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Marxian Political Economy: Legacy and Renewal
Gérard Duménil and Dominique Lévy
The article discusses the relevance of a reference to the framework(s) of analysis of capitalism developed by Marx during the second half of the 19th century in the analysis of contemporary capitalism. The perspective is simultaneously the history of modern human societies and, more technically, the economy of capitalism. The contention is that, in both instances, a Marxian political economy provides the foundations of our understanding, but a number of adjustments are also required. The analysis of modern corporations in Volume III of Capital, with the separation of ownership and management, must be prolonged to present-day institutional features and mechanisms. The homogeneousness of wage labor must be broken to incorporate the class foundations of the social divide between managers and other categories of production or clerical workers. The new framework allows for the reassertion of the role of class struggle as the engine of history. Concerning basic concepts, such the theories of value and capital, or mechanisms, such as competition, the business cycle, and technical and distributional tendencies, the issue is the use of contemporary theoretical and empirical tools, introducing to a process of “sophistication” rather than “revision”.
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To those who had doubts, the violence of three decades of neoliberalism and the sudden occurrence of a major crisis provide a compelling evidence of the continuing relevance of a Marxian approach to the political economy of capitalism. As Marx and Engels had convincingly contended in the Communist Manifesto, the dynamics of capitalism, led by capitalist classes, tend constantly to propel economic mechanisms beyond the limits of what can be controlled. Recurrently, through a few decades-long phases of growth, major crises mark the historical advance of capitalist accumulation. 
Capitalism revealed, however, a truly fascinating ability to recover from each of these episodes of perturbation and to initiate new phases of expansion. This resilience echoes another facet of Marx’s analysis. Capitalism also promotes what Marx used to denote in Capital as the “socialization of production”, the rising coordination of economic mechanisms. More sophisticated procedures are gradually established within enterprises, through national and international markets, nationally and internationally, and by the development of centralized procedures and policies beyond what Marx himself had expected. But the course of these historical dialectics of the greedy logics of upper incomes and the requirements of social coordination runs never smooth. 
The thesis here is that the basic principles of Marx’s analysis of the history of human societies and the main concepts and mechanisms introduced in Capital remain the fundamental tools in our understanding of capitalism. Since the 19th century to the present, capitalism is, however, in constant transformation. Each stage reveals new configurations. On the one hand, this constant adjustment creates the necessity of a parallel renewal of theoretical frameworks but, on the other hand, it also provides the historical-empirical foundations for further elaborations and generalizations. It is not simply, “negatively” in a sense, that theory must be adjusted to new developments. Rather, and much more “positively”, the observation of the successive sets of socio-economic arrangements allows for the corresponding deepening and expansion of theoretical analysis. Not an assignment, an opportunity. 
The purpose of the present study is not to provide a general overview of Marxist economics in their present state, but to summarize the various attempts made by the authors on their road to the accomplishment of this research program. The emphasis is on the relationship to Marx himself and basically abstracts from imperialism, however, a structural feature of capitalism.  
The sections below consider successively three aspects of a Marxian framework of analysis of contemporary capitalism: (1) relations of production and class patterns; (2) class hierarchies (dominations and alliances); and (3) basic economic concepts and mechanisms, such as value, capital, competition, business cycle, technical and distributional change, and financial mechanisms. 
Relations of production and class patterns

At the center of Marx’s interpretation of history are the famous dialectics of productive forces and relations of production, and the distinction of successive phases in human history known as modes of production. In this framework, class patterns tightly match modes of production. For example, to capitalism is associated the dual configuration of a capitalist class and a proletarian class. The analysis of concrete social formations is always more complex because of the existence of subsidiary social relations, typically the expressions of the partial submission of segments of the economy and society to the logics of capital accumulation, as in agriculture, craft, or trade. Thus, intermediate classes can always be located between the class of capitalists and the proletarian class.

