humble assistant 
of accumulation . . . , but soon it becomes a new and terrible weapon in 
the battle of competition" (Marx 1977, 777-8). Marx's understanding 
credit was, like so many his insights, two-fold. He wrote, 



Fictitious Capital and Crisis Theory 195 

The credit system appears as the main lever of over-production and over-
speculation in commerce solely because the reproduction process, which is 
elastic by nature, is here forced to its extreme limits, and so is forced because a 
large part of the social capital is employed by people who do not own it and who 
consequently tackle things quite differently than the owner, who anxiously 
weighs the limitations of his private capital in so far as he handles it himself. 
This simply demonstrates the fact that the self-expansion of capital based on 
the contradictory nature of capitalist production permits the free development 
only up to a certain point, so that it constitutes an imminent fetter and barrier 
to production, which are continually broken through by the credit system. 
Hence, the system accelerates the material development of the productive 
forces and the establishment of the world-market. It is the historical mission of 
the capitalist system of production to raise these material foundations. At the 
same time credit accelerates the violent eruptions of this contradiction — 
crises —and thereby the elements of the disintegration of the old mode of pro
duction (Marx 1967:3, 441). 

Given this perspective, Marx was as alert as any orthodox monetarist 
to the problems posed by the arbitrary expansion of fiat money (Marx 
to Engels, October 29,1862; in Marx and Engels 1942,138-40). In this 
same spirit, Engels criticized Duhring's superficial discussion of John 
Law's monetary scheme. 

Nonetheless, Marx and Engels recognized that money was not 
wholly neutral. It had real effects. Thus, Engels acknowledged, Law 
was printing "paper butterflies," but butterflies that gave the state ac
cess to more specie (Engels 1894, 278). 

Engels' response to Duhring was consistent with Marx's require
ment that the analysis of circulation must consider the intricate dialec
tical relationships between circulation and production. The very high 
standard implicit in Marx's goal of an analytical integration of circula
tion and production was no simple matter, especially considering the 
underdeveloped theoretical status of the category of fictitious capital. 

TOWARD AN ANALYSIS OF FICTITIOUS CAPITAL 

Unlike the bankers and financiers, who saw the world through 
monetary spectacles, Marx was particularly attuned to the underlying 
production system. Armed with his understanding of the concept of 
value, he was able to recognize the partial truths of say, Ricardo on the 
one side, and Hamilton on the other. 

Moreover, Marx's investigations of the distinction between value 
and price provided him with a unique vantage point from which he was 
able to recognize the parallelism between the pricing mechanism for 
nonproduced real assets, such as land, and the price of financial assets. 
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Such values were fictitious, in the sense that they were indeterminate. 
More precisely, the market value for both types of assets was fictitious 
in the further sense that it was unrelated to any underlying embodied 
labor values. 

On several occasions Marx used similar expressions in other con
texts, suggesting a very different sense of the word "fictitious." In the 
first work that he published jointly with Engels, he suggested that all 
value may be irrational: "Value is determined at the beginning [of 
theoretical analysis] in an apparently rational way, by the cost of pro
duction of an object and by its social usefulness. Later it turns out that 
value is determined quite fortuitously" (Marx and Engels 1845, 32). 
With regard to the land, Marx declared that "the earth is not the prod
uct of labour and therefore has no value" (Marx 1967:3, 623). He 
specifically referred to "the price of . . . uncultivated land . . . [which] is 
quite illusory" (ibid., 669). Consequently, the "determination [o f ] . . . 
market-value . . . on the basis of capitalist production through competi
tion . . . creates a false social value" (ibid., 661). Also, "wages of labour, 
or the price of labour is but an irrational expression for the value, or 
the price of labour-power" (Marx 1967:3, 823; see also 819). Elsewhere, 
he made the same point, remarking, "It is an expression as imaginary 
as the value of the earth" (Marx 1967:3, 677). Interest, too, was describ
ed as "an irrational expression" (ibid., 354). Marx even referred to con
science and honor as being sold as commodities having an "imaginary-
price form" (Marx 1977,197). Marx also referred to prices as imaginary 
gold. He wrote, 

To establish its price it is sufficient for it [a commodity] to be equated with gold 
in the imagination. But to render its owner the service of a universal 
equivalent, it must actually be replaced by gold 

Since the expression of the value of commodities in gold is a purely ideal act, 
we may use purely imaginary or ideal gold to perform this operation. Every 
owner of commodities knows that he is nowhere near turning them into gold 
when he has given their value the form of a price or of imaginary gold, and that 
it does not require the tiniest particle of real gold to give a valuation in gold of 
millions of pounds worth of commodities. In its function as a measure of value, 
money therefore serves only in an imaginary or ideal capacity. This cir
cumstance has given rise to the wildest theories. But, although the money that 
performs the functions of a measure of value is only imaginary, the price 
depends entirely on the actual substance that is money (Marx 1977, 197, 
189-190; emphasis added). 

In describing the gradually changing values of goods resulting from 
the introduction of money into a precapitalist society, Marx observed 
that the "greater part of a l l . . . commodities, especially at the less 
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developed stages of bourgeois society, will continue to be estimated in 
terms of the former measure of value, which has now become anti
quated and illusory" (Marx 1977, 214). 

This last extract is especially interesting for its ambiguity. In this 
example, illusory values also apply to goods that result from human 
labor. The context of the citation, with its reference to different 
"stages of bourgeois society," suggests that illusory or fictitious 
values could apply to produced commodities in an advanced capitalist 
society as well as to the transitional society he was describing. This 
possibility that real commodities could have fictitious values lies at the 
heart of his theory of fictitious capital. 

Marx's use of the words "imaginary," "illusory," and "irrational," 
were certainly consistent with his use of the expression, "fictitious," in 
the third volume of Capital The extent to which these terms were ac
tually informed by his work on fictitious value remains a matter of 
speculation. 

Marx's analysis of fictitious capital bears some resemblance to his 
theory of rent. The following citation concerning the price of a water
fall is instructive in demonstrating the parallel between rent and fic
titious capital: 

[The] price of... [a] waterfall on the whole is an irrational expression [in spite of 
its ability to supplant labor], but behind it is hidden a real economic relation
ship. The waterfall, like land in general, and like any natural force has no value 
because it does not represent any materialized labour, and therefore, it has no 
price, which is normally no more than the expression of value in money terms. 
Where there is no value, there is also eo ipso nothing to be expressed in money. 
This price is nothing more than capitalised rent (Marx 1977, 648). 

The relationship of a portion of surplus value, of money-rent — for money is 
the independent expression of value —to the land is itself absurd and irrational; 
for the magnitudes which are here measured by one another are incommen
surable—a particular use value, a piece of land . . . on the one hand, and value, 
especially surplus-value on the other. This expresses in fact nothing more than 
that, under the given conditions, the ownership of so many square feet of land 
enables the landowner to wrest a certain quantity of unpaid labour, which the 
capitalist... has realized (Marx 1977, 799; see also 623). 

