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DUMENIL*

values into prices of production has raged within Marx-

ism for nearly one century. Shortly afer the publication
of Volume I11 of Capital, a few economists, who enjoyed a more
advanced knowledge of mathematics than Marx, demonstrated
that the rectification of Marx’s calculation destroys the possibility
of the simultancous verification of the two famous equalities be-
tween social aggregates which Marx postulates.!

One can always question the significance of a system of ab-
stract notions; but when the architect of the system is trapped by
4 logical flaw in his formalism itself, the tiumph of his focs
seems absolute.

What is really at stake in this debate is the relevance of the
concept of value as the basis of political economy. As a result of
inadequate solutions to the transformation problem put forward
by Marxist economists, the Marxist approach has been chal-
lenged by a substitute theoretical apparatus, developed on the
basis of the works of Piero Sraffa.* Abandoning the labor theory
of value, this school attempts to derive some of the same catego-
ties which are found in Marx’s analysis; e.g., prices of produc-
tion, exploitation and crisis

TH[ CONTROVERSY OVER the transformation of

« The auhor dedictes this paper,in sorrow, © Sesge AS. Demyanenko, who trans
ot i Engiic. Senge died in an automobile accident in June 1983, st the age of
22 He was a brillant student and & wonderful friend, and bis conteibutons il be
reatly mised.

1 Ladishaus von Bortkiewicz, “On the Correcion of Marx's Pundamental Theoretcal
Construction in the Third Volume of ‘Capital.” in P-M. Sweezy, ed., Karl Mars and
and the Clse of His Spam. by Enigen von Bohm-Bawerk (New York, 1965)

2 Biero Sraffa, Prduction of Commoditis by Maans of Commodiies (Londion, 1973

a
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When one looks at this debate more closely, however,
Sraffa’s contribution 1o the new approach appears 10 be rather
limited in spite of the fact that his contribution provided the his-
wrical point of departure for recent discussion. Although the
standard commodity has held a certain fascination for many
Sraffians, 1 believe they are deluded as to its properties. While
these properties are quite useful in some contexts, the standard
commodity provides neither Ricardo’s nor Marx’s investigations
with any plausible answer.®

What remains really important as far as the Marxian/Neo-
Ricardian controversy is concerned can be reduced to this: given
the existing techniques of production, one can derive prices of
production without any reference to value. This conclusion,
however, cannot be said to be a new discovery of Sraffa and his
followers.

The suggestion that Marx thought prices of production
could not be caleulated without a prior determination of value
involves a radical misunderstanding of Capital.*

Whatever the historical development of this controversy, the
question is now clearly framed: is it necessary or even possible to
undertake a critical analysis of capitalist relations of production
while jettisoning both the neo-classical approach and the old la-
bor theory of value approach?

This paper sceks to present a vigorous defense of a concept
of value and, specifically, a labor theory of value, as a consistent,
logically coherent, necessary theoretical tool. The primary pu
pose is to proposc a new interpretation of the labor theory of
value and the transformation problem.” The analysis will be de-
veloped in four steps.

1. It will be shown that a concept of value is a necessary the-
oretical tool for any cconomist, whether this is recognized as

can be used o solve
Eeonomics and ldeology

3 Some cconomists even contend that Sraffa's siandard commadi
the transformation problem. See, for example, Ronald Meck,
(London, 1967)

4 Paul A. Samuelson, “Understanding the Marxian Notion of Exploitation: A Summary
of the So-Called Transformation Problem beween Marxian Values and Comperiive
Prices.” Jaurnal of Economic Literature, Vol. 9, 1971, pp. 399-431. Similarly false i the
sophistcated notion that Mars intended 1o prove that the rate of profit could be
determined prior 1o the calculation of prices. Sec John Eawell, “Mr. Sraffy's
Standard Commodity and the Rate of Exploitation," Economica, New Series, Vol. 42.

5 Gerard Duménil, De (s valeur aus prix de production (Paris, 1980). This new interpreta-
tion has been adopted by Alsin Lipictz, “The So-Called Transformation Problem’
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such or not, and there are profound reasons to refer to labor as
the substance of this value

2. Since it is impossible to deny that certain important re-
sults can be obtained by using prices of production, it is neces-
sary to establish the specific explanatory role of the labor theory
of value.

3. The new interpretation of the labor theory of value and
the transformation problem has not appeared evident to readers
of Capital for approximately 100 years. It is therefore necessary
rigorously to study the places in Marx’s reasoning where the dif-
ficulties are situated.

4. The persistence of the traditional interpretation can be
explained to a large extent by the line of thought Marx follows
in Capital.

1. FROM A CONCEPT OF VALUE TO A LABOR THEORY
OF VALUE

When economists address the topics of production and dis-
tribution, they are compelled 1o refer to something which is the
object of these social acts.

The first method of approaching these objects or quantities
is to define them in physical terms as a set of goods® (possibly
services, but this distinction is abstracted from in this paper). In
this framework of analysis, each component remains heterogene-
ous and it is not possible, except in very particular cases, to ad-
dress any of the basic processes of the economic sphere, ¢.g., to
refer to a percentage increase or decrease in production or to
measure the shares of any particular group in the national prod-
uct by means of a scalar. In order 10 aggregate, one must use a
set of coefficients and transform the baskets of commodities into
a simple number which only then allows for such comparisons

Revisted " fournal of Economy Theory, Vol. 26, 1982, pp. 50-88. Duncan Foley simulia
ncously presented a similar soluton, in “The Valae of Money, the Value of Labor
Power and the Marxian Transformation Problem,” Review o Radical Politcal Econom
ics, Vol. 14, No. 2, 1982. 1 want to thank Duncan Foley for very helpful conversations
in the preparation of ths article.

