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1. Introduction

Not long ago, it was fashionable in orthodox social science to
proclaim that the millennium had begun: the end of poverty; the end
of alienation; the end of ideology.
But this was all in theory, of course. Capitalist reality, on the other
hand, has continued to develop in its own brutal and crisis-prone
manner, in blatant disregard of the tender sensibilities of its
ideologues. Nowhere has this had a more devastating effect than in
orthodox economics, whose standing has plunged as it has suffered
from what Marx once called the ‘practical criticism’ of the real. Atthe
same time, this justly deserved decline in the status of orthodox
economics has been attended by a correspondingly rapid revival of
interest in Marx and Marxian economics. We are all Marxists now,
after a fashion. - ‘
But the trouble is that there is quite a difference between Marx and
Marxian economics. Marx laboured over the great body of work in
Capital for more than twenty-five years, and he never quite finished
even this core of his planned greater work. * Moreover, the systematic

completion of this plan, which he had hoped would be carried out by -

his successors, was never really undertaken. Instead, in the more than

100 years since his -death, Marxian economics has developed

erratically and unevenly, with only sporadic connection to Marx’s

own work:? an equation here, a scheme of reproduction there, anda

' On the place of Capital in Marx’s overall p!annéd work, see R. Rosdolsky, The R

Making of Marx's Capital, London 1977, chapter 2. 7
? David McLellan’s Marxism After Marx (New York 1979) makes abundantly cleat
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gllft:gctilr::a‘l” ;ﬁlss ;truggle every'where——with the intervening hole
materiay 1 an\;r lateverh material was already at hand, And thi;
. b conseqal:fri;e ai ée_e::t appropriated from orthodox econ.
theory andparreuer 1', the origina] relationship between Marxist
anowreationt e ‘:e;tlix;l;asrbt?en ‘subtly but st-eadily substituted by
KeGypesjans o s f‘ashio’;:,ﬂ and bourgeois theory’.3 Weareall
iven this‘ history, it was inevitable that the revi i i

II\\/I/I::;;:i,aIelsé:a::.;::l&Ily.m-C'apztal, would pose a tremef:ilgii cc)lt;fllglcfﬁlif;tf:)l;
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coonomi ich the great bulk of the analysis is founded precise] '

sence of such concepts. How does one absorb the concept 0::‘('

as currently constructed non
e of “yea’ the .
first place? these really ‘use’ this concept in the
Th i : .
indce; p{edlyament 1§ pnavmdable. If the structure of Capital i
- in::lzntlﬁc, then it is based on 4 System of concepts, interlockes
rdependent, and one cannot simply sample individyaj

must give way.,
There are really only two basic Ways out of this quandry. Either

d . R
nd International brilliantly analyses-this process of revision and its coneeptual

Toots (L. Colletti, From R 1
Andornzs 0 s ou.m'efw to Lenin, New York 1972y,
| B's stimulating book Considerations on Western Marxism Eon?je:n E::i(:a, ll:;;?

“Andcrson, p. 55


Note
in Ian Steedman, Paul Sweezy et al., The Value Controversy, 1981
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one must demonstrate that the system of concepts in Capital can
indeed be extended and concretized to deal with existing arguments
and historical evidence, or one must show that the dominant formu-
lations in what is currently defined as Marxian economics are in fact
based on a superior structure, and Marx’s concepts, where ‘ap-
propriate’, must be reformulated to fit this. In the former case, it is
Marxian economics that will inevitably be altered, perhaps decisively,
asitiscritically appropriated into Marx’s conceptual structure. Inthe
latter case, this conceptual structure itself will be modified, and
perhaps even rgjected in good part, as being inconsistent with
currently accepted theories.

The neo-Ricardians, of course, adopt the latter position. Their
framework, they argue, is vastly more rigorous than that of Marx,
and within it they are easily able to treat a host of issues involving
prices of production without any reference whatsoever to value
analysis. It follows from this, they insist, that the very notion of value
is redundant. What is worse, it is inconsistent with price analysis,
since magnitudes in terms of values generally differ from those in
terms of price. Operating on this basis, they then conclude that the

" concept of value must be abandoned, as must a panoply of other
arguments of Marx, such as those involving productive and un-
productive labour, the falling rate of profit, etc. The remainder, that
portion which fits into their framework, is then defined to be the
‘essence’ of Marx’s analysis, and this of course can easily be
integrated into a modern framework in the Ricardo-Marx-Sraffa-
Keynes-Kalecki tradition.*

I wish to argue exactly the opposite position. The analysis of Marx

is, 1 claim, vastly superior in its overall structure to anything

imaginable within the flat conceptual space of the neo-Ricardians.
Indeed, it is their vaunted algebra, on which they base so many of

their claims to rigour, that is in fact their greatest weakness. Thisisso, -
as we shall see, precisely because their algebra goes hand in hand with®
a series of concepts taken directly from what Marx calls vulgar
economy: equilibrium, profit as a cost, and worst of all, perfect.

competition and all that it entails, It is not the algebra but rather these.
concepts, whose apologetic and ideological roots are well known, ="

*Ian Steedman, Marx After Sraffa, London, NLB, 1977, chapter 14, pp. 205-207.

