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- The Labour Theory of Value.as an Analvtical Svsten

Iatroduction

Joseph Schuﬁpeter, in Capitalisn, Socialism and Democracy, described

Marx as a learned and painstaking analytical .economist.1

It may seeéenm strange that I should think it necessary
to give such prominence to tliis element in the case
of an author whom I hawe callsd a genius and a prophet.

" Yet it is inmportant to sppreciate it...This incessant
endeavor to school himself and to naster whatever there
was to master went some way toward freeing him from
pre udices and extra-scientific aims, though he certain-
ly worked in order to verify a definite vision. To his.
powerful intellect, the interest im the problen as 2
problem was paramount in spite of himself; and however
much he may have bent the import of his final results,
wvhile at work he was primarily concerned with sharpening
the tools of analysis proffered by the science of his @ay,
with straightening out logical difficulties.and with build-
ing on the fouandation thus acquired a theory that in nature
and intent was truly scientifie whatever its shortcomings
nay have been. : '

It is easy to see vwhy both frierds and foes should
have misuaderstood the-nature; of his performence in the
purely economic field. For the friends, he was so nuch
more than a mere professioral theorist that it would have
seened almost blagphemy to them to give too nuch promi-
nence to this aspect of his work. The foes, who resented
Liis attitudes and the setting of his theoretic argument,
Found it almost impoosinhle 1o adnit that in some parts of
his work 4e did precisely the kind of thing which they

- valved so highly wken presented by other haands,

It is clear that orthodox acadenic economics has been very nuch

impoverished by refusal to tuke Marx zeriously. The shallow theor:

of the Austriams, which dulkhiarin rocked as the Economic Theory of

tihig Leisure Class, Marshall's conceptions of the rate of interest

as the “"reward of weailting', whiilci was reduced hy J.B.Clar: to the

"marginal nroductivity of capital,” and the elaboration of the

1. Op.cit., Chaptor ITI.



#alrasian model of the general quilibrium of exchange in a market
where production itselg_is trectsd as g king of exchapge; were ail
bhuilt un as a defeucs agaipst erxisn, They afe all now palnably
disintegrating both throigh interanal criticism which the acadenies
attémpt to repres:s beczuse thqy'cénnot auswer it, and through it8 obvious
.inability %o 6ffér amy oans to desl ity the p;oblems of the pregent
crisig in thé rorld market cconomy. This'pitiablo state of acadexic

. W . - N -

teaching is largely +the result of rofusal to take account of the ques-

tions raised hy larx.

At the sane tine Harzisn Aaﬁ‘beon inpoverished by refusal te
refinc and develop -the analytical o2oparatus that Marx bequeathod;
Schunapeter, observed th#t llarx was both n prophst and a scientist.

Phe difference between the promouncements of a prophet and of o scien-

1y A=

tist docs not lie in whet is said Dut in how it is received. The
of the pupils of a.gcientist iv to check hig results ond rcdefinef
is aypotaeses as knovledge advences; the duty of the disciples of a
wrophet is to helieve st ke says. Belicefs eisily 51lip irnto dogma-
tisn, fdr z disciple can never be sure thet he lian understood the

doctrine correctly; the =zafost thiing is to repeat the lessons of the

naster in his owa words.

fnorxists din the Yot linve beeor so battered mud traapled wupon
a2y site acadenics that they adopt Marx's termownology s n defence

~zelzalse and refuse to translate it into langunge that would deprive

ccadenicg of the sxcuse that it is incoumprelicnsible. Now that the

auethodoz acadenics ere in evident discrrasy, +is way of orszuing is
< =g



inpeding rather than promoting the renaissance of political econony

that Western Marzigts are intending to pronote.

1T

The Hature of Cagitaiism

Marz founded his eéonouic analyvsis upon the Engligh classics,
particularly Ricardo, but he imperted inte i% an element that ther’
lacked - the view of capitalisn as a partiéular gcoﬁomic gystem that
had groﬁq'up in particuler historical circumstances and would evolve

according to its own inherent characteristics.

