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Anbiguities in the meaning of the word "capital® lie mueh
deeper than the problems of measurement or the esoteric contreversy

about ‘ireswitching®.

Orthodox Theery

Orthodox theory treats capital as a iifactor of productiont

(aling with land and la.bour) and its cor;’-:,'ribution. to the general outmut
.of‘i.ndus“try is measu:t“‘ed' by the rate of', interest. There are several la lavers
of confusion in these concepts. First, interest is paid for a loan, £
business operates partly with its own moﬁey en? partly with finance borrowed
i"rom outside.‘ 'B'ot.h.t.he motiﬁe and the cané.city forr-bomw:i_ng'a.rises fron
tAe anecoatlon of f\rture proi‘lts whilcii ¢an be eamed fron l'ﬂV’Oo'bln" the
hénem A successful bus:.ness en‘;éys a flow O.L 71‘03“ nY ou_t (’**093.; o
'rece:.pt-s over runm.ng costs) wix.ch emolm it to maintain the value of its

.

ear*ﬂ.lnr asset., by means of Casreciation aLo'J nces, emd- to enioy @ net

pro’flt. T‘\e rate of net nrafit peI arnum over Lthe value of aszets must

4

exceed the rate of interest on exbarnal hmnce nroa wife ercin - other~

wise the bus:t.ne;,fs 13 not .Jucces.. l ~nd w*].'L not enjoy credit to permit

further borrowing.

The va.luer o7 the :_5‘5001; of z-.jé,sets ownec. DY & business is not a
very nrecice cohcopt vecause it deends, pertly upon i accounting
qohventions in use. Thae stoek exchange velue of a ruotel commany, ot
any monent, mainly denén(’f 5 D.pon -thefview that +the rﬁrlcet telies of itc

Tutuie 3 OJ.J. tability ond upoen the generﬂ_ lovel of the intercst rotes

of fered. by altermative ple cc“w«nt



™

Ve vagueness of the concept of the total value of the stockl
capital is a serious problem for the orthodex theéory bu‘b.i'b ig not so
important for rae.llst:.c positive analysis, where ‘rough measures will sifjj]
nere, the 1morbant concep'i?_sla.zje -_the share of Iross prof:.ts in value ag

. ,.

and tae amlu,:tl flow of gross investment, for both of whieh fairly good Ji}

mates are available 3n the industriel seonomies,

The second level of corﬁwa::.on in 'bhe orthoedox 'bneory is in atﬂ
. buting vroductivity to_i‘:.mncq. “The pI‘OduC‘blVl‘bf of the labour Serce ]
_ed in industry, broadly speaiciﬁ‘g, d.ef-aends on the tecl'nn:t.que of. Droductiorﬂ
; onera.tion., Different tecxm::.cues require d:ii‘feront cuaptlt:l.es of Jabour
Ieﬂbouleu in means ol nroduction - hulcmrs equlpment and stocks of woll
_in arogress. . Orthodiox theory requ:l.res a *r)roouctlon function” in terns
labowr and: camtrl showing "d.l.l..lnlSl'lln’" returnu from eanitel apnlied te
labeur®, This may be :Lnterore'becl to moan t’aa'b comparing one teclniaue
'Ari'bh-.a'nother , A hi:_r:zor outout per man currently e"rployed -necessa:c"'l W
Irlequi:'ém a larger uJcoc:lr per man of labour embod:.ed in eqw.vme’:zt This i
normally-the cose'din the e.w.rl" stmes ci‘ a.ncustrl disation, lJlJﬁ for the

5

advancad eccno‘mi-:s 118 Vexy nrocess of accurwu_u vion ...mo'lves teenical

2

‘cwn e, and it is ju:-:'-t ‘o8 eapabls of 'tal-:insz on a 5’ca‘oi‘tal-‘saving“ hiag ag

g Cloaniual. ;loj_ua P bdas,  Uds means et 'bhe ratio of the value oi the
stocl: of Cf‘.‘.')i'téil or nan amnloyed (/L) to e value of the flew of eut

.. & Loy : {
pub cer van (OFL) does not nece ,39111;; r:i.sse, ané mavr fall, as productiviid

.
A2 56,

The thid la yer of oconfusion in e ort. 1odox umc\"’r RIECR s
notion thit the distxibution off the product of industry between W res c_nﬂ,i

pro’tilts can e accounvel fon T --;1.\.3 tee! m:n.cd ch lrac aristics of Lhe



process of production, capital regarded as finance, which receives profits,

being identified with equ::meén’c and stocks, which assist workers to produce

output.