6 The temptation thus arises to develop  theory of exchange or exploitation directly in
physical terms. Sec Geoff Hodgson, *A Theory of Exploitation Without the Labor
Theory of Value," Science & Sociey, Fall 1980, and David Laibman's comment,
“Exploitation, Commodity Relations and Capitalism: A Defense of the Labor-Vahic
Formulation," in the same journal.
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The most common method of weighting these heterogene-
ous components is to apply a price system. If this price system
does not change over the period studied, one can achieve the de-
ed calculations. One must, however, underscore the arbitrary
character of this choice when studying a period in which the
price system changes. In this case, one must arbitrarily choose a
set of prices corresponding cither 10 the beginning, the end, or
the average of the period examined.”

How can a concept of value arise as a necessary theoretical
tool in this context?

A genuine concept of value inherently imposes. itself,
whether explicitly or implicitly, whenever a specific line of re:
soning such as the following is undertaken: On the basis of the
same quantities, any variation in the price system setles a question
of distribution. If prices change, the wealth of society is distributed
in a different pattern, but the aggregate quantity expresses a
type of invariance. A logical consequence of this mode of analy-
sis is the emergence of the idea of equivalence between all the re-
sults of the weightings. This is tantamount to a normalization in
which different sets of prices obtain the same valuation.

Let us consider (g1, gz . - ., ga) as the basket of n commaodities
denoted as Q (a column vector); (1, pz ... , pu) as the set of n
prices denoted as P (a row vector). Therefore, PQ is equal to
Pagitpget Fpun

The general level of any set of prices can be normalized by
multiplying or dividing all the prices by the same number. Thus,
if the system of prices is allowed to vary, bearing in mind that
only the distribution of the product is being modified:

PQ=PQ=...=P,Q
To proceed in this manner is to implicitly refer 0 a social sub-
stance that is conserved through variations of prices.

As long as Q remains constant, however, theoretical prog-
vess is limited. The project of conserving a certain meaning in
this type of reasoning becomes more interesting when applied to
a situation of changing Q. For instance, if Q doubles in all its

7 1f cach clementary quanicy is multiplied by  price, the price of the whole basket is
usall referred 10 as it “value.” As long as the use of the term “value” is not exclu
sively limited o its meaning i the labor theory of value, it is not inaccurate 10 use the
texm in the above sense. Indeed, the appearance of the term in this context may be
regarded as quite revealing
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components, would it not be meaningful to suggest that the
amount of social value has also doubled? If a basket is equal 1o
the sum of two other baskets, isn't it possible o maintain that its
value is also equal to the sum of the values of the two other bas-
kets?

Let us denote the amount of this substance of value as X and
summarize our hypotheses:

1) 1f Q =aQ,, one can say that X,
2) 1£ Q,=Q.+Q,, one can say that Xg, =X, +Xg,

We keep in mind the fact that the relation of this substance
0 prices is one in which any system of prices allots it differently
to constant quantities.

‘This line of argument, which we are making explicit, implic-
itly underlies the whole discourse of political economy. In a con-
cept of value, one thiks of something beyond prices which cannot be re-
duced to @ mere set of quaniities.* Anyone who contends that annual
production has increased or decreased by a certain percentage
exhibits reasoning of this kind. He is using a concept of value
which perhaps he will never analyze but which nonetheless he
still uses.

This analysis can be extended to income categories, and the
analysis of prices we have considered can be applied, for in-
stance, 10 wages. The recipients of wages can acquire, within a
given price system, a basket of commodities. This real income
can be expressed as a fractional amount of value. For the prop-
erties (1) and (2) to hold, it is sufficient 1o allot certain amounts
of this social value to specific baskets such that any other basket
of goods can be obtained by means of a linear combination of
these baskets. In other words, if a basket can be obtained as the
sum of certain amounts of these basic baskets, the value allotted
t0 that basket can be calculated by simple addition.

1f the social substance is allocated to unit quantities of each
good, the foregoing requirement is guaranieed and the amounts
obtained resemble a specific set of prices. However, individual
prices differ fundamentally from values of this type. It is the
central idea in this analysis that a set of prices is only a medium
determining the distribution of this substance, a mold into which

aX,

8 The epistemological background of this study is provided in Gérard Dumeénil, L o
et de I cconamigue dans Le Capia, Foreword by Lovis Althusser (Pais, 1978)
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the substance melts intoa specific configuration. Marx wrote of
prices as the “forms” of value.

As long as one is limited to this concept of value within itself
and its relation to the concept of prices, it is impossible to pro-
gress. The allocation which we have derived remains arbitrary. What
distinguishes concepts in a science from mere “representations”
is that the manner in which they are analyzed must conform to
the project of combining their explanatory power with that of
other concepis in order (0 explain certain phenomena. Scientific
concepts are marked by their place within a system of concepts
their structures are thus defined in relation to other concepts.
Value and price are already articulated in this specific manner in
the analysis we have so far presented.

A relation of this type allows us to give a specific content to
the concept of value through its logical connection to the concept
of production.