Tle energence of industrisl capitalism required the existence,
on the one side, of a proletariati— that is nany families who hod o
rights in land or pousession gf means of production so that a gfeat
ﬁunber of individuals weré available to be enployed for wagea - zud,
on.the other side, a feu fanilics Vith large‘accﬁmulations of wealth
which could be used to enploy them in such a way as fo yield profits.

i do not think that any acadenic economist could deny this obvious Psect.

but they have eclaboreted their theories in such a wvay as to conceal i7.

A proletariat waes created in bnzland by the introduction of
capitalism into agriculture at the sane time as a population explocioc..
was going on. Instead of growing numbers of cultivators being =zurorhsd
into agrieculture by freguentation of bheasant holdings, the ratio of l..,ur

ta land was limited by the numbers that it was orofitable to enmploy

at the going wage rate.



Théere ig a sharp break bgtmeen th@_economic fheory of the
Physiocrats and thet of Adam Jmith. The Physiocrats took it for granded
that producers, that is tenant farnmers and artisans, own and manage
their own working capitel, which they continucusly reproduce, eni their
vorling capital includes Phe subsidence of their familiés, (The vecsonts
have to pay rqnt; their reproduction yiellds o surplus, while the ar¥i-
sans earnlgrOSSﬁrec&ipts frem sales of their producﬁs which pernits the
Just to li§e gnd fo maintain their'étock.df inpﬁts.) Adan Swmith te@
it for granted that'wérkers:ame-empiﬁyﬁﬁ-a% wages and that a surpluz is

extracted in the form of profits to their wagters.

The expulsion of a potential labquf.fofce from agricult wxry
in no way gusrantees employment in industry. In Eﬁgland in the ﬁBt;
centgry; sone large fortuneé had beeg.aoeﬁﬁulated ffom comnerce i the
hands of families who did nof have thelaristecratic tradifions of el

\ _ .

nenly extravagance so that ecapital was available to be invested in

indusgtzxy.

There was a t%ird ingredient in the historical develoi...n¥
of capitalism - the scientific revolution froo which developed ths
growth of technolozy. The factory systes was =2 means pf getbing ner
vork out of a given labour force thai théy would have been willing 6
forn as sclf-employed artiscns, and as Steve Marglin kas pointed nmt,
Adan Smith's division of labdur was rather a mecans of enforcing dinci=
pline than a source of itcehnical ecownomies. All tﬂe sane, industry would

1ot have got very far by sucl means.



The eassence of the anplication of science to technology
was harnessing energy (at first only the flow of Btreans) as an
adjunct to human muscle. This required the cmployment of large grouns
of workers under = gingle éonfrol and 1t required an investment of
finance that no individual artisan could command, From this, indus-
trial capitalism took of f, .(There was a fourth requireneant for the
developmont‘qf infustry whicli Morxists Liave not sﬁfficiently enphasisad -
the emergencg of a sufficient surplus of the products of agriculturec
over its own requircnents to supply the needﬁ of urban population and

of national administration and warfare.)

Marx desgcribed the development of capitalism in ferns of the
labour theory of wvalue. Profit is sur»lus wvaluc extracted fronm tic
toil of the producers, or unpaid labour; investment and technical
progress result fron the greed for cver morc surplus value that 2ctunices
the capitelists, 4 class wor arises ffom the st?uggles of the worikers

over the share of wages mnd conditions of work. The mpperatus of the

stato is srected to help the copitalists to kecp labour repreased,

This ey of describdnl the 3ysten carries a powerful char

T R
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of ideology, intended to help the workers in their struggle, but

freezing it into dogmatisr has inpaired its usefulness as a nmethod of

analysis.

i

Ther: are two serious weaimesses in the thoory of exploit.tion,

First, vhile it gives o couvincing description of the origin of i

industrial revolution, wmd of its pemetration foday into neny ex-coloni-i

terriforics, it cannot eesily be reconciled with the great rise it
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has taken place in the level of consumption of goods and services by

the working class -in the successfuvl capitalist nations.