To his credit, Marx understood that a similar mechanism was at work 
in the market for financial assets. The following long extract il
lustrates the underlying similarity between the markets for land and 
financial assets: 

The formation of a fictitious capital is called capitalisation For the person 
who buys this title of ownership, the annual income of 100 pounds represents 
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indeed the interest on his capital invested at 5% [i.e., a 2000 pound bond]. All 
connection with the actual expansion process of capital is thus completely lost, 
and the conception of capital as something with automatic self-expansion prop
erties is thereby strengthened. 

Even when the promissory note —the security —does not represent a purely 
fictitious capital, as it does in the case of state debts, the capital-value of such 
paper is nevertheless wholly illusory. We have previously seen in what manner 
the credit system creates associated capital. The paper serves as title of owner
ship which represents the capital. The stocks of railways, mines, navigation 
companies, and the like, represent actual capital This does not preclude the 
possibility that these may represent pure swindle. But this capital does not ex
ist twice, once as the capital-value of titles of ownership on the one hand and on 
the other hand as actual capital invested It exists only in latter form, and a 
share of stock is merely a title of ownership to a corresponding portion of the 
surplus-value to be realized by it 

The independent movement of the value of these titles of ownership, not only of 
government bonds but also of stocks, adds weight to the illusion that they con
stitute real capital alongside of the capital or claim to which they may have title. 
For they become commodities, whose price has its own characteristic movements 
and is established in its own way. Their market-value is determined differently 
from their nominal value, without any change in the value of the actual capital. On 
the one hand, their market-value fluctuates with the amount and reliability of the 
proceeds to which they afford legal title Their value is merely capitalised in
come, that is, the income calculated on the basis of a fictitious capital at the prevail
ing rate of interest. Therefore, when the money-market is tight these securities 
will fall in price for two reasons: first, because the rate of interest rises, and 
secondly, because they are thrown on the market in large quantities in order to 
convert them into cash. This drop in price takes place regardless of whether the in
come that this paper guarantees its owner is constant (Marx 1967:3, 466-7). 

Here we have a brief summary of many of the essentials of Marx's 
theory of fictitious capital. In the first place, fictitious capital is a 
capitalization. Marx lumped numerous forms of capitalization together 
into his category of fictitious capital: capitalizations of debt, equities, 
and real capital goods. 

The capitalization of real capital goods is extremely important since 
these capitalized values are a major determinant of market prices. In 
other words, prices do not simply equal values, adjusted to allow for 
equal profit rates . In a more developed capitalist economy, prices are 
also affected by the existence of fictitious capital. 

FICTITIOUS CAPITAL AND THE 
CAPITALIZATION PROCESS 

The extent of the fiction associated with fictitious capital can be 
enormous. Both Hilferding and Veblen give examples from the U.S. 
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Industrial Commission of 1901 to show the extent to which the market 
price of financial paper could diverge from the value of the underlying 
capital goods (Hilferding 1910, 396-7; Veblen 1904, 145-6). 

From this perspective, fictitious capital is fictitious in the sense that 
its "capital-value paper is . . . wholly illusory," but such illusion is not 
foreign to the capitalist mode of production, as some of the earlier 
critics of fictitious capital had argued. It is an essential aspect of 
capitalism. In Hilferding's words, 

On the stock exchange capitalist property appears in its pure form, as a title to 
the yield, and the relation of exploitation . . . , upon which it rests, becomes con
ceptually lost. Property ceases to express any specific relation of production 
and becomes a claim to a yield, apparently unconnected with any particular ac
tivity The value of any property seems to be determined by its yield, a 
purely quantitative relationship The number alone is real, and since what is 
real is not a number, the relationship is more mystical than the doctrine of the 
Pythagoreans" (Hilferding 1910, 149). 

In this sense, fictitious capital is illusory. The illusion of fictitious 
capital goes one step further. For Marx, "Gains and loss through fluc
tuations in the price of these titles of ownership . . . become, by their 
very nature, more and more a matter of gamble, which appears to take 
the place of labour as the original method of acquiring capital wealth" 
(Marx 1967:3, 478). These appearances and illusions are of the same 
genre as those described in Marx's chapters on "The Fetishism of Com
modities" and "The Trinity Formula." Recall that for Marx, fetishism 
was more than the defective perception of individual agents in a 
market economy. Fetishism is a natural and even necessary outgrowth 
of the market. Along the same line of thought, Marx's three chapters 
in the third volume of Capital on "Money-Capital and Real Capital" are 
analogous to his chapter in the first volume on "The Labour Process 
and the Valorization Process," in the sense that both emphasize that 
the market distorts the underlying real labor process. 

In both cases, illusion is necessary when capitalist relations prevail. 
Marx's analysis of fictitious capital bears a close resemblance to 
Schumpeter's understanding of credit. Schumpeter wrote, "By credit, 
entrepreneurs are given access to the social stream of goods before 
they have acquired the normal claim to it. It temporarily substitutes, 
as it were, a fiction of this claim for the claim itself (Schumpeter 1961, 
107; emphasis added). The substitution of fictions of claims for the 
claims themselves significantly alters the pricing process, especially 
the relationship between prices and values. 

The price for both land and financial assets can change because of 
purely market forces unrelated to conditions of production. Recall 
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Marx's assertion that "illusory, fictitious capital, . . . this fictitious 
capital has its own laws of motion" (Marx 1967:3, 465). This statement 
may have special significance in light of Marx's parallel expression 
found in the Postface to the first edition of Capital. There we read, "it 
is the ultimate aim of this work to reveal the economic law of motion of 
modern society" (Marx 1977, 92). 

Now consider the economic law of motion of fictitious capital. Accor
ding to Marx, the "money or capital value" for paper assets "rep
resents either no capital at all, as in the case of state debts, or is 
regulated independently of the value of real capital which it repre
sents" (ibid., 468). In the paragraph where he cites Sismondi in a foot
note, Marx observed, 

The accumulation of the capital of the national debt has been revealed to mean 
merely an increase in a class of state creditors, who have the privilege of a firm 
claim upon a certain portion of the tax revenue. By means of these facts, 
whereby an accumulation of debts may appear as an accumulation of capital, the 
height of distortion taking place in the credit system becomes apparent (Marx 
1977, 477). 

Marx continued with a discussion of private placements: 

[T]hese titles become paper duplicates of the real capital it is as though a bill of 
lading were to acquire a value separate from the cargo, both concomitantly and 
simultaneously with it. They come to represent nonexistent capital [A]s 
duplicates which are themselves objects of transactions as 
commodities . . . , they are illusory and their value may fall or rise quite in
dependently of the real capital for which they are titles (Marx 1977, 477). 

It is just such distortions and illusions that Marx set out to reveal. 
Recall the framework of the first volume of Capital Originally, Marx 
connected his labor theory of value with his monetary theory by begin
ning his analysis with gold as the only monetary form. Since the price of 
any good, including gold, will be approximately equal to its value, money 
prices will bear a relatively close relation to the underlying values. 
Within this framework, each commodity has a value proportional to the 
quantity of socially necessary abstract labor embodied in it. 