~

.- arguments of the neo-Ricardians, as represented

- earlier. Section 4 will
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8. This will become immediately
actly the same algebra generates
ry different conclusions, once it is
And these questions, in turn, are different
d and the system of concepts in Marx, his
law of value, is s0 unlike that of vu,lgar

that generate their basjc conclusion
apparc':nt when it is shown that ex
very different answers and hence ve
asked’ different questions.
ex'actly because the metho
scientific analysis of the
economy,
Itl should be emphasized that | amn
analysis should be dismissed, On the i
houl . contrary, I wish to argu i
:ﬁal contributions can be fully utilized only when they are ﬁiveets}::c; lt?‘
_t:.vulgar concepts smuggled in with them, This is what the te:r0
crlquue always means: a critical appropriation of knowledge i
Ma?x,v:l;itg l{ollo»tvs. I w:ill therefore briefly outline the strucu;re of
ment in order to highlight the reaso i
: n why labour-t
appears as the regulating principle of ex i vy
' | change relations a
thlls regul_atlon occurs. This will be done in section 2 e the way
nh section 3 T will present and critically examine the principle
‘ by the work of Ian
argument v»fxll proceed along the lines outlined
then contain concluding remarks directed not

ot claiming that neo-Ricardian

Steedman. Here, the

all soc:ieties3 the objec.ts required to satisfy human needs and wants
abply fl_certal_n a]locgtmn of socnlety’s productive activities, of its
labour tm'm, I specific proportions and quantities. QOtherwise
reproduction of the society itself is impossible: the relatiém of peopl
ic; ‘hature must be reproduced if society is to be rc:progr.u:sde
) ;i)rt?over, tl?e relation of people to nature exists only in and througﬁ
nite relations of people to people; these are therefore two aspects
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of the same set of relations that define the mode of (re)production of
social life. The production of material wealth goes hand in hand with
the reproduction of social relations.

None of this suggests that labour acts unaided. On the contrary,
labour is a relation between people and nature, .in which people
actively and consciously utilize nature to their own ends. The
-important point here is that the production process is a labour process,
a basic human activity, without which the reproduction of society would

- be impossible. By the same token, while it is true that use-values may
occasionally arise as the spontaneous fruits of nature (wild grapes, for
example), it is obvious that no society could long exist without the
production of use-values, that is, without labour itself.

In all class societies, labour acquires yet another aspect, since
under these circumstances it is the extraction of surplus labour and
the creation of the resulting surplus product that forms the material
basis for the reproduction of the class relation.

It is therefore Marx’s contention that labour-time is fundamental to
the regulation of the reproduction of society. the performance of
labour produces both use-values and social relations; the perform-
ance of surplus labour reproduces both the surplus product and the

class relation; and a particular distribution of the ‘social labour in

definite proportions’ results in the production of ‘the (specific) masses
of products corresponding to the different needs’ of society.®

2. The Role of Labour in the Regulation of Capit&list Society

Capitalist production, like that in every other class society, is also
subject to the same fundamental regulation through labour-time. But
capitalist production has the peculiarity that is based on generalized
commodity production, in which the vast bulk of the products that
constitute the material basis of social reproduction are produced
without any direct connection to social needs. They are produced
instead by private independent labour processes, each one dominated
by the profit motive. Neither the connection of a given labour process
to the social division of labour, nor indeed the actual usefulness of the

$ Marx to Kugelmann, 11 July 1868, in Marx- Engels Selected Correspondence, third
edition, Moscow 1975, p. 196. -
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roduct itself, is of any immediate in
\ terest to th italist i
on;\y profit matters, in the final analysis ° captalitinvolved:
. ) .

- g j(t)ht{;l;x I;:ou:il‘.s to the fundamenta] contradiction that exists
it o the € hand, each Jabour process is privately undertaken gs
g wa ependent of all others, with exchange-for-profit as th
g0al. On the other hand, this undertaking assumes ip e that

" bIct, l;sr in exchange. that t'he apparent independence of each private
process collides with the trye inter-dependence inherent in a

- social division of labour. Exchange is the sphere, as Marx puts it

;v:;;z th;e cor,ltﬁradictions of commodity production are ‘both exposed
solved”.® It is the sphere where the private independent labours

.oare forcibly articulated into 4 social division of laboyr.”

Notice what is being said here. Exchange is the sphere in which the

% contradiction internal ro Production itself, the contradiction between

private labour and the social division of labour, is made visible, It is

.: herg.that each f:apitalist first gets the good or bad news, through the
- medium of prices ‘and profits. But at the same time, because this

; contradiction is internal to the social division of labour itself its

s 3

: rc:folunon implies the dqmz’nation of the outcome of exchange, of
‘prices and profits, by social labour-time, The outcomes of excha,ngc

.are ‘the form in which this i e
itself” ® proportional distribution of labour asserts

And so we have a double relation: prices and profits as the

“K. Marx, Capital Vol
* Colletti, p, 83 ume 3, New York 1967, p. 880,

% Marx to Kugelmann, p. 198,
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immediate regulators of reproduction, and social labour-time as the

intrinsic regulator of prices and profits and hence of reproduction.

‘The operation of this double relation is what Marx calls the law of

value, and it is precisely because of his analysis of the role of labour-

time in social reproduction that the law of value rests onl a labour
theory of value: ‘in the midst of the accidental and ever fluctuating
exchange relations between the products, the labour-time socially
necessary to produce them asserts itself as a regulative law of nature.’

3. Abstract Labour and Value

We have seen why labour-time enters in a fundamental way into the

regulation of exchange-value. Now we need to specify exactly how

this regulation takes place.
In all form of societies, concrete (i.€. specific) types of labours

produce specific types of products: a weaver produces cloth, a baker
produces bread. The concrete qualities of their labours result in the
concrete forms of their use-values.

However, commodity production is production for exchange, and
in exchange the distinct qualities that give various commodities their
concreteness are abstracted from by the process of exchange itself.
‘When cloth is exchanged for bread, a certain quantity of the former is
socially equated with a certain quantity of the latter. Their concrete
differences are therefore subordinated to a common social property,
that of having ‘quantitative worth’—w
value. So, by becoming a commedity, a use-value acquires an
additional aspect, that of possessing exchange-value.