General notions of production found outside the borders of
political economy are extremely vague. Any activity which results
in a positive outcome is, to a certain extent, productive. Within
the framework of political cconomy, however, this concept is
given a precise and non-arbitrary content. To produce is to be-
Stow a certain amount of human labor on an ensemble of prod-
ucts (themselves previous outputs of production) in order to ob-
tain another ensemble of products. While the conditions in
which production takes place may prove to be more or less fa-
vorable, this does not alter the very nawre of the act.

The consequences which follow from this analysis are nu-
merous and significant. Among other things, we can see that al-
though only human labor is productive, not all human labor is
so. Further, a machine does not produce, for it is only one ele-
ment of the set of products on which labor is applied. It is also a
component which survives the process of production, albeit
older and more used. Land does not produce by itself either, but
rather determines the conditions of production. Only after hu-
man intervention does a vegetable become a product. This is so
even if the intervention is limited o direct reaping. This is not
an arbitrary distinction because it is presented in order to ana-
Iyze a specific phenomenon. Political economy views production
only in the above sense; any extention of the concept would de-
stroy the rigor of the analysis.
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When, for example, it is contended that land and capital
produce by themselves, quite another economic theory is devel-
oped. In the final instance, it is the explanatory power of the
analysis developed through the use of these theoretical tools
which decides the issue. To maintain that land itself is produc-
tive is to reject the labor theory of value. Nothing can be ad-
vanced to refute this view other than the simple contention that,
in fact, land does not produce, and that if this fallacious ap-
proach is adopted, erroneous conclusions are sure to follow,

As stated earlier, the labor theory of value arises from the
articulation of the concept of value to the concept of production.
Only one causative transformation takes place between the initial
bundle of commodities and the final bundle: a certain amount of
human labor has been expended.

Two different accounts can be read into the increase which
results from a process of production. First, a trivial reading sees
a new bundle of commodities equal to the difference between
the output bundle and the input bundle. A second reading sees
an increase of incorporated labor. The boldness of the labor
theory of value lies in its deduction of the nature of the social
substance under investigation based on an understanding of the
process of its augmentation which we just described. This is the
qualitative step.

From the quantitative point of view, the articulation of the
two concepts of value and production supplies the key to the al-
lotment problem referred to above. It is necessary 10 postulate
that this identification of value with labor incorporated holds for
any product of any ensemble of productive processes as a basis
for defining an allotment verifying the properties (1) and (2). On
this basis, it is usually possible 10 determine the amount of labor
associated with any individual commodity.”

The foremost aspect of this analysis is the existence of an
economic act, production, which allows the movement from one
basket of commodities 10 another. The quest for a value concept
leads to an interpretation of this productive act as an increase in
the amount of this social substance embodied in the final basket

9 On the problems arising in 4 joint production model in this regard, see Gérard
Duménil and D. Lévy, *Valeurs et prix de production: Le cas des productions
jointes,” Revue Economigue, Vol. 33, No. 1,
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as compared to that in the initial basket. If production is ana-
Iyzed as the application of human labor to one basket in order to
obtain another basket, it is logically incumbent, from a qualita-
tive point of view, to assimilate this substance to labor and, from
a quantitative point of view, to allocate it to a basket of commodi-
ties equal to the net output of this productive process.

1I. PRICES OF PRODUCTION AND THE
LABOR THEORY OF VALUE

As already indicated, it is perfectly accurate to calculate
prices of production on the basis of a mathematical description
of a technique without even mentioning value. Such an exercise
is certainly no great discovery. The cost of production of each
good can be written as the sum of the prices of the necessary ma-
terial inputs plus the required wages. This cost multiplied by the
uniform rate of profit supplies the total amount of profit. The
sum of the cost and the profit gives the price of the final prod-
uct. If every quantity of material input and labor is given for the
activation of each process of production, a number of equations
are obtained equal to the number of processes. For the problem
10 be solved, the number of productive processes (equations)
must be set equal to the number of products. The unknowns,
then, are prices, the rate of wages, and the rate of profit. Once a
new equation is added designating a specific commodity or bas-
ket of commodities as numeraire, there exists one more un-
known than equations

An economically significant method of approaching this sys-
tem is o eliminate all the prices and conserve only one equation
which links the rate of profit to the rate of wages expressed in
the chosen numeraire. The assumption of either a given rate of
wages or of a given rate of profit allows, then, for the calculation
of the other parametcr. From there, it is easy o solve the price
equations. There is not the slightest need, in this type of calcula-
tion, to determine the values of the individual commodities. The
temptation to embark upon such a detour must be brushed aside
as a remnant of a most deceptive controversy.

Once the prices of production calculation without any refer-
ence 10 values is acknowledged as meaningful, several conclu-
sions logically follow. Many important results of Marx's analysis
can be reached on the basis of this approach. Not the least of
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these derivations, fo
rate of profit to fall

The explanatory power of the law of value does not lie in
the mathematical derivation of this or that quantitative tendency,
although it serves as the basis for any significant understanding
of the type of phenomena studied. To dlarify this apparently
paradoxical point, a metaphorical comparison with the laws of
physics will be atempted, despite the fact that these laws are
usually regarded as qualitatively different from those of political
cconomy.