Had Marx stopped there, he would be open to the criticism that his 
monetary theory was crudely metalist. Fortunately, he did not. Later, 
he extended this law to allow the rate of return on each investment to 
tend to a common level. Prices are further modified according to the 
relative importance of variable and circulating capital as well as the 
turnover time of investment. Nonetheless, prices will still roughly con
form to values. 
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The concept of fictitious capital opens Marx's system up to a much 
richer monetary analysis. The metalist conception of pricing system 
allowed for some deviations of price from value. The existence of fic
titious capital stretches the pricing process even further, permitting 
prices to deviate from values by a significant margin, allowing for a 
much more complex, indeterminate structure of deviations. 

The evolution of Marx's understanding of fictitious capital is paral
leled by that of Duncan Foley, one of the most subtle students of 
Marx's monetary analysis. On the most primitive level of analysis, 
capitalization rates will depend on the discount rate, which should be 
closely linked to the interest rate. At one point, Foley suggested that 
for Marx the interest rate "depends on the relative objective strength 
of financial and industrial capital" rather than Keynes's speculator 
(Foley 1975b, 28). About the same time, Foley acknowledged that spec
ulation lay at the heart of market decisions, even for producers (Foley 
1975a). More recently, he has incorporated this idea into his understand
ing of Marx's monetary theory —a theory that allows the links be
tween prices and values to become increasingly elastic (Foley 1983). 

FICTITIOUS CAPITAL AND THE DYNAMIC 
LABOR THEORY OF VALUE 

The lack of a rigid correspondence of prices and values, even ignor
ing the technicalities of the so-called transformation problem, was fun
damental to Marx's understanding of the market. He insisted, "Capital 
. . . can be understood only as a motion, not as a thing at rest" (Marx 
1967:2, 105). Marx's initial presentation of constant capital within the 
labor theory of value was static. The value of a unit of fixed capital 
originally depends on the labor embodied in it. The value embodied in 
the capital is gradually transferred into the commodities that it is used 
to produce. 

This static treatment was only provisional. In reality, the value of 
capital goods depends on their cost of reproduction, not on their cost of 
production. Reference to reproduction rather than production values 
makes capital values dynamic. Improved methods of production con
stantly diminish the embodied value of capital, or in Marx's ter
minology, devalorize it (see Chapter 5). This devalorization can sweep 
away the values of existing capital with frightening rapidity. In Marx's 
words, the "value [of a unit of capital] is no longer determined by the 
necessary labour-time actually objectified in it, but by the labour-time 
necessary either to reproduce it or the better machine When the 
machinery is first introduced into a particular branch of production, 
new methods of reproducing it more cheaply follow blow upon blow" 
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(Marx 1977, 528). Recall Marx's discussion of Babbage's example of the 
frames for making patent net (Marx 1977, 528; Babbage 1835, 286). 
Changes in reproduction costs of capital goods represent an important 
element of Marx's value theory. He wrote, "The comparison of value in 
one period with the value of the same commodities in a later period is 
no scholastic illusion . . . , but rather forms the fundamental principle 
of the circulation process of capital" (Marx 1963-71:2, 495). In addition, 
the continual threat of devalorization introduces uncertainty into 
capital values. These extensions are related to the concept of fictitious 
values. Until now, fictitious capital has been treated as if it were the 
result of a simple capitalization process. This capitalization depended 
on the income risk of holding an asset. The possibility of devalorization 
adds the dimension of capital risk to the notion of fictitious capital. In 
fact, capital risk is even more important to the notion of fictitious 
capital than is income risk. 

Keep in mind that value, in the sense of embodied labor, has no 
meaning for a waterfall. By the same token, the value of a previously 
installed machine is of limited relevance. New machines may be pro
duced with only a fraction of the labor that it took to produce an ex
isting machine. They may also be more efficient. 

Although the historical values may be irrelevant, value cannot be ig
nored. Value is necessary to coordinate a market economy, which is 
devoid of any form of social control. Within his more concrete analysis, 
Marx assumed that economic agents were unaware of underlying val
ues; that they only observe prices (see Marx 1963-71:3, 163). 

The pricing system provides signals regarding the underlying real 
production system when prices approximate values (see von Hayek 
1945). Once the formation of fictitious values breaks the link between 
prices and values, the pricing system no longer provides the adequate 
information regarding the real costs of production. Nonetheless, it is 
only by conveying information about the underlying values, especially 
future values, that the price system can guide the economy with any 
degree of efficiency. 

Of course, business is unconcerned about efficiency. Its goal is profit. 
Despite Jevons' aphorism that bygones are forever bygones, profits 
are measured relative to past investments that firms carry on their 
books. Rather than recognize the losses due to devalorization, business 
adopts conventional accounting practices that ignore at least some of 
the capital loss (see Perelman 1986). Business also attempts to follow 
price setting practices that allow for the recapture of past in
vestments. Often, when firms fail in this regard, they cannot repay 
debt obligations. They face bankruptcy. In the process, as Marx 
observed in another context, to some extent the value of this capital 
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"will continue to be estimated in terms of the former measure of value, 
which has now become antiquated and illusory" (Marx 1977, 214). 

These conventional pricing and accounting practices are fictions in 
the sense that Bentham used the word to describe useful fictions that 
aid in communication. When devalorization proceeds rapidly, price 
ratios may change faster than firms can process the information contain
ed in such prices. By adopting conventions or fictions, business main
tains a relatively fixed reference point, albeit an obsolete one. In effect, 
business makes the price system appear to have more coherence. 

In the process, business creates a fictitious capital. For Marx, such fic
titious capital allows the link between market values and labor values to 
become tenuous (see Foley 1983,11,17). As the price of any particular in
termediate good moves further away from its value, the cost of other 
firms will be affected. When large deviations of prices from values 
become common, the whole price structure becomes so deformed that 
the underlying connection between the money form of commodities and 
their corresponding labor values is altogether lost. 

Changes in prices compound the rapid shifts in the value structure 
due to technical change or altered conditions of production. Price 
movements are especially violent in the case of fictitious capital. 

The more uncertainty that enters into the system, the more capital
ists' attention will be captured by movements in the prices of fictitious 
capital. The underlying value system will be made more obscure in the 
process. 

Of course, the fiction of fictitious value cannot be maintained in
definitely. At some unknown time in the future, prices will have to move 
into rough conformity with values. This likelihood makes the ownership 
of capital a speculative venture. Within this context, 

The movements of capital appear as the action of some individual capitalist who 
performs the functions of a buyer of commodities and labour, a seller of com
modities, and an owner of productive capital, who therefore promotes the circuit 
by his activity. If social capital experiences a revolution in value, it may happen 
that the capital of the individual capitalist succumbs to it and fails, because it can
not adapt itself to the conditions of this movement of values. The more acute and 
frequent such revolutions in value become, the more does the automatic move
ment of the now independent value operate with the elemental force of a natural 
process, against the foresight and calculation of the individual capitalist, the more 
does the course of normal production become subservient to abnormal specula
tion, and the greater is the danger that threatens the existence of the individual 
capitals (Marx 1967:2, 105-6). 