As a product, a use-value is the result of concrete labour. This
" means that the social process of equating different use-values and

hence abstracting from their concrete qualities is at the same time a
ting from the concrete qualities of the

social process of abstrac !
labours whose results are these use-values. It follows that the very

same set of social relations that endows use-values with the common

guantitative property of exchange-value also endows the labour that

produces this concrete use-value with the capacity to produce 2
common abstract guantity. Thus labour too acquires an additional
aspect when it is aimed at producing commodities: it acquires the
aspect of abstract labour, and from this point of vi

hat Marx calls exchange-

ewall commodity- -
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producing labour becomes qualitatively alike

comparable. and quantitatively
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is ; -
s nilslp;)rizglt to sl;rjss here that the abstraction process described
1 social process. Abstract lab i
above - Abs abour is the
of?: Ome};i1 :giiliuman (;abour when it is directed towards the prggzgteil;l{
es, and as such, it exists only 1 i
ore it 'y in commodity producti
som:gg:::g; of abstract labour is not a mental generaliz{ifion thﬁat;?.:fl'
somehot rgc;:e t?[‘ rrllal.ce, but rather the reflection in thought of :
foal sodtal [;ISO rs: 1.11'(1)15 in turn means that gbstract labour, and hence
vatue, are also » zzi : com‘m.Odnty-producing labour creates value
which is o J“ l_he (materialized) in the form of a commodity W’
shortly how import i aco.
Ricardians portant this point 15 1n relation &0 the neo-
There i i
pas ;sr;)rixe fgnher issue here. We have seen that abstract labour
gin in the process whereby a use-value becomes a

+ commodity. But this i
con : 1 process in turn has two possibl i
quite different implications for abstract Iabourp © forms, with

Consi
onsider the case of a type of product produced not for exchange

“but i itali
thatf;)r il:ct us;, say by pre-capitalist peasant labour. Suppose now
s portion of this product happens to find its way into exchange

Then, in thi
, in this case these use-values become commodities only in the

5 aet of ex —which i
N pmdu:e (ci:h:;]nge : which in turn means that the concrete labour that
D etty of el;n is abstracted from, also acquiring the additional
o Co)Irn of ;dist.;ract ;abour,- only in the moment of exchange itself.
: - production therefore involve |
on ’ s concrete labour a
: alues only, and a portion of these are reafized as abstract laborlljcl

and iti i
nd commodities, respectively, only in exchange itself.
) ) .
Marx, Theories of Surplus-Value: Volume IV of Capital, Part II, Moscow 1968

p. 403.

18 Colletti, p- 87.
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The matter is very different in the case of commadity production.
Here the use-value is produced as a commodity, and indeed the whole
nature of the production process is dominated by the fact that it is the
exchange-value of this comniodity that is central to the producer. In
this case the use-value acquires its character as a commodity by virtue

“of the fact that this labour process exists within and through
commodity relations, and not merely at the moment of exchange.
This use-value is a commodity from its very conception, and the
labour is both concrete and abstract from the very outset. Thus labour
involved in the production of commodities produces value, while
exchange merely realizes it in money-form. It is only because of this
that Marx can distinguish between the amounts of value and surplus-
value created in commodity production, and the generally different
amounts realized through exchange. I will return to this point later
on, for it is the defenders of Marx themselves who stumble over this

issue.
L 1

4. Money and Price

The preceding analysis also implies that money is an absolutely
necessary aspect of developed commodity production. Exchange is
the process in which people equate different use-values to another,
and money is the necessary medium in which this equation is
‘expressed, and through which the articulation of the private labours
is accomplished. Money is the medium of abstraction, and the means
“of forcible articulation. ‘

The price of each commaodity is therefore always a money-price,
the golden measure of its quantitative worth, It is what Marx calls the
external measure of exchange-value, and hence the form taken by
value in exchange.!! o

Because price is the monetary expression of value in the sphere of
exchange, it is always more complexly determined than value. Evenin
the simplest case, when prices are proportional to values, the money -
price of a commodity is still a quantity of money (say gold} determined -
by the value of the commodity relative to the standard of price
(say one ounce of gold), and is therefore already a (trans) formation of

1 Marx, Capital, Volume 1, Penguin Books in association with New Left Review
Harmondsworth 1976, p. 139. ‘
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! . er

Y Ibid., p. 193,
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‘1) The law of value dominates price movements with reduction or
increases in required labour-time making prices of production fall or
rise. . . .
‘2) The average profit determining the prices of production must
always be approximately equal to that quantity of surplus-value
which falls to the share of individual capital in its capacity of an
aliquot part of the total social capital. . . , Since the total value of the
commodities regulates the total surplus-value, and this in turn
regulates the level of average profit and thereby the general rate of
profit—as a general law or a law governing fluctuations—it follows
that the law of value regulates prices of production.’!3
In a highly modern vein, Marx goes on to note how meaningless—
but how very convenient—it is to treat the difference between price
and value (i.e. the relation between the two) as a mere separation:
“The price of production includes the average profit. . . . It is really
what Adam Smith calls narural price, Ricardo calls price of produc-
tion, or cost af production ... because in the long run it is a
prerequisite of supply, of the reproduction of commodities in every
individual sphere. But none of them has revealed the difference
between price of production and value. We can well understand why
the same economists who oppose determining the value of com-
modities by labour-time, i.e. by the quantity of labour contained in
them, why they always speak-of prices of production as centres around
which market-prices fluctuate. They can afford to do it because the
price of production is an utterly external and prima fucie meaningless
form of the value of commodities, a form as it appears in competition,
therefore in the mind of the vulgar capitalist, and consequently in that
of the vulgar economist.”!4 ‘
I remind the reader that Marx is speaking here of economists of his
time who claim to ground themselves in ‘classical’ economics—
minus the labour theory of value, of course!

3. Twe Aspects of Socially Necessary Labour-Time

" In any society, the necessary distribution of social labour-time hastwo .

-

distinct aspects, and these in turn give rise to two different senses of

socially necessary labour-time.