The famous ,c-or-rtrover.sy over “eapital theory" consisted of a series

- of attempts by the Anglo—Italian critics té exi)ogeg the fa]lécy of conflating
the conceiat of capital as finance .and as rentier wealth with the concept of

a stock of means of productio_.n.' Unfortunately, the controversy has not been
_successful; the mainstream .ec.:'onom:_i.st_s- accept many éf the points made against

them but continue to propound the same doctrines as before:

He who is convinced against his will

Is of the same opinion still.

-

. Marxian Formulae
The larxian tradition cuts right across all these sophistries.

Capitalisn is a particular phase of historical development in the mamner
;>f organising labour for produc'tidn and of extfacfihg a suxzna.lus from it.
The search for profit is the d:fiving force of capitalism and continuous
(tiough fluctuating) accumulation th:rough x"eiri\'festmen‘b of profits is essen-~
.-tial to its nature. The distribution of the product 'of induétry”beWeen
wages and nrofits demends upon ﬁle evolutioh'of technology and the ifor'blmes
of mhe,plaés struggle. This knocks out thé orthodox fallacies but the
forrmlae in which Marx set out.b:is’ own theory are themselves not alwayé

perfectly clear.

The stock of assebs whicn a mamifacturing business controls ouprises
woth plant and a revelving fund o'.f"w.oxjking‘ capital which consists of out-
leys on weges ond materials, power ete. ovér the period of delay between

wling payments and receiving the proceeds from sales. -



Marx maintains that only the part of capital invested in the wi
fund enables the capitalist to acquire surplus value, while the rate of

profit is reckoned on his capital as a whole,

- We can understand from the Grundrisse what gave rise to tids
conception, - Marx sta;x"bed from the proposition that only current labour
produces value (in the formulae, VEL].-.‘.’-.? is measured By current labour tind
and thot labour- embodied in fixed 'capits.l and in rav materials does not
produce & surplus over its own value. When prod;xctioh is completely necill
nised, no more value will be produced and éxploitgtion will come te an eff
Tiis is incomprehensible, The robots which are to displace current labod]
presumably, are to be produced by capitalistic investment; when the capity
lists command all the wealth and all the power in society they have no nell

to worry about whetiler or not they are getting any value. .

In Capital, Marx developed a realistic theory of exploitation and
accunulation but séme traces of this mysticism remain in his foraulae.
de represconts ti:c flow of producticn per ammum as ¢ + v + s, that is, the
replaoemeﬁt of physical means of production used up over the year, the
wage bill for the year and the anmal profit, all reckoned in lebour tiue]
Thus v + 6, the value of net output, is equal to the mari-hours of work
performed over the year, " Then he writes ¢ + v for the value of the stock
of :c‘_a.pi.ta.l, and a—-i—v as the rate of profit. Here is where confusion
creens in., Clearly, it is v in its ‘aépect as the wage bill, w}:ic;n permity
the capitalist to exploit labour and it is 's/v (which corresponds %o the
retio of net profit to the wage bill) that représents the rate of explois
tation, But, regarded as part of the stock of capital, v means the wage
fund, that is, thé part of working capital required %o pay out wages over

tue period of tln‘ough—pﬁt_ of production. The relation of the wagze bilt pa

s
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annum to the wags fund and of the wage fund to the rest of the stock of
-cap:d:al are merelj e.cc:.dents of temnology ('bhe time pattern of production)
_of no profound s;grxlflcanqe.__, The important relationship is that .of the wage

bill to the flow of net 6uﬁpqt-;_:.

The use of the same symbol, v, for the wage bill and the wage fund
bas caused & great deal of :-con'i‘usion s partieularly in connecfion witlf. the
'dbct."t-‘ine that a ‘tendendy fo;- the rate of profit to fall as accumilation goes
‘on can be accounted for by a 'x'is_e'ip torganic composition of capital™ {¢/v).
.~'.-M'.':_rx é’rguéd that when the rate of exploitation is con‘s{.;an'b. through time,

. and orgamic .c’ompositibn is rising, then' the rate of profit is falling.