In summary, Marx only provisionally began with commodity money, an 
approach that implied that prices bore a close resemblance to prices. 
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Similarly, he began by equating values with production rather than 
reproduction values. In short, he was well aware that "there exists an 
accidental rather than a necessary connection between the total 
amount of social labour applied to [an].. . article" and the labor em
bodied in other goods that exchange for an equivalent amount of 
money (Marx 1967:3,187). Finally, fictitious capital is, in part, a reflec
tion of the extent to which capital goods lose their relationship to their 
underlying values. 

THE POSITIVE SIDE OF FICTITIOUS CAPITAL 

Naturally, firms would prefer to protect the values of their in
vestments (Marx 1967:3, 249, 254, 262). In Marx's words, the "actual 
depreciation of the old capital could not occur without a struggle, and 
that additional capital... could not assume the functions of capital 
without a struggle" (ibid., 252). Business contrives to protect its fic
titious capital values with monopolies, cartels, and other anti
competitive practices. These efforts succeed only temporarily. Even
tually, competition "compel[s] the old capital to give up its place and 
withdraw to join completely or partially unemployed additional cap
ital" (Marx 1967:3,253). In the process, a "portion of the old capital has 
to lie unused . . . ; it has to give up its characteristic quality as capital" 
(ibid.). 

Not only does business strive to protect its fictitious capital, as in 
the case of pure speculation, sometimes it fraudulently attempts to 
create fictitious capital by deceptive business practices. Despite the 
obvious problems associated with the creation of fictitious capital, 
Marx was convinced that the motion of fictitious capital indirectly pro
moted economic development in the same sense that speculation tem
porarily speeded up the accumulation process (see Marx 1977,775-81). 
What Marx wrote about the consequences of "fictitious demand" 
resulting from merchants' capital no doubt held for the distortions in
troduced by fictitious capital in general: "by virtue of its independent 
status it moves, within certain limits, independently of the bounds of 
the reproduction process and thereby even drives the latter beyond its 
bounds." (Marx 1967:3,304). In a later chapter of the same work, Marx 
repeated this idea with a significant addition: "banking and credit thus 
become the most potent means of driving capitalist production beyond 
its own limits, and one of the most effective vehicles of crises and swin
dle" (ibid., 607). Marx went well beyond this idea, observing, "there is 
no doubt that the credit system will serve as a powerful lever during 
the transition from the capitalist mode of production to the mode of 
production of associated labour" (ibid.). In this respect, Engels was 
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wrong to dismiss the stock exchange as an institution where "different 
capitalists despoil one another of their capital" (Engels 1894, 330). For 
example, the ability to maintain inflated asset values increases 
business confidence, thereby minimizing the perceived threat of moral 
depreciation of capital and thereby promoting investment. 

Even the fraudulent creation of fictitious capital has certain advan
tages. It serves to place capital in the hands of those willing to take 
risks. This transfer of resources is particularly important, especially 
considering business's well known reluctance to invest in long-lived 
capital goods resulting from the threat of devalorization. This hesi
tancy has a strong rational component. The formation of fictitious 
value serves a positive purpose by helping business overcome its 
reluctance to invest in long-lived capital goods. For example, describ
ing the railroad industry of the United States where financial abuses 
were rampant to say the least, Marx claimed, "The world would still be 
without railroads if it had to wait until accumulation had got a few in
dividual capitals far enough to be adequate for the construction of a 
railroad. Centralization, however, accomplished this in a twinkling of 
an eye, by means of joint-stock companies" (Marx 1977, 780). Signif
icantly, this reference occurs in the same section in which Marx 
discussed the rising organic composition of capital. A similar associa
tion between the credit system and the rising organic composition of 
capital is found in the discussion of "The Working Period" (Marx 
1967:2, ch. 12). There, he explained, 

At the less developed stages of capitalist production, undertakings requiring a 
long working period, and hence a large investment of capital for a long time, 
such as the building of roads, canals, etc. especially when they can be carried 
out only on a large scale, are either not carried out on a capitalist basis at all, 
but rather at communal or state expense (Marx 1967:2,233; see also Marx 1973, 
531). 

The above citations do not mean that credit necessarily eliminates 
firms' reluctance to invest in long-lived fixed capital. In the first cita
tion, the U.S. railroad builders had to be induced to invest by massive 
grants of public land, as Marx himself was well aware (see Marx to N. 
Danielson, April 10,1879, in Marx and Engels 1975c, 298). The example 
of investment used in the second citation was tract housing in London 
that was expected to be sold within a short period of time. 

To the extent that fictitious capital promotes investment, it should 
have a further effect on prices. When borrowers bid resources away 
from those who might have obtained them in the absence of credit, 
they do so by paying a higher price. Unless final demand turns out to 
be proportional to what it would have been, relative prices are altered. 
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One could argue that this supply and demand effect demonstrates 
the limits of the labor theory of value. Marx drew a very different con
clusion. Labor values are important. To the extent that capitalism fails 
to take labor values into account adequately, it will function badly. 
Marx assumed that even "after the abolition of the capitalist mode of 
production,... the determination of value continues to prevail in the 
sense that the regulation of labor-time and the distribution of social 
labour among the various groups [continues to be important and] ulti
mately the book-keeping encompassing all this becomes more essential 
than ever" (Marx 1967:3, 851). 

In this respect, the large deviation of prices from values not only 
strengthens the labor theory of value, it speaks to issues that modern 
economists are just beginning to recognize in their analysis of bubbles. 
For Marx, the substantial deviations of prices from the underlying 
values created the preconditions for a crisis that could only be avoided 
by keeping the underlying values in mind. He insisted, "As long as the 
social character of labour appears as the money-existence of com-
modities, and thus as a thing external to actual production, money 
crises —independent of or as an intensification of actual crises —are in
evitable [The] . . . mad demand [for money] grows necessarily out of 
the system itse l f (Marx 1967:3, 516-17, 574). Engels alluded to this 
two-fold interrelationship between the real system of production and 
its financial representation in a letter to Conrad Schmidt: 

As soon as trade in money becomes separate from trade in commodities it 
has — under definite conditions determined by production and commodity trade 
and within these limits—a development of its own, specific laws determined by 
its own nature and distinct phases. Add to this the fact that money trade, 
developing further, comes to include trade in securities and that these securities 
are not only government papers but also industrial and transport stocks, conse
quently money trade gains direct control over a portion of the production by 
which it is on the whole itself controlled, thus the repercussions of money trading 
on production become still stronger and more complicated. The money-dealers 
become owners of railways, mines, iron works, etc. These means of production 
take on a double aspect: their operation is governed sometimes by the interests of 
direct production, sometimes however also by the requirement of the share
holder, in so far as they are money-dealers. The most striking example of this is 
furnished by the North American railways, whose operations are entirely depen
dent on the daily stock exchange transactions of a Jay Gould or a Vanderbilt, etc., 
which have nothing whatever to do with the particular railway (Engels to Conrad 
Schmidt, October 27,1890, in Marx and Engels 1975c, 396-402; see also Marx to 
Danielson, February 19, 1881, in Marx and Engels 1942, 383-6). 