13 K. Marx, Capital Volume 3, pp. 179-80.
14 1bid., p. 198.
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100,000 hours of value created in production. The regulating price'of
this, which is by assumption the direct price, is $2 per vard. Suppose
now that at this regulating price, the expressed social need, i.e. the
effective demand, for this product is only 40,000 yards of linen, which
represents only 80,000 hours of labour-time. Then the fact that the
actual amount of total labour-time devoted to linen production is
greater than the amount socially necessary to meet effective demand
means that the market price of the commodity will fall below its direct
price of §2—to say $1.50 per yard of linen. The 50,000 yards actually
produced will therefore sell for $75,000 in the market, and since §1
represents one hour of abstract labour, this means that the value
realized in exchange, in the form of money, is 75,000 hours. And so
we see that because the actual labour-time devoted to this branch is
greater than the labour-time socially necessary to meet effective
demand, a product representing a value of 100,000 hours is sold in the
market for the monetary equivalent of only 75,000 hours. The
‘violation of this (necessary) proportion makes it impossible to
realize the value of the commodity and thus the surplus-value
contained in it.’!%

To summarize: Socially necessary labour-time in the first sense
defines the total value and unit social value of the commodity, and

through the latter, the commodity’s regulating price. Socially neces-

sary labour-time in the second sense, on the other hand, defines the
relation between regulating price and market price. Both senses must
be kept in mind if one is to understand exactly how social labour-time
dominates and regulates the exchange-process. We will see later that
a failure to distinguish between these two real aspects of socially
necessary labour-time, and hence a failure to recognize Marx's own
distinction between these two aspects, so confuses some Marxists that
they end up abandoning the concept of the magnitude of value (as
distinct from price) altogether, ‘

3. Critique of the Neo-Ricardians

In what follows I will divide the main points of the neo-Ricardian

!#Ibid., p. 636.
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¥y Steedman, into four major groups

and

; position, as summarized b
i then address each in turn,
1

L 1. The Redundancy A rgument

All value
gquantities

Physical
production
and wage
data

FIGURE |

" Figure 1 aboye illustrgtcs the first major argument marshalled b
¢ ;. neo;Rlcardlans, Whl(::h as Steedman notes, has been made ‘in);
Whil?lu]i oxl‘n?s, by many.dlﬁ'erent writers over the last 80 years’, and in
¢ e claims ‘no logical flaw has ever been foung’, 16 Such b
wosrds clearly deserve a closer examination. e
) teedman explal_ns the argument as follows. The box on the left
= :55:;:11:8 tl:;: physical production data and the real wage, and thege
O determine the rate of profit A pri
o dete ... and all prices
2;::1:1::0:‘]{3 as ll;list;ated by the path marked ‘(bY. Atthe s:me tim?ef
- nhiies of labour embodied in the vari iti ,
can themselves only be determiy ditions of pyes
rmined once the conditions of i
ar clves production
known’, asillustrated by path (a). From this it follows at once that

" 16 - ;.
Steedman, Marx After Sraffa. The diagram is from P- 48, the quotes from p. 4
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labour values therefore ‘play no essential role in the determination of
the rate of profit (or of the prices of production)’.” In other words,
values are redundant in the analysis of exchange relationships.

Notice how often the word ‘determine’ crops up: the physical
production data determine values, and in conjunction with the real
wage also determine prices of production. But what then determines
this physical production data?

In Marx, the answer is clear: it is the labour process. It is human
productive activity, the actual performance of labour, that trans-
forms ‘inputs’ into ‘outputs’, and it is only when this labour is
successful that we have any ‘physical production data’ at all.
Moreover, if the labour process is a process of producing com-
modities, then it is one in which value is materialized in the form of
use-values. Thus both ‘inputs’ and ‘outputs’ are the use-forms of
materialized value, and we can then say that in the real process, it is
values thar determine the ‘physical production data’.

We also know, morcover, that in the real process of reproduction,
the production of use-values precedes their exchange. Indeed,
exchange itself is a process in which the different labour-times
involved in producing these use-values actually confront each other,
and are eventually articulated into a social division of labour—
through the medium of money prices. Thus it is values that also
determine prices, in a double sense; prices are the forms taken by
values in exchange, and the magnitudes of these values dominate and
regulate the movements of their price forms. The latter point must of
course be developed further, since we need to show not merely that
prices of production and profits rest on the expression in circulation
of value and surplus-value, but also that the former magnitudes are
regulated by the latter. This we take up in thé next section.
Nonetheless, we may summarize the above argument in a diagram,
figure 2, that serves as a contrast to figure 1. :

How do neo-Ricardians manage to miss so elementary a point? It .

is, T think, because of two fundamental weaknesses characteristic of
their analysis. First, in spite of their protestations to the contrary,!?

171bid., p. 14. In all these quotes, the emphasis on the word ‘determine’ is mine.

1% Steedman states that ‘all production is assumed to be carried out by workers, ina
socialized labour process . . .”. (Ibid, p. 17). Nonetheless, he remains quite oblivious to

the elementary implications of this assumption, and continues to speak of ‘physical -

- use-values. Hence the characteristic emphasis of the neo-

-, only “distribution’ appears truly social.

", conceptual s
% datatocone
v real magnit
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2. The Inconsistency Argument

Let us return for a moment to the neo-Ricardian fork diagram in
figure 1. In that diagram, the path (c¢) from value magnitudes to
profits and prices is dotted to express its redundancy. But it is also
blocked off, in order to represent the neo-Ricardian argument ‘that
one cannot, in general, explain profits and prices from value
quantities . . .’.1° :

There are two basic components to this argument. The first is
simply the redundancy argument repeated once again, in which
Steedman insists that since he can calculate both value and price
magnitudes from the physical data, the former cannot therefore .
determine the latter. For him, only algebra ‘explains’ anything, We
have already dealt with the superficiality of this type of reasoning,

The second element is more substantive, though it, ltke the first, is

" hardly new. In essence, this point has to do with the ‘transformation
problem’. In what follows I will therefore present both the problem
and its treatment, though the main results I will utilize are developed
by me elsewhere, and will merely be outlined here.

The basic issues are well known. Following Steedman’s own
analysis, we abstract from fixed capital and joint production,?® and
consider a given mass of use-values representing a given sum of values
and sum of surplus-values. Then, with prices proportional to values
(for simplicity in exposition, let $1 represent 1 hour of value), this
mass of use-values will be expressed in exchange as a sum of direct

prices and direct profits. Under these circumstances all money ..

magnitudes are directly proportional to the corresponding value
magnitudes, and therefore all money ratios are equal to the
corresponding value ratios. In this case, the relationship between
production and circulation is specially transparent.