If a rise in organ:x.c co*npos:.ta.on neans an inorease in the .ra*blo of
- fi%ed cap:l.tal (whether measurod ‘Dy labour embodled or by finance invested)
to the wage fund,; it does_\not seem to have anybhing to do w:Lth case. .The
most, naturﬁl heaning to give to organic cbﬁposi:bi’on is the ratio of the
whole stock of cap:.tal mea.sured by ldbour embod:.\.ea %o the amount of

- labour gr;rployed (XL ‘IIo-b it is true that in a prosperous capn.tallst

: e"cénor’zy , the _valué"of céj;ﬁiﬁal--pér' man_. émploy'ed (by any reasonable measure)
_i_s-.éqnétantly Tising, but éf.fi.-th--changing technology the value of Ou“t;put\

. per man: is ris*'ng'also'.' There.is no presumption that the value of eapital
- per unit of output (K/ 0) - should norml_‘l..y be nsmg, in statlstlcal studlcs

.'of U.3. 1nc1ustry 11’1 modern times 5 :Lt is foind to be fairly constant.

Semdr Amin, in his grea-b study of Accumilation on & World Scale R

does not allow nimself to be- confused by Marx's fomulae, bu'b he. argues
that the grent inerease of heavy indusﬁ:’:‘y in. modem economies. nust entail
& Tise in investment per wit ofl‘ output ; so that, :'Wi-bh a fa:i.-:ély con-stant-
rate of e:_tploitatibn (the ratio of net p.réfit to the wage bill ). there must

‘be a tendency for the rateé of profﬁ:b to fall in the industrial économieé‘,



' though this may be fended off by investment in the underdeveloped woig

To interpret 6rga.nic composition in terms oi‘:v heavy industry i}
to involve an optical illusion, = Cepital eqﬁipﬁent measured in terns a
tons of steel may be constantly rising (though even Ytha;':t is not necesf]
true ) but as Marx himself pointed out, "cheapening thelingredients of 4]
‘ s_’cah’c ce_xpité.l“ may partly offset the tendeney for the V__‘Q-_.:L_}_?.Q_ of eapite}
man (¥/L) ;c,o i_"is‘é’-,’ and rising output per man may compie’ceﬂ_:,f off'set any
tendeney for the value of capital per writ of output (¥/0) to rise,
(Marx forgot to point out .Ith.at‘ cheapening the ingredients of the workef]
stand&:c(l of iife permits real wages to rise while the rate of exploitaff]
remains constant, butthis is ;10\} admi'bted by non-dogmatie lMerxists suiflll

as Samir Amin, )

. In the orthodox theory, accumilation is determined by housshi
saving; tha_buginessrlmm are somehow obliged to invest that is saved , o
that they n1§ekly creep down the prip'dﬁc.tion function, with a fallivig raf
of profit ,- ag accunulation ra.ises-. “capital“ pervuz.litl of labour rorx'd
robust and raxpacious ca.pitalis{;s would not ‘behave so. When accurailatif

has absorbed the resérve army of labour, so that accumlation with - cond]

| capital por man beconos impossible, they instal laboﬁr~savin.g tgcbniqug
thch raise output per man (/L) as ‘nruch or more than they >raiSe a;oiig
per man (K/L).

A wpiml;usm bias in 'beclmdlogy may occur in partiecular
industries, but obviously, competition camnot force a business to intrd
duce techniques that roise.the cost of production of its output, hon
technology requires a rise in :invresti_nmt per' wnit of output, it will vd

installed only if it brings about a odrz‘esppnd'ing-_ gaving in the vage bl



Ricardo's v:Lew ’ tha.t mechanisation of irxiust:y tends $o. reduce employmmt
seems to be 8. great deal more p].auﬁible than the view t&nt it tends to |
reduce t.he ra’oe of profit I_f‘ ’ohere 13 a t.endency for 'bha mte of prof:.t
:to decline we nmst 1ook foz' some o’the:c eaqﬁ.amt:.vn to a.ecoumt for :'r.‘t.. ___::;: i