Marx’s analysis of the historical transformation of ownership and management

The emphasis here is not on such imperfections but on a distinct source of complexity generated by the course of history itself. The dynamics of productive forces and relations of production are also active within capitalism. As capitalism evolves, the forms in which the ownership of the means of production is expressed undergo significant transformations and class patterns are subject to corresponding changes. 
Most of Volume I of Capital is written in reference to the traditional figure of the capitalist owner, simultaneously at the origin of the investment of capital in a firm and assuming the tasks required by the maximizing of the profit rate
. Involved are hiring and firing workers, buying material inputs, organizing production, and taking care of the sale of commodities. In Part Five of Volume III, Marx introduces the distinction between the active capitalist (the “entrepreneur”), on the one hand, and the “money capitalist”, the owner of interest bearing capital. While the former executes all the tasks of what is known in contemporary capitalism as “management”, the activity of the latter is limited to financial investment. Marx goes, however, much further in the direction of the institutions of mature capitalism in, at least, two respects: 

1) The delegation of the tasks of the active capitalist. The tasks of the active capitalist are “delegated” to salaried personnel
, to such a point that the direction of the corporation may be transferred to a salaried manager. This manager is surrounded by a large group of employees, not only clerical workers in the strict sense (for example, accountants) but also commercial personnel. It is important to recall that Marx does not consider these agents as “productive workers” in the sense inherent in the labor theory of value.
 They are “useful” unproductive workers (designated below as “nonproduction wage earners”). Their function is the maximization of the profit rate. 

2) The administration of interest bearing capital. One of the functions of banks—the financial institutions of the 19th century—is to concentrate and manage the funds invested by money capitalists. Marx writes that banks become the “administrators” of interest bearing capital. 

To a large extent, Marx was aware of the problems these new configurations could pose to his basic framework of analysis. He wrote in the same pages of Volume III that these developments, in a sense, anticipated on transformations of relations of production beyond capitalism.
 
The turn of the 20th century: Modern capitalism

Marx observed this transformation of the institutions of capitalism during the second half of the 19th century. It is, however, at the end of the century and at the beginning of the 20th century that these trends materialized into a thorough metamorphosis of capitalist relations of production and class patterns, with the United States leading. 

During the 1890s, the United States entered into a major crisis, which the historians of the economy used to call the “Great Depression” prior to the even greater one during the 1930s. One important aspect of this crisis was the disruption of competitive mechanisms. With the increasing size of enterprises and the development of transportation and communication networks, capitalists began to organize trusts, cartels, and pools in an attempt at relaxing competitive pressures. The crucial underlying factor was, however, the declining trend of the profit rate. The social context was one of strong and rising class confrontation, with the progress of the workers’ movement internationally and major strikes in the United States. The crisis stimulated a dramatic transformation of the institutions in which the ownership—ownership in the strict sense and management—of the means of production is expressed. 
A first component was the corporate revolution, with the dramatic wave of incorporation around 1900. In 1890, the Sherman Act prohibited, at a Federal level, the agreements among independent enterprises tending to limit the effects of competition. A new legislation simultaneously allowed, however, for the establishment of the new corporations in which enterprises really merged. A second aspect was the managerial revolution, in which the delegation of management to salaried personnel reached unprecedented degrees. The managerial revolution was the outcome of the internal dynamics of relations of production in capitalism. Consequently, it first developed within enterprises, but it was rapidly exported to government institutions where the new methods of management were gradually implemented. The third revolution, a financial revolution, occurred in the financial sector or, more accurately, affected the relationship between this sector and the new corporations. The financial sector backed the corporate revolution, in a complex relationship where both support and control were involved. Rudolf Hilferding described this new configuration in his analysis of “finance capital”, in which big capitalists (the “magnates”) simultaneously own large financial and nonfinancial corporations, the expression of a form of “merger” at the top of capitalist ownership.
 
The three revolutions must be understood as the three facets of a more general alteration of capitalist relations of production. The financial revolution financed the corporate revolution; the establishment of large corporations and the new practices of management within broad hierarchies of salaried personnel mutually supported one another. This new framework can be denoted as “modern capitalism”, meaning capitalism since the beginning of the 20th century. 
The faithfulness to Marx’s historical analytical framework

Although the distance is large between the framework of modern capitalism and the basic principles in Volume I of Capital, neither the corporate nor the financial revolutions questioned the foundations of a traditional Marxist interpretation of capitalism. For Marxist scholars and activists, the difficult issue was the managerial revolution.
Controversies never converged toward a well established consensus. The difficulty lies in that the reference to distinct components of Marx’s analysis leads to also distinct and even conflicting interpretations. Three basic approaches can be set out:

1) Selling labor power. In a first approach, the criterion is the fact of selling a labor power. This viewpoint suggests the identification of a homogeneous class of wage earners. All salaried workers are treated as a “proletarian” class in a broad sense.