Now consider the same mass of use-values, hence the same sum of
values and surplus-values, exchanged at prices of production. We are,

considering, in other words, a change in the form of value alone, from

'# [bid, p. 49. : S
201bid, p. 50. Steedman notes that these general conclusions hold even when we

abstract from fixed capital and joint production. We will therefore similarly restrictour - -
analysis here, all the more s0 since & proper treatment of these two questions cannot be
undertaken until the simpler ones have been addressed. The ‘choice of technique’, on | .
the other hand, will be treated in the next subsection. -

. The sum of money
the transformation,
(transformed direct
. Strictly speaking, one
duction ~ direct price

of are between money magnitudes.

I.t 15 evident that no change in the mere exchange ratios through

rea oys values
how is it that profits can differ

.cxc\:::;nea cogllmoldity is sold at its direct price, the seller and buyer
( ge equal values in commodity-form and
ively. But when prices deviate f; ooy 0w speCt
L D e rom values, a transfer of value takes
= ] & the exchange process. For insta i
v sells at a price below its value (j . rect pricg, e mmmodity
8 ue (i.e. below direct price), the capitali
. ; ‘ A capitalist
siiwho ;ells the commodity receives a value in money-form thatp is less

21 Marx, Capital Volume 3, p. 43.
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than the value he hands over in the form of a commodity, and vice
versa for the buyer. Surplus-value is therefore transferred from seller

to buyer.
To understand the general implications of this, let us first divide the

total social production into three great branches (means of produc-
tion, workers’ articles of consumption, and capitalists’ articles of
consumption), and then, on this basis, analyse the effects of price-
value deviations on the transfers of value in simple reproduction. To
do this we will consider the effect of price-value deviations in each
branch taken singly, holding the prices of the remaining two branches
exactly equal to values. We are therefore momentarily allowing the
sum of prices to deviate from the sum of values, though we will soon
return to this equality. It is important to note that this is an analytical
device only, not a description of an actual process.

Suppose the first branch raises its total price above its total value,
with the other two keeping their prices equal to values. Then the gain
in profits of the first branch is exactly equal to the rise in the sum of
prices. This branch, however, sells means of production, which in
simple reproduction are equal in magnitude to those used up as
constant capital in all three branches. Therefore the price rise of the
first branch, which is the same thing as the rise in the sum of prices,
produces an exactly equal rise in the total cost-price of all three
branches. But if the sum of cost-price rises as much as the sum of
prices, the difference between the two, which is the sum of profits, is
not changed at all. It follows therefore that though the first branch can
alter its own profits by altering its price; other things being equal, this
cannot in any way give rise to any change in the sum of profits. What
is gained by one capitalist as capital-value, in the form of profits, is
exactly offset by what is lost by the capitalist class as a whole as
capital-value, in the form of constant capital. The transfers of value

therefore remain within the circuit of capital, so that within this circuit

the net transfer of value is zero.

A similar analysis can be conducted for the second branch, which = -

sells workers’ articles of -consumption. Here, any rise in this total

price is initially at the expense of the immediate buyers, who are.the  ~ k
workers as a whole. But since we are considering a change in the form . J;
of value alone, the value of labour-power and hence the real wage are
held constant, so that any rise in the price of workers’ means of !
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mystery disappears. To the extent that price-value deviations give rise
to transfers between the circuit of capital and the circuit of capitalist
revenue, these transfers will manifest themselves as differences
between actual profit and direct profits. Ironically, though this
phenomenon is evidently a mystery to most Marxist discussions of
this issue, it was no mystery to Marx himself: ‘This phenomena of the
conversion of capital into revenue should be noted, because it creates
the illusion that the amount of profit grows (or in the opposite case
decreases) independently of the amount of surplus-value.2?

None of this should come as any surprise once the difference
between value and form-of-value has been grasped. Value and
surplus-value are created in production, and expressed as money
magnitudes in circulation. Since the circulation magnitudes are more
concrete, they are necessarily more complexely determined than
value magnitudes, for they express not only the conditions of
production of value but also the conditions of its circulation. As such,
therelativeautonomy of the sphere of circulation necessarily expresses
itself as the relative autonomy of price magnitudes from value
magnitudes. Profits, in other words, depends not only on the mass of
surplus-value but also on its specific mode of circulation.

The concept of the relative autonomy of circulation from produc-
tion implies not only that profit can vary independently of surplus-
value, but also that this independence is strictly limited. It is necessary,
therefore, to show how value categories themselves provide the limits
to the variations in their money-expressions.

Intuitively, it is evident from the preceding discussion that the
overall deviation of actual profits from direct profits is the combined
result of two factors. First, it depends on the extent to which the
prices of capitalists’ articles of consumption deviate from the values
of these articles—that is, it depends on the manner in which surplus-

2% Marx, Theories of Surplus-Value, Part 111, Moscow 1971, p. 347, It is interesting to
note that Marx discovers this phenomenon in connection with his analysis of
differential rent, and not that of price of production. It is often forgotten by Marxists
that differential rent also implies price-value deviations, since it is the marginal
conditions of production that regulate the market price while it is the average

conditions of production that always determine (social) value. Thus even when the
regulating price is equal to value, it is in this case equal to the unit value in the marginal
land, which is necessarily different (higher) than the average unit value. Thus l:hg=

regulating price deviates from (average) value.
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*¢ For further details, see m i
» 3¢ my unpublished paper ‘“The T i
raffa (Prelude 10 3 Critique of the Nco-Rica[:;ians)?, I\T:ri:f:rlrgg:; onFrom Marxto



OO

ourselves-to prices of production, we can be even more precise. Since
the mass of profit and the rate of profit are so closely connected as far
as these issues are concerned, it is sufficient to illustrate the argument
for the latter. ‘ _— . '

We begin by noting that for given conditions of the labour process,
the value rate of profit * can always be expressed as a steadily (i.e.
monotonic) increasing function of the rate of surplus-value.