Take a moment to put Marx's theory into perspective. In a perfectly 
competitive economy with static technology, the absence of credit, and 
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relatively stable expectations, the price system more or less accur
ately conveys information about the underlying production system. 
However, the elimination of the restriction that market prices must 
more or less equal values imparts considerable flexibility to the 
system, especially in promoting investment. 

Where technology is improving, especially when these improve
ments involve long-lived capital goods, prices become a less adequate 
guide to economic behavior. Mistakes may be recognized only after a 
significant lag. Consequently, the price system becomes somewhat im
perfect since it conveys only limited information about future values. 
Moreover, because of risk, investors are reluctant to commit them
selves to long-lived investments (see Perelman 1986). 

Credit and fictitious capital help to overcome the resistance to in
vest in durable plant and equipment, although prices lose some of their 
relationship to values in the process. In Marx's words, 

The possibility . . . of a quantitative incongruity between price and magnitude 
of value; i.e., the possibility that the price may diverge from the magnitude of 
value, is inherent in the price-form itself. This is not a defect, but, on the con
trary, it makes this form the adequate one for a mode of production whose law
can only assert themselves as blindly operating averages between constant ir
regularities (Marx 1977,196). 

Although the divergence of prices and values offers substantial advan
tages to the capitalist mode of production, it entails dangers as well. 
Recall Smith's imagery of Daedalian wings. 

FICTITIOUS CAPITAL AND THE 
DISARTICULATION OF VALUES 

In the course of a cycle, the distortions created by fictitious capital 
eventually begin to outweigh the advantages of the flexibility that 
finance allows. The existence of fictitious capital makes the price 
system less informative. The extraction of knowledge about the econ
omy from price signals becomes more problematic. 

Movements in price may reflect movements in the circuit of fic
titious capital rather than changes in the underlying production 
system. These movements may be self-validating for a considerable 
period of time, while investors are swept along by waves of optimism. 
Eventually, the formation of fictitious values allows the divergence of 
values from market prices to become excessive. 

Marx, referring to this situation, in volume one of Capital alluded to 
the "qualitative contradiction [that] price ceases altogether to express 
value, despite the fact that money is nothing but the value form of 
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commodities" (Marx 1977, 197). In addition, recall Marx's above-cited 
discussion of capitalization, where he noted that in the process, "All 
connection with the actual expansion process of capital is thus com
pletely lost, and the conception of capital as something with automatic 
self-expansion properties is thereby strengthened" (Marx 1967:3, 466). 
Marx also observed, "the actual process of production, as a unity of the 
direct production process and the circulation process, gives rise to new 
formations, in which the vein of internal connections is increasingly 
lost" (ibid., 828). The financial system interferes with the pricing 
system in another important respect: Because of the need to obtain 
credit, a certain level of conspicuous consumption is required to con
vey a sense of prosperity to potential lenders. In Marx's Veblenian 
language, "When a certain stage of development has been reached, a 
conventional degree of prodigality, which is also an exhibition of 
wealth, and consequently a source of credit, becomes a business neces
sity" (Marx 1977, 741). 

The failure of the monetary system to take the actual underlying 
values into account ultimately sets the stage for a crisis. In the mean
time, a sort of fetishism takes hold: 

[Everything here appears distorted, since in this paper world, the real price 
and its real basis appear nowhere.... [T]he entire process becomes incom
prehensible 

[Financial] wealth assumes the aspect of a world beyond, of a thing, matter, 
commodity, alongside of and external to the real elements of social wealth. So 
long as production is in a state of flux this is forgotten. Credit... crowds out 
money and usurps its place. It is faith in the social character of production 
which allows the money-form of products to assume the aspect of something 
that is only evanescent and ideal, something merely imaginative (Marx 1967:3, 
490, 573-4). 

Unfortunately, such faith is not always rewarded. The real costs of the 
underlying system of production cannot be ignored forever. By losing 
any relationship to the underlying system of values, strains eventually 
build up in the sphere of production until a crisis is required to bring 
the system back into a balance whereby prices reflect the real costs of 
production. 

The strains building up in the economy resulting from the disar-
ticulation of prices and values may be unseen. High fictitious values 
are presumed to be an indication of the health rather than fragility of 
the economy. Business continues to take on more debt, based on a price 
structure that is severely deformed by fictitious capital. Possibly 
because of what would now be called a supply shock, some businesses 
cannot meet their obligations, setting off a chain reaction as other 
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firms, counting upon receipts from the original firm, also are unable to 
meet theirs. With the realization that the returns from investments 
are inadequate to service debt, asset prices collapse, setting off a 
crisis. In this sense, the maintenance and even the accumulation of fic
titious capital is essential to postpone a crisis. 

The strength of the economy may be sapped just when the ap
pearance of prosperity is most pronounced. In Marx's dramatic phrase, 
some event "by acting like a feather which, when added to the weight 
of the scales, suffices to tip the oscillating balance definitely" (Marx 
1967:3, 571). 

In the process, trivial monetary disruptions can have enormous ef
fects. Suddenly, capitalists retrospectively see the warnings that they 
had failed to notice before. A panic sweeps across the world of busi
ness. As Marx wrote, 

when credit contracts or ceases entirely, money suddenly stands as the only 
means of payment and the true existence of value in opposition to all other com
modities. Hence the universal depreciation of commodities, the difficulty or 
even impossibility of transforming them into money, i.e., into their purely fan
tastic form. For a few millions in money, many millions in commodities must b
sacrificed (Marx 1967:3, 516; see also 574). 

The crisis shakes the very foundation of the financial structure. Many 
firms go bankrupt. Even the government is unable to put things right. 
Marx wrote, "The entire artificial system of forced expansion of the 
reproduction process cannot, of course, be remedied by having some 
bank, like the Bank of England, give to all the swindlers the deficient 
capital by means of its paper and having it buy up all the depreciated 
commodities at their old nominal values" (ibid., 490). In Marx's words, 

The chain of payment obligations due at specific dates is broken in a hundred
places. The confusion is augmented by the attendant collapse of the credit 
system, which... leads to violent and acute crises, to sudden and forcible 
depreciations, to the actual stagnation and disruption of the process of 
reproduction, and thus to a real falling off in reproduction. (Marx 1967:3, 254)

Crotty interprets this aspect of Marx's crisis theory as an anticipation 
of the financial fragility theory of Hyman Minsky (Crotty 1985). Ac
cording to Minsky, capitalist society comes to depend upon an increas
ingly intricate network of credit relations. During the boom, firms 
take on expanding financial obligations that they are unable to repay 
when the economy eventually cools off. In the face of a cycle, bank
ruptcy becomes contagious and the credit system collapses (Minsky 
1975). 
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I believe that the relationship between financial fragility and fic
titious capital in Marx's crisis theory might prove fruitful to examine. 
At present, I shall leave that aside. Instead, I propose that the crisis 
can be understood in terms of the fictitious values that accumulate 
during extended boom periods and are subsequently shed in the course 
of the bust (Marx 1967:3, 493). This shake-out "unsettle[s] all existing 
relations" (Marx 1967:3, 516). 