2) A petty bourgeoisie. A more sophisticated option is to seek an overall coherence within the various components (value, surplus-value, and so on) of Marx’s analytical framework in Capital. Marx’s theory of productive and unproductive labor is crucial. On the one hand, the personnel under investigation are not the owners of capital; on the other hand, they receive a wage interpreted by Marx as a “cost” paid out of surplus-value. The conclusion is that these groups form an intermediate class, a new petty bourgeoisie in between the capitalist and proletarian classes.
 Because of the careful consideration of basic economic concepts, this interpretation is more convincing than the previous one. 
3) Marx’s analysis of history. If factual analysis is given priority over the straightforward reference to the concepts of Capital, the history of capitalism tells a story which is neither that of the broad proletarian class nor of the new petty bourgeoisie. This does not mean, however, that the relationship to Marx’s analysis is broken. Actually, historical observation suggests an interpretation of the continuing course of history, a transformation of the institutions of the ownership of capital and of the corresponding class patterns along basic Marxist principles. This is the viewpoint below, somewhere in between the strict faithfulness to Marx’s theoretical legacy and a renewal of categories inspired by Marx’s analysis of history. 
Breaking wage-earner homogeneousness: A tripolar class configuration

The theoretical weakness of the two first interpretations above is manifest in their deficient ability to account for the hierarchies prevailing among wage earners. Contrary to the thesis of the broad proletarian class, the interpretation in terms of a new petty bourgeoisie breaks wage-earner homogeneousness to some extent (since the new class is separated from production workers), but the intermediate class is treated homogeneously. 
Two distinct processes are, actually, involved:

1) The two components of nonproduction wage earners. The delegation of the tasks of the active capitalists to salaried personnel was the object of a strong “polarization” between upper and lower segments. The division of tasks did not follow dividing lines reflecting various fields such as technical processes, commercial tasks, accounting, or finance. In each field, hierarchies are well established between two categories of persons. Conception and decision are concentrated in the hands of managers (in the broad sense including the various fields listed above), while the other segment is made of lower ranking employees restricted to execution. Obviously, the differences in incomes echo these social divides. The hypothesis here is that this polarization must be interpreted in terms of class patterns. 
2)  Popular classes. Within the lower strata, employees are placed under close supervision and the labor conditions of production workers are reproduced whenever possible. The work of sociologists tends to show that the tasks of production workers are symmetrically transformed, so that the separation between lower ranking clerical personnel and production workers is blurred.
 (Nonetheless, in important respects, the distinction remains significant.) 
To the traditional bipolar division between capitalist and proletarian classes, the analysis of modern capitalism suggests the substitution of a tripolar class configuration distinct from the approach in terms of new petty bourgeoisie. Managers form a separate class, and lower ranking nonproduction wage earners and production workers are considered as components of popular classes, a useful simplification: 
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This framework of analysis confers a specific importance on the class of managers, within enterprises, government offices, or other organizations. The hierarchical position of this class vis-à-vis popular classes is rather straightforward. The relationship of managers to capitalists is more complex, a mix of subordination and autonomy. 
Class struggle as the engine of history
The working hypothesis in the previous section is that the dynamics of productive forces and relations of production account not only for the succession of distinct modes of production but also for the transformations of capitalism within shorter time frames. The same viewpoint is adopted in the present section concerning class struggle. The succession of distinct configurations of class domination, power configurations—the corresponding alliances and compromises among classes or fractions of classes—are used as criteria in the definition of phases within modern capitalism.
Basic principles
Often Marxist scholars and activists tend to limit class struggle to the confrontation between the proletarian class and the class of capitalist owners, as in a political tug of war. One opponent progresses when the other regresses, up to the expected fall of the capitalist team. The perspective here is more complex as a result of the consideration of the tripolar class configuration proper to modern capitalism. 
Two basic principles are set out. First, the struggle of popular classes, notably their production worker component, has been and still is the main engine in the formation of the social arrangement proper to each class power configurations and the social force that commands their succession. Second, due to their intermediate position and their role as “organizers” (given their class position), managerial classes play a central role. More specifically, alliances can prevail between these classes and capitalist classes, or between these classes and popular classes. In the first instance, the political orientation of the social arrangement can be seen as “to the Right”; in the second case, “to the Left”. 
Periodizing modern capitalism
The theoretical framework of power configurations allows for a periodization of modern capitalism into three phases:
1) A first financial hegemony. From the turn of the 20th century to the Great Depression, capitalist classes—whose power had been to a large extent concentrated within financial institutions—dominated the economy and, more generally, society. Incomes were highly concentrated toward upper income brackets, and firms were managed to the benefit of the class of capitalists whose ownership was expressed in securities. There was a form of compromise with the new class of managers but very unequal, with a strong leadership of capitalists, a compromise to the Right. The prevailing ideology and practices were those of free market economics, with the imposition of free trade around the globe, the gold standard nationally and internationally. The first attempts at the stabilization of the macroeconomy and financial mechanisms were observed, but they remained quite limited, even after the creation of the Federal Reserve in 1913. 
2) The New Deal and Postwar compromise. The Great Depression destabilized this power configuration. Financial institutions and, more generally, big business were judged responsible of the depression. The New Deal was conducted by government officials and managers in alliance with workers, with a major containment of the power and income of the capitalist class. The exact contours of the social arrangement were redefined at the end of World War II, as economic initiative returned to corporations after the dramatic government intervention in the war economy but he power and income of capitalist classes remained contained within the new social arrangement. The share of the total income of U.S. households received by the 1 percent with higher income fell from 17 percent prior to World War II to 8 percent during the 1970s. New social trends were established in favor of popular classes, as manifest in the progress of the purchasing power of wage earners, welfare, education, etc. Active macro policies were implemented, with an emphasis on full employment. The financial sector worked in favor of nonfinancial investment. Internationally, limits were placed on free trade and the movements of capital. The new social compromise was between popular and managerial classes, to the Left, with a large autonomy of managers in the management of corporations and the conduct of policies.
Important differences prevailed among countries around the globe. The welfare component was stronger in Europe than in the United States; the subjection of financial mechanisms to the requirements of economic development was larger in Europe and Japan; import-substitution industrialization was typical of major Latin American countries; etc.

These new favorable developments did not alter the burden imperialism placed on other less advanced countries (with the practice of corruption and subversion, and the conduct of wars). 
3) The second financial hegemony in neoliberalism. At the transition between the 1970s and 1980s, new social trends prevailed, with a defeat of popular classes and a victory of upper classes within advanced capitalist countries as in the United Kingdom, the United States, slightly later France, etc. The previous social compromise between popular and managerial classes was broken in favor of a new compromise, to the Right, between capitalist classes and managerial classes. 

A new discipline was imposed on workers with stagnating (or reduced) purchasing powers, the attempt to control welfare expenses, and the like. Real interest rates rose dramatically in the early 1980s. A new corporate governance was imposed with the objective of creating value for shareholders. Profits were lavishly paid out as dividends, and stock-market indices skyrocketed. International economic borders were lifted, with the gradual establishment of free trade and the free mobility of capitals. All workers were subjected to a new situation of international competition. The effect on the concentration of income at the top of income hierarchies was tremendous. The percentage of the total income of households garnered by the top 1 percent, as above, returned to pre-World War II levels. 
Internationally, neoliberal globalization imparted new dynamics to imperialist trends, notably vis-à-vis developing countries as in the Washington consensus. To this, one must add the bold undertakings in the Middle-East and the total contempt for the rights of the Palestinian people, within the overall context of neoconservative ideology. 