Ay
I ‘ =
C+V
where S=surplus-value, ¥ =value of labour power. Let
L=V + S=value-added by living labour (if N=the number of
workers employed, and /4=the length of the working day in hours,

then L= N#). Let k= Lg = the ratio of dead to living labour. Then
S S
¥ N v
Ci{L LY
(E) 7) +1 k |+7 +1

Since & depends only on the technology and the length of the working
day 4, when these conditions of the labour process are given, r° will
vary directly with the rate of surplus-value. Thus the value rate of
profit is a monotonic increasing function of the rate of surplus-
value.?* ] ‘ .

In recent years, several aiithors have shown that when direct prices
are transformed into prices of production, though the transformed
money rate of profit r will in general deviate from the value rate (we
have already seen how and why), nonetheless this transformed rate
also is a monotonic increasing function of the rate of surplus-value.26
But once it is recognized that the value rate of profit r* and the

transformed rate r both increase as -‘g,— increases, it follows at once that

2% A. Shaikh, ‘The Transformation From Marx to Sraffa’, section III. 3.

26 A, Shaikh, Theories of Value . . ., chapter 4, section 4, and M. Morishima, ]

Marx's Econemics, p. 64.

f-l;l:he Transfm‘-mation from Marx to Sraffa . . ) sections 11T an
iHI€se tWo ratios turn out to be virtually indistinguishabje.

also rises (faljs),
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€ 1t could equally welj be the other way around 27 e of
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developed. ‘Further: the changed outward form of the law of value and

surplus-value—which were previously set forth and which are still

valid—after the transformation of value into price of production’?®
At alltimes and in all places, price is the outward form of value, the

reflection of value in the sphere of circulation. What the transform-

ation does, Marx argues, is to transform this outward form, to - deviations and the transfers of yaj en the individual price-value

introduce into it certain fresh determination and new sources of . Quiteimportant in thejs own rigffta ;C theain they give rise become
. - F'or the analysis of th

ephenomena

variation, but to do so in such a way as to leave the intrinsic
connections unchanged. Look again at figure 3. It illustrates this

| : f ]tse“ Ol ara O . n ld i hc <] !SSUCS, then ]’t
' d ra1e UI l)l Oﬁt app y H .‘- ( V1 d Ce-vy V. t l'lS, n termS 01 bOth thelr dl] CCIIOHS
othe'[ lland, € o l cture Df ‘,ah]e catcgorles ’ ln O]l«ed, n 1~ . hi S d 188U lS lmp] t h

(the pattern of organic compositions, and the proportion of surpius-
value that is converted into revenue) that provides the limits to this
displacement effect. The variations in the form of value are thus
shown to be conditioned and limited by the very structure of value
itself. '
The notion of relative autonomy, of variation within limits, is of
course entirely absent from the neo-Ricardian discussion. Given their
own deep debt to orthodox economics, this should come as no
surprise. Consequently, they have always insisted that the difference
between value and its expression in circulation implies an incon-
sistency, & complete divoree of inner connection, between the two,
The money rate of profit, Steedman notes, is generally different
from the value rate. From.this he concludes that ‘the latter ratio
provides no adequate measure of either the rate of profit in a
capitalist economy or the potential for accumulation in such’ an
economy. . . ."2® This is the ventriloquist voice of his method’
speaking, not the algebra. It is, moreover, an obscurantist voice,. .
precisely because it takes refuge in algebra in order to obscure the . -
profound silence on the question of method. s

developed in conjunction with the ‘“mater;

. un erial of ion” whj
E;e;;se‘ztll)lec:;se I is materiql, can “weed out . .O.b;;;;zg:es ‘Z}:)li(x:qh’
3 A, ;neu :m;i co:rectl’nsg c_:)thers until finally the ’law if

A hp €lorm™ .. "32 it follows that scientific abstrag-
what Marx calls 5 ‘determinate abstraction”, Abstrac-

]

194, 32 Collett], p. 42

28 Marx to Engels, 20 April 1868, in Marx-Engels Selected Correspondence, p.
#1bid, p. 43.

29 Steedman, p. 205.
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tion of the moving contradiction that is capitalist commodity-
production, a reproduction process that necessarily must occur by
trial-through-error, he always speaks of a process of tendential
regulation in which discrepancies and errors of one sort constantly
produce those of an opposite sort. ‘The total movement of this
disorder is its order.’*# Similarly, when he speaks of capitalist
competition, he speaks of it as a war in which ‘each individual capital
strives to capture the largest possible share of the market and
supplant its competitors and exclude them from the market—
competition of capitals’ 3’ _

The neo-Ricardians, on the other hand, are safely ensconced
within equilibrium analysis, conducted on the assumption of ‘some-
thing like perfect competition’.3% These concepts do not merely
idealize capitalist reality, they systematically and ideologically
obscure it. Their pride of place in neo-Ricardian analysis therefore
highlights once again the profound limitations of this school of
thought. It has been so successful in its struggle against neo-classical
theory not merely because it is better than its adversary, but also
because it is so similar to it. With this in mind, we turn to the third
major type of argument made by the neo-Ricardians against the

theory of value in Marx.