For millenia, human beings have been satisfied with the fol-
lowing reflections on phenomena related to weight. Any entity
with weight falls if nothing stops it, simply because there exists
an up-down polarization in the universe in which bodies
autonomously move in these directions. This concept of weight is
a prime example of what has been referred o earlier as a repre-
sentation, a thought totality deducted from a specific practice, in
this case, daily observations.’®

It is now known that these phenomena are but particular
cases of a more general phenomenon called universal gravity.
Bodies attract one another according 10 the product of their
masses. Entities which surround us do not appear to attract each
other because their masses are relatively small. Their weight
manifests the fact that the mass of the earth is incomparably
larger than their own.

The representation is, thus, blown o pieces. Nonetheless,
many arguments can no doubt be marshaled to defend it. In the
first place, it proves itself perfectly efficient within the limits of
the praciical framework in which it has been forged. What would
be the use for an apprentice juggler to know that his objects are
auracted by the carth and atract one another? In the second
Place, even a scientific approach can, 10 a great extent, accom-
modate this representation. It is possible to calculate that the d
tance traveled by a falling body within a vacuum is proportional
to the square of the duration of the fall. This result happens 1o
be a rigorous one which casts disdain on the substitution of the
scientific concept for the mere representation, since it can be de-
rived experimentally, without the slightest reference to the scien-
tific concept

nstance, is of the famous tendency of the

10 See Manxs Introduction ta the Grundrise (New York, 1972), written in 1
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T'he equations for prices of production constitute just such a
model and, within the limits of its explanatory power, this model
remains an appropriate tool.

Because of its very nature, a scientific concept has no way of
substituting itself for such a model. Its own use is to provide un-
derstanding in a manner which will always appear superfluous 0
those theoreticians for whom the model itself is the ultimate level
of knowledge.

The falling object representation is operative at both the
North and the South Pole. Once one is aware of the roundness
of the Earth, however, the representation suffers from its own
limited scope and must somehow be transformed to encompass
the new knowledge. The Earth atracts the entities; such is the
nature of the phenomenon. Entities do not necessarily fall in the
same way at one point on the Earth's surface as at another be-
cause the Earth is not perfectly spherical. Again, the concept of
gravity enables one to understand

As soon as the field of daily experience, e, the surface of
the Farth, is abandoned, the old representation becomes totally
irrelevant. In order to travel through space, for example, one
must substitute another concept siructure more consistent with
the scientific concept.

The explanatory power of the labor theory of value can be
located at the same level of cognition as that of gravity. It pro-
vides an appropriate answer to the deeper question of the nature
of a given reality, and never functions as a substitute for a model
of the reality

Within the limits of relevance of the prices of production
model, #.g., the analysis of the competitive process of capitalist
society, the labor theory of value by no means appears superflu-
ous; it provides a theoretical account of the nature of the phe-
nomena actually occurring. It allows us to interpret the price sys-
tem as a reallocation of social labor according to strictly defined
rules consistent with the capitalist character of society. The act of
pricing does not create the social substance, but merely distrib-
utes it

The real act of production takes place when any productive
process is activated. This activity results in the increase of the
social substance termed value. The price system can only arrange
the distribution between individuals and among classes. If the
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price of a set of inputs is multiplied by (1 + r), nothing is aug-
mented or created. This is the core of Marx’s theory

‘This approach avoids the misperceptions of vulgar econom-
ics according to which prices are formed by the simple addition
of a set of factor remunerations. In such a perspective, if a new
guest joins the feast, he does not encroach upon anyone else’s
portion

In depriving oneself of a conceptual undersianding of the
phenomenon, one can still simulate it, ., develop a model, but
in doing so a wealth of insights of primary importance is sacri-
ficed.

Drawing another analogy from the field pf physics, the tem-
peratures of various bodies can be measured and calculated
without the least notion that what is being referred to is nothing
else than the degree of the agitational movement of molecules.
When temperatures are reduced to movement, several basic
aspects of this phenomeon become far easier to understand, e.g.,
the existence of a zero absolute temperature.

This is also true in economics. It is probably possible to
derive the tendency of the rate of profit o fall or to demonstratc
the erroncous character of the so-called “profit upon alienation”
theory on the basis of a prices of production model. Indeed,
mere adherence o the law of value does not provide rescarchers
with every result concerning these two problems; it does allow
for exclusive theoretical shortcuts and profound comprehension.
Moreover, as soon as the limits of the practices for which this
model has been forged (e.g.. the study of the capitalist competi-
tive process) are transcended, the scientific concept imposes its
own necessity.

The labor theory of value proves itself indispensable to the
analysis of the most basic concepts in political economy; in par-
ticular, those of commodity and capital. The nature of a
commodity-producing, capitalist society cannot be derived from
the mere fact that in such a society goods are sold and machines
are used in order to produce. The succession of modes of pro-
duction is 1o capitalist competition what, in our metaphor, space
is 1o the surface of the carth.

In order to understand the transition from feudalism to
capitalism or 1o investigate the nature of the *sacialist” countries,
one must rely on the basic concepts of capital and commodity
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The fact that some features of Soviet calculation in planning may
resemble prices of production does not prove anything as to the
real nature of this society. For it is precisely at this juncture, the
inquiry into the nawre of a society, that a conceptual approach
becomes imperative.

The correct attitude for a Marxist vis-d-vis prices of produc-
tion models should be a moderate one. Such equations constitute
a reliable theoretical tool for the analysis of capitalist competi-
tion, despite the fact that to renounce a conceptual approach,
even within the limits of this space, is to forego the possibility of
any substantive cognition. Beyond the limits of this space, a sci-
entific concept is indispensable.