The economics and politics of social change
These three phases of modern capitalism since its implementation at the turn of the 20th century can be seen as episodes in the confrontation between capitalist classes and popular classes, the expression of the complex dynamics of class struggle, with a specific role played by managerial classes. There is, however, no clear-cut separation between these mechanisms and those outlined in the previous section. The relationship is, clearly, reciprocal. The dynamics of productive forces and relations of production command economic trends and crises while, simultaneously, the politics of capitalist hegemony and the struggle of popular classes strongly impact the social configurations proper to each phase with important economic consequences.
The domination of capitalist classes during periods of financial hegemony does not stop the course of history though it may delay or bias new historical developments. The quest for high income on the part of upper classes during the two financial hegemonies did not interrupt underlying trends toward the socialization of production. It promoted such developments along its own class objective, as in the managerial revolution or the development of transnational corporations in neoliberal globalization. Only the postwar compromise imposed the framework of macro policies aiming at the stabilization of output, but neoliberalism never dismantled this set of procedures, though neoliberal globalization impaired its efficacy. 
The succession of phases, generally three or four decades long, interrupted by structural crises, is the outcome of this interplay of class struggle and underlying economic trends, a complex mix of determinism and contingency. The contradictions inherent in the course of the history of modern capitalism materialized in four structural crises, marking the separation between three social orders: 
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The crises were the expressions of two distinct types of contradictions. The crises of the 1890s and the 1970s were the outcomes of trajectories of declining profit rates. The Great Depression and the crisis of neoliberalism were consequences of capitalist logics pushed beyond controllable limits. Their features were, correspondingly, distinct. 
The economics of Marx’s Capital
Besides a theory of history, the second component of Marx’s legacy is the wealth of concepts and mechanisms introduced in Capital. In each instance, however, they cannot be regarded as fully developed instruments, only foundations. They are considered here only from the viewpoint of their relevance with respect to the analysis of contemporary capitalism.

Capital and value
The central concept in Marx’s Capital is, precisely, the concept of capital as value taken in a movement of self-expansion. There are two facets to this definition, respectively, the theories of the valorization of capital (how surplus-value is extracted) and its circulation (how value-capital passes through its three forms, money capital, commodity capital, and productive capital). The formula of capital in Part Two of the book assumes that a concept of value has previously been introduced. Value, in turn, is an elementary concept of the theory of commodity and, as is well known, is defined in relation to labor at the beginning of Volume I. 
The concept of capital is impeccable. It matches the practices of capitalism in the past as well as in present days. The labor theory of value raises thorny issues. The difficulty is not the so-called “transformation” problem but the reference to labor itself. As recalled earlier in the analysis of class patterns, Marx’s definition of productive labor, the only category of labor that creates value, is very strict. For example, the labor of sale employees is not considered productive labor. Together with other production and circulation tasks (respectively, as overseeing and accounting), the purpose is the maximization of the profit rate. Thus, Marx’s theory of labor in enterprises is actually dual. A first category of labor creates values; a second serves the maximization of the profit rate. 
The managerial revolution and the continuing trends toward more sophisticated management considerably enhanced the explanatory power of the second aspect of Marx’s dual theory of labor. Clearly, the lower strata of these unproductive personnel are exploited. The foundations of this exploitation remain to be established since the theory of surplus-value is irrelevant with respect to unproductive labor, a challenge for Marxist economists. 
Basic economic mechanisms 

Three categories of economic mechanisms in Capital echo the fields of traditional economic theory:

1) Competition. Volume III of Capital begins with a sophisticated analysis of competitive mechanisms in which Marx elaborates on the works of Adam Smith and David Ricardo. The behavior of individual agents is involved. Capitalists invest more in industries where profit rates are higher. They adjust the prices of commodities as a result of the confrontation between supply and demand. This mechanism leads to the gravitation of market prices around prices of production (prices for which profit rates are equal among industries). 
An important literature of Marxist inspiration developed around these issues, claiming that the new competitive patterns of monopoly capitalism had offset this tendency to profit rate equalization. This contention is based on the observation of the large sizes of enterprises, and the ensuing barriers to entry and market power. 
In many respects, serious adjustments to Marx’s analysis are required, but this is not the case for the theory of competition. The framework of monopoly capitalism is unconvincing. Capitals are not confined within given industries on the simple account that corporations are large. A first reason is that large enterprises can diversify their products. Even more fundamentally, from the beginning of the corporate revolution, the increasing size of nonfinancial corporations was paralleled by a similar expansion of financial corporations and institutions. Financial giants have a tremendous power to direct masses of capitals toward industries where high profit rates are expected; in contemporary capitalism, asset managers guide capitals toward corporations where profit rates are high. 
2) Business cycle. As is well known, there is no coherent presentation of business cycle in Marx’s work. A set of developments converges, however, to a theory of the cycle of industry, with its successive phases: “state of inactivity, mounting revival, prosperity, overproduction, crisis, stagnation, state of inactivity”. These general crises are distinct from perturbations within particular industries. The notion of overproduction applies to a specific phase of the cycle, when the economy enters into recession, as commodities cannot be sold at the price charged by enterprises and inventories grow. Overaccumulation refers to the deficient availability of labor in comparison to the requirements of production. It prevails during the phase of prosperity, in particular in its final steps. Real wages tend to increase. 