On a straight—forwérd'réading, Volune I of Capital scens U
predict that the level of real wages will remain more or less constant
as capitalisn develops. When accumulation oﬁertakes the growth of
population, so that the reserve army of labour \is cbsorbed inio employ-
‘mcnt, real wages rise;.for that veéry reason,.qccumulation slow dmfg
while the growth of numbers comtinues; ot the same time, labour—s-vin
inventions reduece the nwsber of ﬁoba per uait of investment; thus =2
resery; army is recruited again and the tenporary rise in real weos is
reversed, In Volume IIT (which Marz never coupleted to his own satis-
faction) it is clear thot real wages ‘are expacted to rise, beccnse 1t
is ecssuned that the rate of exzploitasion will remain'roughly consiant
while technical progress goes on. 4 constant rete of exploitation .x
a constant share'of woages 1in net product; when net product iz a #'ning
flow of output of comneditics, real wage raﬁes are risiang. Thers are
pnany possages in the writings of Morx ond Bugels where rising wagh::®
nentionod but $aey cvideantly lid nof’foresee to irhat an extent oo uv

canitalisa could buy off the revolutionary indignation of its ow:r & ..

force. To tell these workers that their stondarda of life 12 kent

4 -

super—exploitation of the Thiud World is politically unfortunats . ...:3

it feeds racisnm and analyticelly wnot norce thon, a hrll oz quaric. » |

/

The sccond drrwback of usiag the language of Iabour vl
exploitotion in digcussing thie modern world is connected with ths 4

of soclalism, Marz cxzpected the revolution thet would superssce > 4

talism to breais out ir the nost advonced indugtrial cewtres, el



great historic'task of accumulatioh‘and technicdl dewvelopnent woul.
have been fulfilled. - The class war could then come to an ond and
society could thenceforth noke use of ite resources in a ratiomal —auior

to neet its soelal needs.

Socinlisn is no longer a day-dream. There are now in
existence o nunber of what the‘United Haﬁinns docwaents delicately
refer to as "fully plamed eeﬁnamies,”_ Contrary to Marx's predict or,
revolutiors have so f£ar takeid place in Iandustrislly béckward countrica.,

Their prine need, therefore, was ropid asccumulation and planning Los

nroved to be an offective necans of carrying it out.

Apcumulation neens working to produce means of production

(and neons of defeﬁce) whieh arc not awvailable to bhe consumed. FUNEE
sxtroction of em investible surplug, in.the Soviet sphere, is nativx- il
not described as oxﬁloitntign. Under eapitalisn, it is said, surpin.
value is extracted by tho capitolists for their private benefity vl
socislisn, wrkers gre cearrying ount lavesisent for their owm futaure.

But the fuiture iz a lonz way off nd neaawhile iaiustri:l teehnol o

moused nuch the same conditisrs of life vherever it is zet up.

I

The Y"law of wslue", in the Hoviet sphere, has conpletely oo
its meoning. Theroe it neans the need to neintain a balance betweo:
supply ord denand in the narket for consumer goods - o concent which
is closer to acadenic econoudcs thon anything in Marz.