Of Marx's students, only Paul Mattick seems to have taken up this 
point, and in this case, it came in an aside in which he mentioned, 
"Speculation may enhance crisis situations by permitting the fictitious 
over-valuation of capital, which cannot satisfy the profit claims bound 
up with it" (Mattick 1969, 24). Yet Marx himself was relatively clear 
about his understanding of the effects of fictitious capital. He ex
plained, 

The periodical depreciation of existing capital disturbs the given conditions, 
within which the process of circulation and reproduction of capital takes place, 
and is therefore accompanied by sudden stoppages and crises in the production 
process 

[DJefinite, presupposed price relations govern the process of reproduction, so 
that the latter is halted and thrown into confusion by a general drop in prices. 
This confusion and stagnation paralyses the function of money as a medium of 
payment, whose development is geared to the development of capital and is 
based on those presupposed price relations (ibid., 249, 254). 

As a result, "Violent price fluctuations . . . cause interruptions, great col
lisions, even catastrophes in the process of reproduction" (Ibid., 117). 
Crises serve a necessary function in a capitalist economy. As Marx 
noted, "Crisis is nothing but the forcible assertion of the unity of phases 
of the production process that have become independent of each other" 
(Marx 1963-71:2, 509). At the time, Marx was discussing crises from the 
standpoint of capital in general. The disarticulation of the sort that I am 
discussing was not the issue. Rather, he was referring to the separation 
of the phases of circulation and production. The importance of the cita
tion is its emphasis on crisis as a means of producing a necessary rear-
ticulation of capital. A few pages later, he suggested that his future 
research would indeed apply the same method to the contradictions be
tween different capitals, much in the fashion that I am suggesting: 

1 In so far as the development of money as a means of payment is linked 
with the development of credit and of excess credit the causes of the latter have 
to be examined, but this is not yet the place to do it. 

2. In so far as crises arise from changes in prices and revolutions in prices, 
which do not coincide with changes in the values of commodities, they 
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naturally cannot be investigated during the examination of capital in general, in 
which the prices of commodities are assumed to be identical with the values of 
commodities. 

3 [T]he separation, in time and space, of purchase and sale . . . is never the 
cause of the crisis. For it is nothing more than the most general form of crisis, 
i.e., the crisis in its most generalized expression (Marx 1963-71:2, 515). 

Marx made a similar point about crises and the disarticulation of 
prices and values in Capital. He suggested, "This internal dependence 
and external independence push . . . capital to the point where the in
ternal connection is violently restored through a crisis [I]n 
capitalist society... social reason always asserts itself only post 
festum (Marx 1967:3, 304; Marx 1967:2, 315). The "reason" to which 
Marx referred did not imply either a return to the status quo or a 
strict adherence to the law of value. He noted, "The crises are always 
but momentary solutions of the existing contradictions. They are 
violent interruptions which for a time restore the disturbed 
equilibrium" (Marx 1967:3, 249; emphasis added). In this sense, in the 
course of a crisis, prices would regain some correspondence with the 
underlying value system. 

I have purposely altered the context of the above citation about 
reason asserting itself post festum. I did so to express what I consider 
to be an important aspect of Marx's theory of fictitious capital. In the 
section where part of the citation originally appeared, Marx was refer
ring to the connection between the movement of merchant capital and 
industrial capital. He was in the process of explaining why "crises do 
not come to the surface, do not break out, in the retail business first, 
which deals with direct consumption, but in the spheres of the whole
sale trade, and banking, which places the money-capital of society at 
the disposal of the former." (Marx 1967:3, 304). I have intentionally 
placed the citation in question in a context that suggests the inner con
nection to which Marx alluded is that between prices and values. The 
basic principle that I wished to express through the citation is un
changed by the altered context. In any case, credit sets the system 
free from the constraints imposed by underlying relations. Within the 
context of pure exchange, these relations are manifest in the demand 
by purchasers of commodities. Within the context of value analysis, 
the relevant relations are expressed in the amount of socially neces
sary labor required for the production of commodities. 

My altered context is very much in the spirit of Marx's theory of fic
titious capital, especially with respect to the crisis associated with the 
uncontrolled application of fictitious capital. This dimension of Marx's 
crises theory relates to the earlier discussion of the map of commodity 
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networks in Chapter 5. Recall that the flow of commodities and the 
reciprocal flow of money represented roughly equal values at the level 
of abstraction of the first volume of Capital. The restriction maximized 
the informational content of the pricing mechanism in so far as it con
cerned the existing state of the economy, but it proved to be unduly 
restrictive. 

Credit allowed for a more flexible organization of production, but 
credit cannot be disassociated from the creation of fictitious capital. As 
fictitious capital accumulates, the informational content of the pricing 
mechanism becomes incapable of providing sufficient guidance to coor
dinate the activities of the independent producers of commodities. 
Economic performance deteriorates until a crisis rectifies the ex
cessive imbalances between prices and values. 

Students of the collapse of the German economy during the 1930s in
dependently came to an interpretation of crises that bore some similari
ty to Marx's (see Hudson 1985). For example, Schumpeter wrote, "The 
essence of what occurs in depression periods . . . is the fitting of the new 
organism of the economy, the elimination of what has ceased to be 
viable, and the re-organization of values and prices of the economy, a 
fumbling for a new equilibrium" (Schumpeter 1931, p. 419). Such crises 
are not an accidental feature of capitalism. The fetishism of the financial 
system (see Marx 1967:3, 399) ensures that they will recur. 

CRISES AND THE DESTRUCTION OF FICTITIOUS CAPITAL 

Recall the various nonmarket forces mentioned so far that intervene 
in the pricing system. The catalogue includes most of the phenomena 
mentioned in the pre-Marxian literature on fictitious values, ranging 
from fraud to credit. Marx added a most important contribution to this 
list. Recall his supposition that business is able to maintain fictitious 
capital values by temporarily forestalling the devalorization of capital 
values brought on by technological advances (Marx 1967:3, 249). 

Marx identified the contradiction associated with this particular form 
of fictitious values as a principal cause of crises (ibid.). The accumulation 
of these values works to drag down the economy. By inflating the base 
on which profit is earned, the existence of these fictitious values reduces 
the rate of return, just as the anonymous author of the pamphlet, The 
Source, had noted much earlier (anon. 1821; see also Marx 1967:3, 252). 
Moreover, analogous with the case of land values, a fall in the rate of 
profit will drive up fictitious values based on a constant expected ab
solute return (see Marx 1967:3, 623). 