-stages. Fa.rst ’ the mecham.sm of the real::.aa'bicn oi‘ the surplus, ,that 1a ’

,’Ghe problem of ef‘fect:we demand' and aectmd, 't.he Pmblem of ,

jever-growing outlet fer ;mf __aamﬂt accmﬂula’c.ion to contim:.g

The. flow of private secbor saving per' anm:m :u‘.x ;in ewnow, that.

is, the excess of income orver expendn.ture bn oonsmpt:.on, :.s eqml to

-t.he flow of ou'blay oni g:nss" investmem’c (inul‘ud:.ng investmnt :m housmg

and cther oona'euner dw'ables_},; 'plns. the su.rpluh (or mnua the defici‘h @1

the fore:Lgn balance and nlus the’ deflci‘hs on the oén‘bml and 1oca:x: ’b dgats,
It i‘oJJ.ows tha.'t the flow of sa.v:n.ng represan‘bmd by re%a:med p:ﬁi‘ta (inclu- '

d::.ng deprec:—.atlon a]lowances) is eqml to the amn of these )ﬁhree itama

minus saving by households, -

The essontlal points at wh;x.oh the theory of effeo‘bive d.emand

openad up by Keynes a.nd by Ifaleckl dep&rted :E'rom orbhodoxy -are 2 first
'that sa,vmg by households *bends to reduce the prof:l.tability af mdastry .

and budgets deflc:l.‘bs ‘ba inm‘a&s’e

| Seékn‘:;;g-"i.f%stmeﬂt‘giaiﬁﬂih .-ble» 8 rise in ‘ahe flow of me-‘-"

“ment (niot off'set: by a dedk othier o iter"s) Both m“mﬂ e
£low of Tunds availabls e
and dnoreases. the prodpicte Al

:' affostod by currart ciyorken L

:Periods of tapid. accmulata.on }nghprqﬁtg,



and periods of stagnation of low prifts. Investment generates proi‘lﬂ
and proi‘i'ts facilitate investment, Plans fof} investaent being conceifll
at any moment are influenced by the preceding lavel of retainod profilll
'.but thoy‘are not closely bound by it. Duringﬁ boom reinvestnent of

Aprofits is: supplementod. by borrowing, and in é.-slwnp it may f£211 bold
cven the reduced laovel of retentions, so that businesscs are lending il

the rest ¢f the economy instead of borrowing from it.

1 some periods, slumps are decneY ! nore need than i
h p ds, slumps are deecper and more prolonged than in

others. We expect to find alternations of low and 'high lcvels of theilll

of profit, not a continuous decline.

Over a long run, talking good times with bad, there iz a contik
nuously growinf; flow of rctaincd profits aceruing to 'sugcossfle cepltal
firns, To maintoin pros;)crif,y, therefore, requires that sulficiont
opportunitiels for pr.ofitable investment should bo fortlicoring on an ol

widening scale to pormit the process of accumulation to continuc.

This was the problr,‘h thet concerned Fose I_uxembqrg. Sne mains
tained that opportunitics for home investmant in the cupiis 1% countil
could not provide a sufficient outlet for the growing streum of reinvelll
ment of profits and that when the geogr‘aphi"cal. cxpansion of capitelismg
canc-to an end it woﬁld fell into stagnation, She ammggerated e
iaroblem becawse she bol.icvodv that real wazes in the hone covntrios of
capitalism would not 1"130, 1) t‘mt the sharc of .;w_w.n_;ofits would Lo incrdll
however, ovcn if the shore were more or le s conshmrt, it wowldd suill
be true that '.bfle amount of orofits sccking an outlc'b:in irmrootnon® vodll
grow from yoar té year, and iv would still bo 't'-.I"LIC,‘ Biet the unequwel Al
tri_butioﬁ of incone in the capitalist countrics sets o limit to ths offl
to whichi tho growth of the lléme market con provide an adecuate outlet

for investment.



Samir Amin meintains that what is now calléd the fhird World has
heen useful to éapi%b.lia;ln-'as a. cixmip-for the :i.xwést_memt' of its excessive
profits, which has -brought.abou‘g‘ the "development of wnder developmont'.
This is sharply opp§se¢ %o the orthgdox viaw that by exporting capital
the rich coxmtri'es‘ areu supplying the poor with "factors of ﬁr’odﬁction“ that

 thoy could not obtain for themselves.