3. The Primacy Argument

In the previous section I argued that the quantitative difference
between, say, the value and money rates of profit did not and should
not obscure the more fundamental qualitative and quantitative
relation between the two. Steedman does not see this, naturally,
because his method does not afford him the concept of relative
autonomy. But to this Steedman would reply: ‘Now if these profit
rates differ, which is the significant one? Which will affect capitalists’
decisions and actions? And which will tend to be made uniform, as

between industries, in a competitive economy? The answer is self-

3+ K. Marx, Wage-Labour and Capitai, reprinted in the Marx-Engels Reader, edited

by Robert C. Tucker, New York 1972, p. 175.
3% Marx, Theories of Surplus-Value, Part 11, p, 484

36 Armstrong and A. Glyn, ‘The Law of the Falling Rate of Profit and Oligopoly:& .- "

Comment on Shaikh’, Cambridge Journal of Economics, 1979, 3, p. 69.
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capitalists’, hence.of ‘no concern to them’, and therefore by his own
argument it is ‘not a significant rate of profit in a capitalist economy’.
_Fortunately for him, the last proposition is not true. And that is
'simply because it is his argument itself that is not significant. But then
if one argues instead that prices of production and the uniform rate of
profit are important even though they never exist as such in
circulation—precisely because they dominate and regulate the
constantly fluctuating constellation of market prices and profit
rates—then it is equally true that values and the value rate of profit
are even more important because they in turn dominate and regulate
prices of production and the uniform rate of profit. And this is just
what Marx argues all along.
One might ask: how ¢ould Steedman make so egregious an error?
Quite simply because he operates entirely within the concept of
equilibrium. If one assumes that there is no contradiction between
private independently undertaken labours and the social division of
labour, so that the articulation of labour is immediate, then one can
equally well assume that prices of production and the uniform rate of
profit obtain directly in circulation. But rhen the characteristic
contradiction of capitalism has been spirited away altogether. Once
you replace the concept of tendential regulation with that of
equilibrium, you have switched from abstraction as typification to
abstraction as idealization. This is, of course, characteristic of vulgar
economy, and is built into the basic mathematical formulations on

which Steedman relies so heavily.

¥

4. The Choice of Technique Argument

The neo-Ricardian pattern of confusing tendential regulation with
equilibrium, and of competitive battle with perfect competition,
shows up even more forcefully in their analysis of the so-called choice
of technique. Since I have discussed this issue elsewhere, I will only

mention the central points here.*® :

also hold for any two sets of differing prices, so that in general the average profit ratein

terms of market Prices will never be equal to the uniform rate of profit. .
3? A. Shaikh, ‘Political Economy and Capitalism: Notes on Dobb’s Theory o

Crisis', Cambridge Journal of Economics, 1978, 2, pp. 233-251. See also the debate
surrounding the above article, and my rejoinder on ‘Marxian Competition Versus

" knowled
edge of the real wage and possible combinations of methods
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the neo-Ricardién school. To begin with, once it is-recognized that"
market prices and profit rates can never exactly equal prices of

production and the uniform rate of profit, then the whole process of
reducing the question to one of selecting the combination that yields
the highest uniform rate of profit falls apart. Suppose, for instance,
that market prices differ from prices of production, so that industry
profit rates differ from the uniform rate of the neo-Ricardians. Then,
precisely because calculations are being made in terms of prices that
do not directly embody the uniform rate of profit, a new method ina
particular industry can raise the industry’s profit rate and at the same
time lower the uniform rate. A production method that yields a higher
than average rate of profit at one set of prices need not do so at some
other set. Steedman himself emphasizes this possibility vis-a-vis the
‘ihconsistency’ between prices of production and direct prices,
without noting that it applies with the same force to the ‘incon-
sistency’ between market prices and prices of production.*® Had he
done so, however, he would have been forced to conclude on the basis
of his own logic that prices of production and the uniform rate of

profit are not significant on two counts: not only are they ‘unknown

to the capitalists’, etc., but their very use in analysis can lead us to
false conclusions.

However, there is an even more basic error in Steedman’s logic. ~

Consider the fact that when capitalists evaluate methods of pro-
duction, they do so not only on the basis of anticipated prices of the
plant, equipment, materials, and labour-power, but also on the
anticipated performance of the labour process associated with this
method (which will determine the anticipated relation between

‘inputs’ and ‘outputs’), and finally on the estimated conditions of -

sale. Therefore, the profits they evaluate are themselves potential

profits based on the potential creation of value and surplus-value in
production, and on their estimated realization in circulation. So we -

may say that, even in thought, surplus-vaiue regulates profit:

Moreover, for this potential itself to be made real, actual value and ..

43 [t is only in some recent unpublished papers that Steedman has begun to nptlidg
that the difference between actual market prices and theoretical prices of production .-

. ‘raises important questions for contemporary analysis’. (lan Steedman, ‘Natural‘Piné._
Market Price, and the Mobility of Money Capital’, unpublished paper, 1978, p. 3.
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surplus-value will have to be produced and then realized, so that in
practice also, surplus-value regulates profit.

Lastly, I would argue that even the neo-Ricardian description of
the process whereby methods are evaluated is false, Steedman tells us
that ‘each industry will seek to adopt that production method which
minimizes costs’.** On the surface, this is similar to Marx’s argument
that competition drives capitalists to increase the productivity of
labour in order to lower cost-prices. But when Steedman speaks of
‘costs’, he means prices, i.e. cost-prices plus profit. The neo-Ricardian
analysis, in other words, is predicated on the treatment of profit as a
‘cost’ of production. Once profit is treated as what it truly is, an excess
over all costs, then on top of everything eise, the neo-Ricardian claim
that the profit rate cannot fall due to a rising organic composition is
also falsified.** In the end, rather than being their strongest case, their
treatment of the so-called choice of technique turns out to be the
weakest of all.

4, Concluding Remarks

& Recent events have led to a tremendous revival of interest in Marxian
¢ economic analysis. But this process has also produced its own specific
problems, because as Marxian economics gains in respectability, the
. temptation to represent itself in ‘respectable’ terms grows accord-
¢ ingly. And these terms, in the end, are almost always the wrong ones.
. There is no question that Marxism must appropriate all modern
" developments. But to appropriate them involves much more than
. merely adopting them: it involves tearing them out of the bourgeois
i framework in which they appear, examining their hidden premises,
. and re-situating them (when and if possiblé) on a Marxist terrain—a
; terrain that cannot be derived merely by algebraic variation or
+ sociological transformation of the premisses of orthodox economics.
" We must, and indeed we do, have our own ground to stand upon.
It is my contention that the neo-Ricardian (Sraffa-based) tradi-

44 Steedman, Marx Afrer Sraffa, p. 64.
4% For a more detailed presentation of this argument, see the papers cited in footnote
39