Following Marx, two basic mechanisms may trigger the recession. They have in common a decline of the profit rate in the short run. Such falls are due, either, to a rise of the cost of labor (as in overaccumulation) or an increase of interest rates. (These recurrent declines of the profit rate must be distinguished from the historical tendency of the profit rate to follow downward trends.) It remains implicit in Marx’s analysis that these diminished profit rates impact on the behavior of individual enterprises at the origin of the downturn.
Contrary to what is often thought on the basis of a few sentences in Volume III of Capital, whose interpretation is difficult, Marx does not impute the crises of general overproduction to the deficient purchasing power of workers. 

3)  Technical change and the tendencies of income distribution. A third framework is the analysis of technical and distributional change. In Marx’s analysis the strictly “technical” component of production are always considered within specific institutional configurations, as in the theories of cooperation, manufacture, and the great industry. 
Innovation, including technology and organization, the emergence of new “techniques” for short, is stimulated by the quest for high profitability levels. When new technico-organizational arrangements are found, they are selected by potential users depending on resulting profit rates at on-going prices (wages, and the prices of other inputs and outputs). Thus, the key to the selection of new techniques is the profit rate they ensure to individual enterprises using them, in comparison to prevailing profit rates.

The importance of this framework in Marx’s analysis follows from its relationship to the theory of “tendencies”, meaning, at least, several decade long trends. The most famous is the tendency for the profit rate to fall, but this component is part of a broader set of trends, including, notably, the progress of labor productivity and the rising composition of capital (the growth of material inputs in comparison to labor). 

In all of these respects, the challenge for Marxist economists is not a radical renewal of the framework of analysis, but the sophistication of the accounts Marx gave of  these mechanisms, using the theoretical (notably, mathematical) and empirical tools available in contemporary economics. 
In the three frameworks above, a set of distinct variables are involved, with reciprocal relationships. Although Marx never used models, the form of his exposition in these developments is the paraphrase of models. There is no other method than modeling to test the coherence of the demonstration. 
One crucial feature of Marx’s analysis is the reference to the behavior of individual agents (capitalist and enterprises). This requires the definition of alternative microeconomics. One example of such descriptions of behaviors, in the analysis of competitive mechanisms, is that individual capitalists react to profitability differentials among industries. Contrary, to neoclassical microeconomics this behavior is conducted in a situation of disequilibrium, and is based on the observation of unequal profit rates, that is, disequilibria. This framework can, thus, be denoted as “disequilibrium microeconomics”. Besides the representation of behaviors in terms of adjustment to the observation of disequilibria, models must also account for the coherence of total flows and stocks within general dynamic models. Monetary mechanisms are involved. Such disequilibrium microeconomics are a substitute of Marxist inspiration for neoclassical general equilibrium models based on individual optimization. 

The task is tremendous but important results follow:

1) Competition and business cycle. A first central aspect is the relationship between, respectively, the analyses of competition and of the business cycle. On the one hand, Marx, quite convincingly, contended that competitive mechanisms ensure successfully the gravitation of market prices around prices of production, as well as the appropriate distribution of capitals and outputs among the various industries.
 Thus, Marx’s theory of crises is not based on growing “disproportions” among industries (contrary to Ricardo’s “states of distress”). On the other hand, Marx saw in the constant repetition of the business cycle, with its phases of contraction of output, a fundamental feature of capitalism. Although the two sets of property are very convincingly set out, there is no attempt, in Capital, at linking the two categories of mechanisms. This can be done.
2) Keynesian macroeconomics. Macroeconomic models can also be built as simplified forms of more complex models based on individual behaviors. In such frameworks, it is possible to connect Keynesian short-term equilibria and Marxian long-term equilibria as in the theory of competition.
 