In the course of a crisis, the elimination of fictitious values serves to 
increase the rate of profit, at least to the extent that fictitious values 
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and the burden they place on firms are eliminated at a rate that ex
ceeds the fall of prices in general (Marx 1967:3, 254; see also Alberro 
and Persky 1981,35). Such would likely be the case for those firms that 
had gone through bankruptcy. The clearing away of these fictitious 
values removes an important barrier to investment. Consequently, 
with their elimination, the economy strengthens and the cycle of ac
cumulating fictitious capital begins again. 

The destruction of this fictitious capital is closely bound up with the 
phenomenon of capital devalorization. Marx began such analysis in the 
final volume of Capital where he identified, 

the contradiction . . . that the capitalist mode of production involves a tendency 
towards the absolute development of the productive forces, regardless of the 
value and the surplus value it contains;... while, on the other hand, its aim is to 
preserve the value of the existing capital and promote its self-expansion 
The specific feature about it is that it uses the existing value of capital as a 
means of increasing this value to the utmost. The methods by which it ac
complishes this include the fall in the rate of profit, depreciation of existing 
capital, and the development of the productive forces of labour at the expense 
of already productive forces (Marx 1967:3, 249). 

A few pages later, Marx asked, "How is this conflict settled and the 
conditions restored which correspond to the "sound" operation of cap
italist production . . . ? But the equilibrium would be restored under all 
circumstances by the withdrawal or even the destruction of more or 
less capital" (ibid., 253). What follows is especially significant. Marx 
continued, 

This would extend partly to the material substance of capital 
The main damage, and that of the most acute nature, would occur in respect 

to capital, and in so far as the latter possesses the characteristic of value it 
would occur in respect to the values of capitals. That portion of the value of a 
capital which exists only in the form of claims on perspective shares of surplus-
value, i.e., profit, in fact in the form of promissory notes on production in 
various forms, is immediately depreciated by the reduction on the receipts on 
which it is calculated 

[Once the cycle runs its course], [p]art of the capital, depreciated by its func
tional stagnation, would recover its value. For the rest, the same vicious circle 
would be described once more under expanded conditions of production (Marx 
1967:3, 254-5). 

Several comments are in order concerning this material. First, Marx 
implicitly counts fictitious values as part of the value of capital. Admit
tedly, he did little to reconcile this approach with the more fundamen
tal analysis of value as an effect of labor embodied. Second, Engels 
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included this citation as part of the internal contradictions to the law of 
the tendency for the rate of profit to fall. Thus, the accumulation of fic
titious values represents a significant drag on the rate of profit. 

In this sense, Marx noted that once fictitious values collapse sig
nificantly in the course of a crisis, new business opportunities present 
themselves, even though the underlying productive structure remains 
unchanged. Referring to this process, Marx observed, 

[The] destruction of capital through crises means the depreciation of 
values.... This is the ruinous effect of the fall in the prices of commodities. It 
does not cause the destruction of any use values. What one loses the other 
gains The old capitalists go bankrupt. If the value of the commodities from 
whose sale a capitalist reproduces 12,000 pounds, of which say 2,000 pounds 
were profit, and their price falls to 6,000 pounds, then the capitalist cannot 
meet his contracted obligations 

In this way, 6,000 pounds have been destroyed.... A large part of the 
nominal capital of society . . . is once and for all destroyed, although this very 
destruction, since it does not affect the use-value, may very much expedite the 
new reproduction (Marx 1963-71:2, 496; see also 1967:3,104,114). 

Marx found a similar thought many years before in A. Anderson's The 
Recent Commercial Distress for the Panic Analysed: "The difference 
between a nation and an individual [is that] a panic does the nation no 
real harm, except as far as they [sic] put a stop to the employment of 
labour. Individuals are sacrificed by the hundred; but the nation re
tains all its wealth" (Anderson 1847, 42, cited in Marx 1849-51, 67). In 
short, lower wages together with the "universal depreciation of com
modities" referred to above work to the advantage of capital, even 
though individual capitalists may suffer business failure. For Marx, 
this depreciation of commodities "constitutes one of its [capitalist 
mode of production] beauties" (Marx 1967:3, 516). 

In summary, crises have several positive effects for the functioning 
of the capitalist economy. First, crises produce a closer articulation of 
prices and values, thereby strengthening the underlying production 
process. Second, crises create more favorable financial conditions by 
eliminating fictitious values. Consequently, the cost of capital is 
diminished. In addition, crises serve to replenish the reserve army of 
the unemployed, thereby reducing economic demands made by labor. 

The ebb and flow of fictitious values affect the overall economic 
structure in other important ways. Just as access to credit facilitates 
centralization of capital during the upswing, Marx observed that the 
resulting depreciation of paper capital "in times of crisis serves as a 
potent means of centralising fortunes" (Marx 1967:3, 468). Thus, it will 
contribute to the further growth of those businesses that are most 
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integrated with the credit system, adding to the instability of the 
economy. In the process, the more that instability is introduced into 
the economy, the more firms find themselves dependent on financial 
institutions (see Marx 1967:2, 107). These same financial institutions 
serve to reflate the fictitious values. Consequently, expectations take 
an optimistic turn. Thus, the crisis serves to reinforce the very proc
esses that set the crisis off in the first place. 

In short, crises serve a dual function. These same crises that pro
duce so much immediate havoc create the foundation for a new round 
of future accumulation, providing that the shock is not too great. Thus, 
so long as the system survives a crisis, it emerges with renewed vigor 
for several reasons. 

ON THE DELAYED DESTRUCTION 
OF FICTITIOUS CAPITAL 

Why should these crises recur? Business failures occur daily with 
only local effects. What could explain such a rash of bankruptcies that 
could set off a major liquidity crisis? In other words, assuming that fic
titious capital can, in fact, affect prices, how could deviations of prices 
from values be allowed to become so extreme that they create tensions 
severe enough to set off a crisis? Marx's imagery, when touching on 
this subject, was often decidedly Schumpeterian, often harkening to 
the canal or railroad booms of the United States. This example was 
apt. 

James Wilson, the chief theoretician of the Anti-Corn Law League, 
estimated in October 1845 that projectors were seeking parliamentary 
approval for 1,200 railroad projects for 10,000 miles of track costing 
300 million pounds. Despite the abandonment of numerous projects as 
a result of his warnings, 70 percent of total fixed capital formation in 
the United Kingdom went into railway construction in 1846-48 (Boot 
1983). In retrospect, this commitment of resources into railway con
struction was clearly excessive, but it took the crisis of 1848 to bring 
this fact home to British investors. 

What set off the crisis? Marx seems to have assumed that supply 
shocks, especially in raw material production, could initiate the panic 
(see Chapter 2). For example, Dornbusch and Frenkel (1984) attribute 
the panic of 1848 to a crop failure in 1847. 

So did Marx and Engels, but with an important difference. They 
associated the devastating impact of the agricultural crisis with the 
build-up of what Marx later called fictitious capital. As a result of this 
conjuncture, "England was simultaneously experiencing an industrial 
crisis and an agricultural crisis" (see Marx and Engels 1850a, 340). 
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The cotton crisis brought on by the Civil War in the United States 
(see Chapter 2) provides another excellent example. Ironically, al
though this economic upheaval prompted Marx to integrate the role of 
scarcity into his analysis, some modern scholars now believe that the 
initial impetus for this crisis conformed to a more familiar version of 
Marx's theory of crises (Farnie 1979, 412ff). 