1Il. THREE MISINTERPRETATIONS

Thus far the labor theory of value has been discussed apart
from the course in which the transformation controversy has his-
torically evolved. If one adheres to the perspective presented
here, the Marxist writers on the “transformation” and their crit
ics appear to have fallen into three fundamental misconceptions.
The first concerns the value-price connection or, more speci
cally, the theoretical status of this relation. The second refers to
the first of Marx’s two equalities, “sum of values equals sum of
prices,” which has been applied to the wrong aggregate. The
third addresses the definition of the rate of surplus value in an
cconomy in which commaoities are not exchanged in proportion
to their values

1. Value and Price

The transformation which Marx seeks to undertake in
Volume 111 of Capital is presented as a transformation from
values to prices of production. Many theoreticians imagine, on
this basis, that all the complexities of the value-price relation can
be confined within the limits of the value-price of production
articulation. Taking advantage of this same representation in a
different and more negative way, some economists contend that
there exists no logical foundation for such a transformation
because no relevant connection can be established between the
two autonomous spheres of value and price."*

11 C. Benedi, Valeur ¢t Repartition (Paris, 1974).
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This misinterpretation of the value-price relation converges
with the rather common idea which interprets Volumes [ and 1T
of Capital as investigating “essences” or “abstractions” and
Volume 11T as addressing the realm of concrete phenomena. In
order to refute this misconception, it is sufficient to simply note
that the price concept is analyzed in Volume 1. It is here really,
before the question of prices of production is addressed, that the
price-form is introduced

The commodity — which is at the same time a use value and
an exchange value,i.e. something both desirable and materializing
a certain fraction of social labor — reveals its own value only
through the exchange process and only as expressed in the body
of another commodity. It is in this manner that the labor incor-
porated in a given commaodity will be taken into account in the
great metabolism of social labor and ratified. Value is not cre-
ated in the exchange process, but exchange mediates the social
acknowledgement of individual labor. This is simply another
version of the previously introduced price-value relationship.
Prices distribute a certain social substance while conserving it in
the same instance.

The specific commodity used as the common reference in
this process of reciprocal assessment is termed money. Origi-
nally, price is the expression of ratified values manifested as a
certain amount of this money-commodity. However, the analysis
of this mechanism does not imply that, in fact, the common ref-
erence must itself be a commodity. On the contrary, the concept
of a symbol of money, i.e., money which is not a commodity, is
dlearly located in Volume I of Capital.*

The ideas of an evenly distributed rate of profit and the
exchange of commaodities proportional to their values are not at
issue in the analysis of the money-form. They refer, instead, to
specific features of the competitive process in various social con-
figurations.

It is possible, for example, 1o delineate the workings of a
simple commodity economy (even if such a model is of dubious
historical relevance). In such an economy, non-capitalist inde-
pendent producers switch from one activity to another as soon as
their toil or skill is under-assessed by the market. This competi

12 Marx, Capital, Vol. I, Chapter 3, Section 2. ¢, “The Symbol of Value."
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tive mechanism provokes a tendency towards a price system in
which commodity values are directly reflected.

In the case of a full-fledged capitalist system, the same
mechanism operates in regard to the remuneration of wage-
laborers. If their toil or skill is not recognized by the capitalist
employer, workers will switch to other enterpriscs. In this new
social framework, however, the mechanism is paralleled by the
drive of capital attracted by maximum proficability. Thus, the
price system would distribute differently that which has been
created during the period. According to the analysis of produc-
tion, this corresponds to the total amount of social labor.s

Whatever the competitive regime, the price-form always cor-
responds 1o the same process of the expression of social labor
time in the body of another commodity or in a symbol of value.
Marx’s calculation of prices of production in Volume I11 is con-
ducted in the category of labor time and constitutes a
reallotment of labor time, a process which differs radically from
that theorized through the price-form paradigm. This two-fold
relationship can be summarized in the following manner:

T

T

Price form Price form

Valeas | —_—

direct expres- Price of

sion of incor- Transformation — | production as
porated labor re-alloted labor
time. time. |

13 In whatever form of compettion, there are specific qualites of individual labor which
are disregarded. Thus, individual discrepancies are leveled out, and labor incorpora-
el in unseanted products s not ratified as socil labor; the labor considered i said 10
be sociallynecessary, abstract Isbor. This homogenization is brought about through
the very practices which result in a given competitive regime. However, since this
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Many Marxist economists still confuse the law of value and
the aw of exchange. We have already stated the Jaw or theory of
value: Value is labor, its measure is labor time. Some will object
that there is nothing in this analysis of value which resembles a
law. Actually, Marx frequently termed such qualitative determi-
nations “laws.”

In any event, there is only one law of value, while there are
two laws of exchange in Marx's Capilal: exchange based on com.
modity values and exchange based on prices of production. This
can be understood as prices reflecting labor time as it has been
incorporated, and prices in the pattern of a new “deal” of these
same hours of labor tending to guarantce an equal remuneration
of capitals, Whichever of these two laws prevails, the explanatory
power of the labor theory of value remains unaffected. That
commodities exchange in proportion 1o incorporated labor does
not prove to be any more hospitable to the labor theory of value,
but rather represents an aliernative case of exchange.