The great vision of an iaturnational labour movenunt wo

shottered in Auwgust 1914, yet it was that war which croctod the novtic -

for the first revolution made in the nane of lierzism. Inste~d of



trying to fit everything that has happened since into the lines of
Marx's predictions, it is better to try to use Marz's owa nethod of
historical anolysis to understand why thosce predictions have not bewn

fulfilled,

I1I

A Measure of Ouiput

One aspect of the labour theory of value is the method .hiicl
Marxz used to describe o process of produetion, The value o o cowmodity
conaiats of the. hours of labour tiuc reguired o produce it, The flaw
of output, say wer annun, resulting fron the omploynent of o given latour
force, ig represounited by a flow of latour-time nerformed. Ricardo had
been torizented br the search for o unit of absolute valuce in which %3
ricasure notional income. Harx jwiped over the problen by taking labour

tine as the unit. This hod the great advontage that he was ablo o F

in ruvantitative terns without getting entangled in the old nuzzle zbout

the rolation of wvolue in uwse 5 value in cxchange,

He hnd o clear grosn of the distinetion between gross nnd -
vutput. In the formmlao ¢ + v + 2, ¢ neang the depletion of o pre-
cxisting stock of meane of production, while v + o, wages plus sural.w

is the value of -the cxcess of oubtput over replazcewent ol the stociz, that

ia, net nroduct.

Marx treats ¢ 2o volue whdck was put into the stocls when &7
w8 produced in the nast; released a3 it iz currently used up., This

.0t quite sotisfactory. 43 we ar:s oll now well awarce, vart of th.



natericls and‘gnorgy'dsed in current produwction result from nini
irreplacoable reaources; theix co%ﬁribution cennot be evaluated as orly
the lobour fhat went into extracting fhem. However, Marxiém notation

onables us to see this polint ¢learly, while in the acadenic treatment oI

"capitcl" everything is nuddled up.

The valug of the flow of xet oupput, v + 8, comsists of all
the man-hours of work pc’wﬁ@"z{me;&',;@vegﬁ the year; v is the velue of thw

wage-goods consuned by workers ond s is the ﬁgluo of rentier consw:pt.

ond investnent, that is, the exponditure of prefits.

This nethod of dggregotion suited Marx's way of thinking,
but it is net the omnly pesaible.éﬁe. Last year's national incone for
a particu;ar cduntry isAscnething thet actwally heppened. It is pret
of objective reality. It consisted of astual flows of goods produce -
snd aqtual flows of nmoney pa?nents.- Wo simple way of represonting is
can Be Yuite satisfactory, for iﬁ iz an extreunely conplex entity., .-
neasure has to be used self-cousciously with du@ regnid to it® linito-
tiong, Oince ﬁowadays'statistics are available in terms of flows »f
nouney paymnents they provide the lest ﬁeasure to u@é. We are aot bat. -
ing'tho.labﬁur theory of wolue and surrendering to the view that .rn .
neasure the‘"productivity of capital” by moking use of infornotion . -

is presented in terms of “"bourgeois" categorics,

.

The rate of exploitation a/v ecan be interpreted as the r.% .

~

of net profit to the wege bill Tor industry as a whole, The shuor o
wages in valuc added is a useful and impertant picce of inforauti.o ...

we should naﬁ:x@ject it because it does noet fit cexactly into the

Horxian cabegories of value.
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If we know the avernge noney wage per man year and the
anount of employment, we know %tie wage bill, correspoﬁding to v, 1If
ire know the rate of czpleitation-vwe lmov the money veluwe of the flov
of net profits correspoﬁding to g. Adding replaccemént cost of ¢ w
know the flow of gross wrofits. The calculntion in terms of moucy Ld
nore convenilent thon in volue for two reasonsz: stetisties, though'nc}en
norfeet, are easier to get, ond gross ond net profits in terma of nmoucy

influence the decisions of Dbusinessiien, vho know unothing about walic.

Iv

Pricea

Marx took over the theory of the determinntion of the pric..