X,
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tion is by.far too ‘respectable’. Its roots in (left) Keynesianism are
easy to establish, and its refuge in mathematical €COnomIcs s quite
revealing. Nonetheless, the claims made by this school must be
addressed, and its real contributions must be separated out from
what is merely part of its cloak of respectability. In this paper I
attempt to do just that, by focusing on the central arguments
involved. Secondary matters involving questions of fixed capital and
joint-production are not treated here, in part because of their greater
difficulty, and in part because of the astonishing weakness of the neo-
Ricardian formulation of these issues. An adequate treatment of
these issues would require confronting these formulations them-
selves, in terms of both their internal consistency and their (external)
_adequacy to the relations they pretend to represent. Such an
investigation is well beyond the scope of the present paper.
The neo-Ricardians tell us that the concept of value in Marx is not

only unnecessary in the analysis of capitalism, but also irreconcilable -

with the actual relations involved.

In order to address these claims, I have first attempted to set out
how and why /abour appears inextricably bound up with Marx’s
notion of value, why the magnitude of value is measured by abstract
labour-time, and why Marx argués that this magnitude regulates and
dominates what he calls the ‘ever fluctuating exchange-relations
between the products’.

With this in mind, I then address the specific arguments made by
the neo-Ricardians, as summarized by Ian Steedman, concerning the
redundancy of values, their inconsistency with respect to prices, and

the primacy of the latter over the former. In all cases I utilize the same

algebraic formulations as they do, and within this framework [
" demonstrate that there are a host of issues and results that the neo-
Ricardians remain unable to discover precisely because they remain
so closely tied to the structure of orthodox economics. The concept of
value, including the magnitude of value, illuminates the whole®
qualitative and quantitative analysis of price relations, uncovering
relationships and causalities where the neo-Ricardians see merely
discrepancies. It informs and orders the analysis, thereby dem-
onstrating precisely its scientific power. ‘
By the same token, the logical contradictions and mconsmtencncs in .
the neo-Ricardian analysis are thrown into sharp relief. For instance
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Steedman’s own logic, if correct, would lead one to conclude that not’
only values and the value of rate of profit, but also prices of
production and the uniform rate of profit, are not ‘significant . . .ina
capitalist economy’. But of course his logic is not correct, and its
correction reinstates both the latter and the former. It only goes to
show that algebra is no substitute for logic.

I wish to end on a different note, however. It seems to me that
whatever their shortcomings, the neo-Ricardians squarely face the
question of the relation between the magnitude and form of value.
The complexity of the relation, as well as the weakness of their own
conceptual structure, misleads them into concluding that the two
magnitudes are irreconcilable. Nevertheless, at least they face the
issue and conclude openly that the magnitude of value must be

. excised from Marxist analysis.
How much easier it is to ‘save’ Marx by simply denying that the
problem exists at all! This has the great virtue of being able to criticize
the evident conceptual weaknesses of the neo-Ricardians without the
difficulty of having to address the problems they raise. Nonetheless,
the effect is the same in the end, because here too the magnitude of
value is excised from Marx, only by denying its existence altogether.
The paper ‘Real Abstractions and Anomalous Assumptions’, by
Himmelweit and Mohun, provides a good illustration of this
. approach. First and foremost, they fully accept the neo-Ricardian
[ argument on the redundancy and inconsistency of the concept of
© value, an argument they concede is ‘well-founded’ as long as value is
- conceived of as ‘embodied labour’. Thus they completely capitulate to
. the neo-Ricardian onslaught.
Well, if one comes this far and yet wishes to retain the concept of
. value, then only one avenue is left open: to redefine value itself. And
this forms the second principal axis of their argument. Value, they
. claim, is abstract socially necessary labour-time, and ‘social labour-
' time is validated only in exchange in the market’. Since that is so,
value can have no magnitude other than price itself, because it comes
into existence only when ‘commodities are actually exchanged in the
market’.
Naturally, if value is price, surplus-value is profit, and there can be
no question of any discrepancy between the two realms. Marx, they
note, does not seem to fully understand this implication of his theory
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of value (", and continues to make mistaken ‘allusions’ to value and
surplus-value as if they exist independently of their form:.

Aside from their evident haste to escape the conclusions of the neo-
Ricardians, their denial of the powerful distinction between value
and realized value rests, it seems to me, on their failure to recognize
two crucial points of Marx, concerning abstract labour and socially
necessary labour.

First, there is Marx’s distinction between use-values produced for
direct use and converted into commodities only when exchanged, and
use-values produced for exchange and hence produced as com-
modities. Their argument applies only to the first case, and hence to
non-commodity production only! We discussed the significance of
this point in section 2 above.

Allied with this is the second point: the distinction between the two
types of socially necessary labour-time. In conjunction with the first
point, this gives rise to precisely the issue that Himmelweit and
Mohun evade: the difference between value and realized value, and
the question of their inter-relationship.

For instance, suppose we consider a given product produced under
given conditions but nonetheless sold under varying sets of relative
prices (this is basically the problem of the effects of price-value _
deviations, which we analysed earlier). We are therefore holding all
production conditions, the real wage, etc., constant, and varying only
the conditions of circulation. Then, as we know, the magnitude of the
money profit will vary even when the sum of prices is held constant.
Are we now to say that the mass of surplus-value gets bigger or
smaller as relative prices, and nothing else, vary? If surplus-value is
profit, then we cannot speak of any transfers of value to account for
this, and must conclude that relative price variations alone can create
or destroy surplus-value.

Worse yet, consider a crisis in which so little of the social product is
sold that profit is actually negative (this is a recurrent real pheno-
menon in capitalism). Are we then to say that even though workers
were exploited and a surplus product produced, surplus-value is itself
negative? If we are not allowed recourse to the distinction between
value produced and value realized, then of course surplus-value is no
longer connected to any rate of eproitation at all. It is merely an . -
epiphenomenon of circulation. And so what begins as a tact:cal -
capitulation to the neo-Ricardians turns into a rout.