2. Net and Gross Product

For decades, the transformation controversy has, as a whole,
hinged on the necessity of the simultancous verification of the
two conditions: Sum of values = sum of prices, and sum of sur-
plus value = sum of profit. Some cconomists have even
attempted to define conditions in which these two equalities
would hold.! This appears possible only in a regime of propor-
tional growth where all surplus value is accumulated. It cannot
be maintained, however, that Marx regards this specific case as
the normal path of capitalist development.

Problems related to the second equality will be addressed in
the following point; we will concentrate, for the time being, on
the first condition.

‘The equality between the price and the value of social pro-
duction must be established on the basis of the net product, not
the gross product, of a given period. In the framework of an
annual period of production, it is clear that all national account-
ing and economic calculation addresses the yearly net product

reduction i achicved regardicss of the competiive form, its snalyss logically belorgs
1o the theary of value, and not 1 the theory of competition.

14 G. Abraham-Frois and E. Berrebi, “Le probleme de la “Transformation': fin d'une
controverse.” Econmic Appiiguée, Tome XXIX, No. 4.
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(disregarding the problem of amortization). It would never
occur to anyone to take into account the totals of the columns
and rows of an input-output table. Yet this is precisely what
equality between total (gross) price and total value would mean.

The great insight which lies at the basis of the labor theory
of value is the linking of the total labor expended in a given
period with the production associated with it, i.., the net prod-
uct. The price of this net product is equal to the total income of
the period or, in the traditional language of the price-of-
production discussion, the sum of wages and profit

In order to analyze a specific system of prices and values ata
given moment in time, an assumption of a constant technology
must be adopted. It is thus possible to consider a given technol-
ogy in which each labor process provides the following one with
its required inputs. Difficulties arise because some inputs are
inherited from the previous period. Marx consistently makes
clear that inputs inherited from a previous period do not merely
“transmit” their values or prices of production to the object of
production in the present period. In fact, these inputs have to be
re-valued according to the conditions of production which pre-
vail in the new period.

The expression of values in prices translates the reallotment
of the social labor of the period according to a unique sct of
prices applicable both 1o commodities produced during the
period and to those inherited from the previous one. The condi-
tion for the equality of prices and values can be rewriticn in a
less ambiguous manner as the relationship between the total
income of the period and the total labor expended.

That inventories can be carried over from one production
period to another has long been a source of great trouble for
Marxist economists. The difficulty is that the value created as
well as its counterpart, total income (or the price of the net prod-
uct), cannot be completely arrived at when considering only one
period. While this problem appears to be particularly crucial in
relation to fixed capital, it also concerns any stocks of commodi-
ties carried over from one period (o another. This provisional
Tack of determination is common ta categories of value, price of
production and money. The resolution of this point constitutes a
technical sophistication of the overall issue, but does not affect
the basic theoretical questions.
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3. Exploitation and Exchange

One of the foremost aspects of Marx's investigation in
Volume I of Capital is his demonstration that exploitation in cap-
italist society is consistent with the laws of exchange. As Marx
assumes in Volume 1 that commoditics, including labor-power,
exchange at their values, exploitation can be unveiled even when
capitalists buy labor-power and sell commodities to workers all at
their values. Hence, this exploitation cannot be regarded as a
form of swindling, or violation of the rules of the capitalist
game.” Exploitation must be demonstrated by assuming only a
normal® functioning of the capitalist system. Three elements are
at issue here: the law of value, the law of exchange, and the
theory of surplus value.

The usual ordering of these elements appears as follows

Law of value — Theory of surplus value — Law of capitalist
exchange

On the basis of immediate determinations of values,  rate and
total amount of surplus value is caleulated. The law of capitalist
exchange according to prices of production is then deduced
from this premise. Proceeding in this manner, however, over-
looks the fact that Mary’s theory of surplus value relies on the
assumption of exchange of commodities according to their
values. Therefore, the actual ordering should be:

Law of value — Law of simple — Theory of — Law of
commodity surplus italist
exchange value exchange

Now it is clear that this formulation is not valid. Obviously,
two laws of exchange cannot exist simultancously. The relevant
chain which must underlic our reasoning is:

Law of value — Law of exchange — Theory of surplus value
(simply commodity

or capitalist)

While value is created in the production process, surplus
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value is the result of both this process and the determination of
the fraction of value which returns to the workers. This determi-
nation oceurs in connection with the normal law of exchange,
assuming no transgre law by capitalists.

In an economy where the hours of productive labor are thus
reallocated to the net product as a result of a capitalist competi-
tive requirement, the rate of exploitation must be calculated tak-
ing into account the actual allocation.

The consequences of this theorctical rearrangement are
considerable. Three such consequences may be distinguished.
First, a uniform rate of surplus value, which is postulated in the
traditional view, has absolutely no meaning unless it is assumed
that all workess consume an identical bundle of commadities. If,
on the other hand, freedom of choice in consumption exists, no
competitive mechanism, ¢.g., absolute labor mobility, can set in
motion a tendency toward a uniform rate of exploitation.

Every inner tendency of the capitalist mode of production
must manifest itself through behavior and practices often
referred to as competitive mechanisms. The inner law theorizes
the outcome of such practices. If it imposes itself on agents, it is
as an often paradoxical result of these practices. Hence, Marx's
elegant formulation:

the immanent laws of capitalist production manifest themselves in
the external movement of the individual capitalist, assert themselves as
the coercive laws of competition, and therefore enter into the con-
sciousness of the individual capitalist as the motive which drives him
forward.'®

Second, in the traditional approach to the transformation
problem any assessment of the rate of surplus value becomes
irrelevant if any part of wages is saved. Surplus value can be cal-
culated only when one knows exactly what workers consume. It
is for this reason that economists in the traditional framework
define the value of labor-power in terms of a vector of commodi-
ties. Tronically, one can show that an infinity of such bundles
results in the same rate of profit when the same share of wages is
guaranteed in the price of the net output.'® In fact, exploitation
is logically prior to consumption.