&

of coumondities froo the eloscical econondists. For theun, 2 theory
value wos an ossential ond puszling nroblen and Ilorx acquired fron
the sensge of ites gre-t inportonce =5 o ey to understonding the oo, ..

of capitalisn.,

T 3

Zo toolk over fron ‘4z Suith the dectrine that in o »recan’-

talist cconomy exclhonges of comodities (vosvers and deer) nust have

-

taen ploce ai priccs proportiouate to labour cost, Thus he belicve
thet dn an econony of sinple connodity produckion ~ independent oot
sonis — products would be exclanged ~t wzluos. this soceixm to nc 3o be
suite unconvineing. #xelaige ountnils spacislisction. If every

'R

Caily could cnteh the ty»e of goaoe or produce the tyse of zoods

[

it needed for its oum wse, thero would %o no exceligiges and 1o pric..

oy .
Voitough there oight be

~

tiffeorences in subjective costs for goods
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or harder‘%@=ge%§.' &rﬁisgns_are;SQQQiaii&edzby~%hé akill and lore of
their trades, se that every %ype ofliakw&r ig -diffPerent and cannet Le
conpareé.omly in demms of h@urs} Tho nrtisdang ewn cach, the appropel o
equipnent and ﬁﬁhﬁgélg sodir bwn U@rklnw capltul whrich 63 we have scan),
1ncludés Yhe sub81stcnce of thelr famllius.' Maintensnes of stoels nz
well as-goxrk is eopprlseé in uhblr ﬁosts of predwetion. Their earmir 3

nay be set by same-@@ne’

by supply oxd demand, In f et@ %ha ar%gfﬁ@g %hgory-qf agrket prlQu

applids to this sort of ecofony, not to cepitalisn,

Rlcard0 <3 th@oryzaf prices under Chplt&llSﬁ, a8 it hos booo

roconstrugtgﬁ_ﬁggﬁm@ﬁa ggafﬁ;;,xﬁ ﬁ@ 5etly couercnt. The rate o7 » L%

o1 capitai i&'&e&é&ﬁiﬁe&"bv ftlhg téé 1eal concltlohs of production -
cludlng the Letighh of Kha %urn—over merlod for each cannsdlty -

To Vlimlnwtc thﬁ 135 flucnce oL

o cost of pr@duowien ef‘wa g@@d';

B A . ’
rout, predueti@n is eonzidered @u mqrginal no—r@ut land, The reol

voye 18 pog fl;&dhat anSlS%O&C@ but day somethllg llko haxx 8 Falivs
s»f labaur power. The codt of éach typé.df‘CQHQQdity ls thén deteor-
2incd by the lsbbui—tiée ;cquir@d to p@e&uée it-plys'mn.allowanco Foo
arofit at the ruliné rate on the valﬁéidf the caplinl invested overr 7
seriod ef p?odﬁctiOﬂ'and of bringing gosds o narket. The divergo: .o

of »rices of camnodltles Trom their labour valucs depends upon the ¢ . 30l

1o labour maﬁies imvolved in the voridus tochanigues of productiu .

Hady gharts the other way rownd. He begina with o unifor:

eote of exploitabion so that the shave of profits in proceeds iz zivoi.

In oie aseyge the =

pre of profits is much more inportamt then tho Lo

of \roflt~ It rep@esamﬁs ac kil flows of paymonts ond of incones wiiiis
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the rate of'profit-ig a 1¢ntﬁ1.calcuiatioﬂ. .;n Volune I of_ggggggw
@ho argurient i& gll cénduéte@ ia'férns of valueé end therehis no E5))
cussion of the relations of the yvalues of cormoditics to their prices.
In_Vélume IIT a<unifofn_r;tq éf prqfit'isjintrOduced and'”prices of
production", whiech cor?espond tefRicar&o‘s prices, are worked out (i
Marx‘did'ﬁot-éonplefg the éalculaﬁion'oxéQfly). There has been an
encrnous andunt of coafusced controversy~éboub the relation of pricm%
vaolucs but it is all o fuss about nothing.l,ﬁfaffa provides a olcﬂrﬁ

’ )

speeificd ome-~technigue nodel ztiigl shows the teaning of value, wh. |

lebour—tine direetly and indircetly weguired to proéduce a connodity,

arc S‘Y‘Stmotlclllyrv i,

he shows how yaluod ¢d to prices by the lovol

of the rate of profit. “This gives o siaplificd picture of how ogpli-

tation works im o g@@italistygppgqu‘whigh'is;prodgcing_output ot

ateady rate, without crisesd.