3) Historical tendencies. In the analysis of the Law of capitalist accumulation, in Volume I of Capital, Marx showed that enterprises can continue accumulation despite the limitations of the labor force available for production. This is performed by increasing the composition of capital (using less labor and more capital). New techniques, less demanding in terms of labor, are introduced during the subsequent phase of investment after the recession. This pattern of technical change tends to limit the potential rise of the cost of labor. 
In Volume III, the demonstration is made that the rising composition of capital impacts negatively the profit rate. There is, therefore, no panacea in the use of more round-about techniques of production in the control of the availability of labor and the labor cost. This framework of analysis is crucial to the understanding of the historical dynamics of capital.
 It simultaneously refutes Smith’s view of the negative effects of competition on profit rates, and Ricardo’s belief that profit rates are exclusively determined by labor costs. Marx, however, never brought this analysis to completion. Much work remains to be done in these fields. 
Models are tools among others, and their use does not imply the adhesion to mainstream economics. These issues remain, however, controversial. Some among Marxist economists balk at the use of quantitative tools, which they identify to neoclassical analysis; a multidisciplinary approach is considered a necessary feature of a Marxist perspective, and the use of models, in particular, may be rejected on the charge of “economicism”. There is confusion there between the fact that no particular phenomenon can be fully explained on the grounds of a single abstract theoretical instrument, and the distinct fact that such instruments are keys to concrete analysis. There is no theory, no model, whose explanatory power is not limited. Tools must always be combined depending on the issue considered. But modeling is useful. 
Financial mechanisms and financial instability

Like most of the frameworks of Volume III of Capital, Marx’s analysis of financial mechanisms appears, simultaneously, highly relevant and incomplete.
 Marx had an outstanding knowledge of accounting procedures. The distinction between money capital as one form of capital, in the asset side of enterprises’ balance sheets, and the sources of financing as in the liability side—interest bearing capital—is always rigorous, even if the terminology is confusing. 
Thus, Marx put forward a very convincing theory of banking capital (banks being the main financial institutions during the 19th century). This theory of banking capital is probably the most original and compelling contribution of Marx regarding financial mechanisms. On the one hand, banks carry out the functions of “money handling capital” (keeping accounts, executing domestic and international transactions) and, on the other hand, “administrate”, in Marx’s word, interest bearing capital. They are, thus, simultaneously, an industry like another industry (like the sector handling the commerce of goods), and a quite distinct set of institutions playing a particular role within the complex institutions of the ownership of production means. 
This latter function of banks confers on capital ownership a collective character that harks back to the historical analysis in the two first sections earlier in this study. The point here is not so much theoretical sophistication than the willingness or capability to approach capitalist financial history in a Marxist perspective. This analytical framework is crucial to the understanding of contemporary capitalism. In each of the two phases of financial hegemony, the direct action of capitalist classes and that of financial institutions enforced the leadership of capitalist classes, that is, their power and income. As is clearly the case in neoliberalism, there are national and international components to this power configuration. In present-day capitalism, a wealth of distinct financial institutions is involved, such as banks, hedge funds, the vehicles of securitization, central banks, the IMF, etc. 
Marx is aware of the usefulness of financial institutions (“useful” within the logics of capitalism). Banks (or “credit mechanisms”) contribute to the maximizing of the profit rate; they are important agents in the allocation of capital among industries (and, today, among countries). Marx also emphasizes, however, the tendency to the accumulation of “fictitious capital” and the associated risks for the overall stability of the economy. For Marx, any capital, like government securities, which is not “value taken in a process of self-expansion” (and “value” must be understood here in the strict sense of the labor theory of value) is fictitious capital. The contemporary crisis recalls that the potential consequence is financial instability and recurrent crises. 
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