Importing Capital

Here, above aJ_'l. it is necessa.ry to emphas:.ze the distinetion
between Meapital®" in the sense of fma.nce and :m the sense of means of
producta.on. A loan does no-b transfer factors of product:.oni from onec
countzry to a.nonther. Tt permits the receiving country to enjoy a su.rplus'
of :meovts for a Cer'ta:m t:n.me that is to be paid for later.. Whether th:.s
p’*rm:l.ts the creation: of means of product:l.on in the receiv:lng country
depends upon how this surplus is utilised. In the colonial period,
investmont was mainly in 6pcniﬁg @ sources of ré.w mteriﬁ'ls.' When
mestment is made in mines or plantations, a  small amount of flnance
creates a large bilock of na+ural wealtn which uhenceforbh belongs
to ‘bhc»capl‘bahst business which provided the funds. Such investments wers
aimed at supplying a mrket in the iﬁduStrial comv:cries which was a.lréady
in view. = Thoy could be operated largely w:.tb very cheap Labour (local
or immigrants from othor poor comtmes) and -bhey y:n.eld high profits as
long as the market continues to cxist, Such investments p_rovmde export:
éarnings for the country where it is located which, hdwévcr; are offsct
by the repatriation of' I..alrdfits ‘and by the :meorb of consumer goods for

cxpatriate managers and the compredor class which dovelops around them,

More recently, cheap labour itself has become an objective for
invostment. In countrics such as South ‘lKoreé._whorio wage rates are

exceptionally low and workers excoptionally. diligent, factories are sct
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up to ke components of sophisticated products, such aa electronic
cquipnent. The whole profit on the finance that is invested loca]ly"

accrues from the salc of the completed products in other: markets,

Another type of iﬁvestment is that of the great corporationd
setiing wp branch plants in the Third World to sell in the local markeff
This brings in know-how, ‘ofganising ability and salessanship., It provil]
some finance, though whexle there is already rentier wealth in the comfl
this may be swplied by borrowing locally. The investront consists in
organising tho creation of productive c";.pa_city in the .coun_try. It may!
supply a lar;go part of the equipment required from headruartors, but e
struction and transport must be provided locally, thus the value of thi
venturs, which (if Ii‘b 18 successful ) yields ‘profits in perpetuity to
hea‘dquartersl,‘ mach excecds the original finance provided. Tbs sales if
the iocal maikel are ofton at the expenses of local busincsses which hal]

been bought vp or competed out of cxistence.

Tho contribution which oid znd loans make to accumilation in

- the So—ca]icd developing economies deponds upon how their own schomos
of investment are carricd out. Investment requires ingrodients that
_cahnot be produced at home; this brings about a direct increase in
impor’brs. But tie vhole finance of a projoct i5 not required for direcf
imports; a large part is expohdod on wages at hom'o, and purt .on profitd
for local bﬁs:'messes.' The cxpenditure 61“ wages and of profits produced
a further incroase in der;'m\‘rid;' There is thercfore a mltiplier offoect;
the dncrease in domand that falls wpon home supplics gencerates a furthdd
increasc in home incomes, and cxcept in so far as additicnal incomes agf

saved, the increasc in demand falls upon imports.

The loans finance the surplus of imports, but only a part of

this goes directly into investment, while the debt-incurred (exccpt fof



"

: , o
any free aid) covers the whole import surplus. Moreover, investhent-—~

directed to the general development of industry, as opposod to the
colonial type of investmont‘in production for export, docs not'provide ‘

foreign carnings to scrvice the debt.

As tho indebtedness builds up, more and more of whatever
foreign eamings tic countr&-zny[have.is'abSOrbéd in paying for -old
loans, and it dare not ropudiate its debts so long as it is dependent
on borrowing mére. For thc landers; the advantage lies not so much in
the retum onvthoir loans as in the power which it gives them to myin-
tain the principles of financial discipline?

On the wlhole it scoms that the Morxdst argument (in spite of

somc verbal confusions) is a great deal more convincinz than the

orthodox answer to it.

* Sec Cheril Payer, Tho Dobt Trap, Pelican 167/
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