Incidentally, it hes the grect adwomtage of having knocls:
out the acaderiic thoory of »rofit ns the tieasure of the "productivis

of copital,’.

Accunulation and Bffective Demend

One of the nost wvaluable parts of Horx's analysis is
the schena of expanded reproduction. It was on this basis that i~
Kalecki-producoa'his vergion of whatl beeane known as Toynes! thoeor-
éuployment and his treutrient of eccunuletion in-capitaliaf, gocinli .t

and underddveloped ecomonics..
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The argunent as Marx left it had to bo adopted to Nggld
nodern problens, Harx described the eichanges between deportnents
being nade in torns of volue but it is more convenient to deal witl:

prices; and second; Marx treated the process of creating value by

enplgying labour as separite froan e process of realising surplus v .t

by selling comnodities.

In Kelocki's nodel it two aspects. of profits are integratud.
Uxpenditure on Depacitment I, that is, grosé investmeut, ond expenditl .
out of rentier incone on Dopartaent IIIL, luxury‘gooda, apoounta for
total flow of profitg, while the wage bill of 211 three sectcr: npurc.

the flow of output of necessaries, proeduced in'Depnrtment 1I1.

When ‘therc is a reserve of ueéennloyod labour, an increanse L.
investnent increases profits -cud increcses énployﬁant in all thr-.
sectors. Vhen prospccts of profit fall off, for amy rToason, inv:iu:
slackens and there ds o decliine in-adfual profits and in ervployiiet,

These ares the saort-period aspeclts of resiisation.

There arc hso long-period relstiors to be considersd, T
accupulation has been going ou for some. tine faostoer than povuloti o
hos been growing, the reserve ooy of labour is abgorbaod into ennl
Tie bargaining:powér of thé workers is then strons and reol woo ol
iy be pushed up, 80 that fhe ghorre offprdfi# falls, Tlis nny di=co
investneut, buf it doos not necezscrily do so. If e competitive
urge to accunlate is strong, tho shortezme of labour is o stismine
technienl inngjationﬁ gesigned to roise output per nnn employed,
oy couse an‘in@meuﬁo in invustmeut'th:t offscts the woundeicy f)%

wrte of profit to frll.
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The broad sweep of Morx's analysis of accunulation 2nd the
developnent of crises provides the Dasis for tlie underst-mding tius
history of capitalisn and the nroblems of planned econonies, but iLis
treatnent of technical change is blenished by some confusion in thpcon-
cept of orgnnic composition of capital and by the view ilat innov-iion

which require o rise in thoe copital to labour r=tio couse thie rote of

profit to fall,

This %rouble arises beocousce Marx necagurcs output only in walus
and does not have any unit fer physical product. The essenco of tex
progress ils to raise output ﬁor vwnit of yalug. Tochnical innovatis
cven if they arc cepitol usiag, pcrmit thoe rate of profit to risc il
real wages renain counstant, or woeges to rise ot o constont rnto'uf )
Thers is nothing to compel capltalists to.instéll equipnent forx . toc-
nigues that increose investunont ner wnan cimployed unleos<e they ic2r.i.

profit per nan cenployed correspondinzl;. It would always be o) s 5

to #o on using the old technique if nothing buhter offeored.
The rising capital to I-bour r~tin in modern tecunolory o

creating oxtremely serious problens, not beenuse it reducss thoe r':d

profit Lut becauwse it reduccs the requiremont for laobour mnd throts

an e

the highly developcd ecomonics with pesrmanent wneinployrent, evol. oo

2 short-~period boon, This is a problen which plannced ccononios, ir
. .

principle, should bo able to avoid.
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