15 Marx, Capital, Vol. 1, Chapter 12 (Marx Library edition, 1977, p. 433),
16 Gérard Duménil, “Une approche fonctionnelle du Theoreme marxien fondamental
OKishio-Morishima,” Gahiers dEconanic Poligue, No. 7.
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Third, one can show, on the basis of the traditional calcula-
tion, that the famous relation:
rate of surplus vahue
organic composition of capital

which governs the study of the tendency of the rate of profit to
fall, can be established only if the denominator is defined in an
arbitrary and unsatisfactory way

Given a set of price-of-production equations and the stipula-
tion, as in the traditional interpretation, of a vector of workers
consumption (usually per unit of wages), the system can be
solved. Prices and the rate of profit are determined. A rate of
surplus value based on incorporated labor can also be calculated
in conformity with the traditional perspective. The raie of profit
is thus functionally linked to this rate of surplus value according
10 a relation of the same type as in the paragraph above, which
can in no way be altered since it is derived from the set of equa-
tions utilized. Tt remains to be seen what the denominator
ignifies.!” This denominator proves (o be the sum of unity plus
a ratio which resembles the organic composition of capital
expressed in price terms, and related not 1o the actual economic
system as a whole but to a sub-system whose net product is the
workers consumption bundle.

Apart from the curious but consistent character of this asso-
tion of two ratios, one expressed in value (rate of surplus
value) and the other in prices of production (organic composi-
tion of capital), the whole dynamic of the capitalist system scems
to stem from the conditions of production of workers’ consump-
tion! Such an approach 1o the rate of surplus value implies a
complete re-framing of Volume 111 of Capital, The only remedy
would be to contend that the study of the tendency of the rate of
profit to fall requires another formula expressing exploitation in
prices of production, in which case one would converge, at the
expense of a puzzling detour, with the interpretation which I am
proposing.

To summarize this interpretation: The price of production
of the net product is assimilated 10 the total amount of labor
expended in the period, thus establishing the “price-value” con-
dition. The rate of surplus value is interpreted in terms of prices

17 Duménil, D la valeur avx prix de prodiction, op. it
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of production; the “sum of profit = sum of surplus value” condi-
n thus becomes a tautology

IV. MARX'S CAPITALAND THE NEW INTERPRE

That the transformation controversy has been so deep and
persistent for over a century is due 1o the existence of some
ambiguity in Marx's text.

Volume 111 of Capital was published by Engels after Marx’s
death. Tt consisted of an ensemble of manuscripts and notes writ-
ten prior to the publication of Volume I. Tts form and, to a cer-
tain extent, its content, are far from perfect. In particular, it can
never be emphasized enough that Marx had only a preliminary
idea of the content of Volume I1 at the time he wrote the manu-
script. To pretend that the exposition of the transformation in
Volume 111 is perfect does not do service to the memory of a
genius thinker.

However, there exist more fundamental reasons beyond
those of form to justify such difficulties of interpretation in this
particular case. They arise from the very line of development of
Capital. The book begins with the analysis of the commodity,
through which the concept of value is introduced. The investiga-
tion of production appears later as a preliminary to the study of
surplus value. The social dimension of this process is presented
only in Volume I1. Several dangers arise in connection with this
methodoloy

First, the concept of value is derived from the analysis of
exchange, The essence of Marx's argument is as follows. When a
given amount of one commadity is viewed in the exchange proc-
ess as equivalent to an amount of another commaodity, one actu-
ally refers to a social substance they have in common beyond
their obvious differences as use-values. This results from the fact
that both commoditics are products of human labor.

This mode of introduction to the labor theory of value
embodics the risk of confusing the concept of value with the con-
cept of price. From the outset, the system of values appears as a
particular price system. To rescue the reader of Volume I1T
from such a misconception is a most difficult task. Warnings in
Volume T against such an erroneous assimilation are usually per-
ceived by readers to be a type of intellectual exercise of extreme
refinement.
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Second, when this analysis is developed in Volume I, Marx
has not yet studied the labor process and no allusion has been
made 10 the nature of capital or to the investigation of more
complex categories such as rent. Labor is thus mentioned as the
sole origin of all production without any mention of capital or
land. Such issues, however, are highly complicated and require
profound discussion. Economics is still split into various factions
over such issues 1o this very day. To ask the reader to disregard
all these possible objections without mentioning them is to run
the risk of being misunderstood

Finally, the requisite social scope of the concept of value is
surreptitiously introduced through the concept of socially neces-
sary labor. Focusing on individual exchange and not having pre-
viously elucidated the process of social reproduction, this social
dimension can only be tacked on in a more or less artificial man-
ner.

The relevant question, however, is whether or not it is possi-
ble 10 follow a different line of argument. And this question
leads to another concerning the necessity of Marx's plan for Cap-
ital as it exists.

Capital contains an exposition of concepts introduced in the
following order: commodity, money, and capital. The concept of
capital is analyzed in two stages corresponding to the two sub-
systems which logically comprise this thought totality: valoriza-
tion structure (Volume 1) and circulation structure (Volume 11)
Volume 11T addresses those processes which can be grasped only
on the basis of the articulation of the two foregoing structures.