British cotton capacity had grown by 25 percent between 1856 and 
1861. The story goes that the crisis was set off by a crop failure in India 
that restricted the market for British textiles. Thus, if scarcity were 
actually responsible for setting off the crisis, it supposedly acted 
through the demand side, rather than the supply side. 

According to this version, expecting a short U.S. conflict, spec
ulators initially kept prices in check by taking a short position. Only in 
1863, when British cotton brokers came to believe that a prolonged 
war was possible, did speculators begin to hold large stocks of cotton 
at the British ports, thereby exacerbating the Cotton Famine (Farnie 
1979,143). One modern author has gone so far as to conclude that "the 
main effect [of the cotton famine] was that of inducing expectations of a 
future input shortage" (Brady 1963, 157). The price increases merely 
served to check the production while the glut of textiles cleared (ibid.). 

Regardless of whether Marx's more credible version is accepted or 
not (see Chapter 2), the cotton famine, like other rapid increases in im
portant raw material prices, served to "cause convulsions . . . through 
depreciation of capital" (Marx 1967:3,118). In effect, the Cotton Famine 
cleared away fictitious values that had been built up in the cotton in
dustry so that prices could align themselves more closely with the 
underlying labor values. 

In effect, the accumulation of fictitious values, together with the in
elasticity of raw materials production, creates a significant drag on the 
rate of profit. When these two phenomena move too quickly, they are 
especially liable to trigger a crisis. 

SUMMARY 

In an economy without credit, where technology is static, and expec
tations are stable, prices will be roughly in line with the underlying 
values. In a modern economy, the growth of fictitious capital creates a 
wedge between prices and values. The existence of these fictitious 
capitals imparts flexibility to the economy, but over time they become 
an impediment to the health of the economy. 

The more fictitious capital distorts the price signals, the more im
portant information about the economy disappears. Decisions about 
production become increasingly unrelated to the underlying economic 
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structure. Pressures build up in the economy, but they are not visible 
to those who make decisions about production. Fictitious capitals re
tain values that would evaporate if participants in the market were ful
ly aware of the future. These fictitious values drag down the calculated 
rate of profit. They also serve as collateral for a growing network of 
debt. In effect, the financial system becomes increasingly fragile. 

Under such conditions, the economy is particularly vulnerable to 
shocks in natural resource production or demand shocks as was the 
case during the 1970s. Similarly, excessive capitalization in the in
dustrial sphere can cause strong deflationary pressures on raw mater
ials, as Itoh suggests happened in the United States during the 1920s 
(Itoh 1980,145). 

Demand shocks or some other event set off a crisis that clears away 
fictitious capitals and makes the price structure more coherent. Marx 
took his analysis no further, but as it stands it represents an excellent 
vantage point to view our contemporary economy. 



7 
CONCLUSION 

Marx's crisis theory is not so much a single unified theory as an ap
proach that encompasses a number of diverse yet consistent theories. 
Despite this fragmented appearance, each of these theories is, in turn, 
a reflection of a different aspect of some underlying process of produc
tion and reproduction. 

Within this context, labor must be employed to create surplus-value. 
The amount of surplus-value depends on many factors including labor's 
strength relative to capital, the level of technology, the state of the 
business cycle, and the vagaries of natural conditions. Despite the 
uncertainties about future surplus-values, the market capitalizes 
them. Moreover, this capitalization process affects the distribution of 
surplus-value, including the manner in which capital is reinvested. 

The creation and extinction of fictitious values and fluctuations in 
raw materials prices are linked because of the limited availability of 
surplus-value at any moment. Rising raw materials costs can cause a 
deflation of fictitious values in the industrial sphere as was the case 
during the 1970s. Similarly, expanded capitalization in the industrial 
sphere can cause strong deflationary pressures on raw materials. 

The ebb and flow of valorization and devalorization takes on impor
tance because capitalization is embedded in the accumulation process. 
Marx's theory of value is invaluable in making the link between val
orization and accumulation. 

Marx himself did not always frame his discussion of accumulation in 
terms of value. Because of the need to communicate his work to a more 
popular audience, he often wrote on a more superficial level, as in the 
case of his India articles. This incident demonstrates the importance 
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of separating the scientific from the superficial. It also illustrates how 
political considerations exercised a strong influence on Marx's writ
ings. 

This conclusion does not mean that the existing literature on Marx's 
theories should be thrown overboard lock, stock, and barrel. Nor does 
it suggest that all Marxian analysis must begin with a dark con
spiratorial search for hidden motives. 

In fact, in so far as his central doctrines such as his theory of value 
are concerned, Marx, perhaps more than any other writer before or 
after, provided a detailed analysis of his methodology. Nonetheless, in 
the case of the India articles as well as in the case of his analysis of 
scarcity, I am convinced that political motives colored what Marx 
wrote. 

The India articles bear on the rest of this book in another respect. 
Marx interpreted the original rise of agriculture as a response to 
population pressures. As agricultural production intensified, tradi
tional societies congealed into fairly rigid forms. They used their 
available resources efficiently, although other social organizations 
with superior technology could outperform them. In this sense, Marx's 
understanding of the broad sweep of traditional agricultural develop
ment bears some resemblance to that of T. W. Schultz, who believes 
that traditional societies are efficient but stagnant. For Schultz, only 
the infusion of new technologies can lend a dynamism to traditional 
economies (Schultz 1964). 

In contrast to Schultz, Marx anticipated that enormous hardships 
would accompany this process and what successes that it would bring 
would be a long time in coming. Modern politics—that is socialism, not 
modern technologies —were the key ingredient to near-term progress. 

Marx was the first to admit capitalism's undoubted achievements, 
but he did not believe that capitalism was adequate to overcome 
resource scarcity. If capitalism did hold the key to the future for tradi
tional societies, it was only because it was the crucible in which 
socialism would be formed. 

Nonetheless, the most important lesson from the first chapter is its 
bearing on the need to ground a reading of Marx in first principles, in 
the theoretical scaffolding of his abstract categories. The chapters 
dealing with Marx's categories analyzed Marx's use of abstract con
cepts. These chapters are relevant to a book on crisis theory because 
the power of Marx's abstract analysis, including his analysis of crises, 
is due to his care in applying his dialectical method. 

Chapter 5, on constant capital, represents a half-way point. On the 
one hand, it analyzes a specific category. On the other hand, it 
demonstrates how that category has been improperly applied to crisis 
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theory. I attribute this failure to a simplistic, dogmatic reading of 
Marx's discussion of constant capital, one that is divorced from an 
analysis of the development of the category of constant capital. 

Given the preceding methodological analysis of Marx's categories, 
the mysteries of the capitalization process can be resolved relatively 
easily within Marx's analysis. At this point, a more thorough develop
ment of Marx's crisis theory can proceed. 
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