This plan is eminently logical, although it is clear that it
emphasizes one dimension of capitalist relations of production:
the demonstration of exploitation, from surphus value to ity
forms as enterprise profit, interest and rent

No miracle solution exists to the problem of the linear expo-
sition of a system of interdependent concepts. Marx chooses this
plan because it best suits the principal aim of his demonstration:
the characterization of the capitalist mode of production as a
specific type of class society. While the issue of prices is certainly
an important one, it is clearly subordinate in this plan to the
question of exploitation. In regard to prices, the clucidation
remains rigorous albeit somewhat dangerous and has thus
resulted in the most deleterious controversy




[image: image23.jpg]448 SCIENCE & SOCIETY

If the solution Marx presents to the transformation problem
has been misperceived, the question remains as to the ultimate
foundation of his analysis. It must be noted that Marx himself
was perfectly aware of the unsatisfactory nature of the calcula-
tion he developed in the beginining of Volume 111, One cannot
transform values into prices in reallocating social surplus value
without first modifying the valuation of constant capital:

The development given above also involves a modification in the deter-
mination of a commodity’s cost and price. It was originally assumed
that the cost price of a commodity equaled the “value” of the commodi.
ties consumed in its production. But for the buyer of a commodity, it is
the price of production that constitutes its cost price and can thus enter
into forming the price of another commaodity. As the price of produc-
tion of a commaodity can diverge from its value, so the cost price of a
commodity, in which the price of production of other commodities is
involved, can also stand above or below the portion of its total value
that is formed by the value of the means of production going into it. It
i necessary to bear in mind this modified significance of the cost price,
and therefore to bear in mind too that if the cost price of a commodity
is equated with the value of the means of production used up in
producing it, it is always possible to go wrong. Our present investiga-
tion does not require us to go into further detail on this point.'*

As directly suggested by Marx, the only method of achieving
this correction is to indicate the physical composition of the
inputs and revaluate them according to prices of production. It
is erroneous to claim that the prices-of-production formulation
belongs to the neo-Ricardian school. To rectify Marx's calcula-
tion according to his own suggestion necessitates the use of such
equations.

Having noted the problem himself, it might be objected that
Marx could have discovered that the two major equalities postu-
fated on the social aggregates cannot be simultaneously verified.
We go 5o far as to contend that there exist substantive grounds
upon which to believe that Marx was aware of this impossibility
despite the fact that he never rectified his solution. When Marx
introduces the famous equality of the sum of values and the sum
of prices, he stipulates a reservation whose importance remains
unnoticed:

18 Marx, Gapital, Vol. 111, Ghapter 9, p. 264,
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And in the same manner, the sum of prices of production for the com-
modities produced in society as a whole — taking the toality of all
branches of production — is equal to the sum of their values

This seems contradicted by the fact that the elements of produc-
tive capital are generally bought on the market in capitalist production,
so that their prices include an already realized profit and accordingly
include the production price of one branch of industry together with
the profit contained in it, so that the profit in one branch of industry
goes into the cost price of another.!”

It is not simply a matter of mere aggregation. Because cer-
tain corrections appear necessary, Marx concludes the next para-
graph with the statement:

To apply this method of reckoning to the total social product, we have
to make certain rectification, since, considering the whole society, the
profit contained in the price of flax, for instance, cannot figure twice,
not as both part of the price of the linen and as the profit of the flax
producers

This error of double-counting is not approached in a very satis-
factory manner because Marx had not yet writien the manu-
scripts of Volume II when he wrote those of Volume T1L As
Volume I1 reveals, however, the only way of avoiding any double
counting with regard 10 social income s to undertake the calcula-
tion in terms of net output

As far as the rate of surplus value is concerned, Marx's rea-
soning has also not atracted sufficient attention:

As for the variable capital, the average daily wage is certainly always
equal 1o the value product of the number of hours that the worker
must work in order to produce his necessary means of subsistence; but
this number of hours is itself distorted by the fact that the production
prices of the necessary means of subsistence diverge from their
values

The total number of hours of labor time necessary for the pro-
duction of workers consumption is itself forged because of the
transformation of values into prices of production

19 1hid, p. 250.
20 Ihid p. 260
21 Ihd., p. 261
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However, this is always reducible to the situation that whenever t0o
much surplus-value goes into one commodity, too litle goes into
another, and that the divergerices from value that obiain in the produc-
tion prices of commodities therefore cancel each other out.*

This passage suggests that Marx is erroncously assuming that the
valuelprices of production discrepancies in the workers' con-
sumption basket will compensate exactly.

It is as easy o show that this strict compensation does not

exist as it is to demonstrate that Marx himself is aware of this
result. If such were not the case, why would he follow up in this
manner?
With the whole of capitalist production, it is always only in a very intri-
cate and approximatc way, as an average of perpetual fluctuations
which can never be firmly fixed, that the general law prevails as the
dominant tendency.*?

With the hypothesis of a strict compensation, the law would not
apply in an “approximate way" but rather in a “firmly fixed”
manner.

Despite the existence of some ambiguity in the text and line
of argument in Capital, there are good reasons to believe that
what has been termed the “new interpretation” is in fact more
than one century old.

Fontenay-Awx-Roses, France

22 1hid,
25 i,




