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Capital & Class

return’ for its contribution to production.

Classical theory is quite the opposite. It begins from produc-
tion, out of which come the commodities to be exchanged. That
production constitutes the wealth of nations was the great
discovery of the Physiocrats and Adam Smith in the 18th
century. Profits and prices are likewise produced, flowing from
the technical and social relations of production. Market prices
are regarded as strictly secondary variables in production and
accumulation, resulting from the erratic play of short-term
supply and demand.

In Classical theory, costs of production — whether called
natural price (Smith), cost-price (Ricardo), or prices of produc-
tion (Marx) — are the determinants of price on the average.
These provide a centre of gravity around which market prices
oscillate.? The supply of reproducible goods adjusts to long run
changes in levels ﬁ. demand, and average costs shift in the

. PPt .

process if constant, to scale do not obtain. Short-run demand
fluctuations, on the other hand, have little influence on prices,
even though market prices cannot be expected to coincide
exactly with their centers of gravity (Farjoun & Machover, 1983:
75; Dumenil & Levy, 1987). Non-reproducible goods, which
generate rents, are treated as a secondary problem — whereas
neo-Classical theory made scarce goods the archetype of ‘the
economic problem’ (Pasinetti, 1981: 16; Kalecki, 1971).

wnomﬂgn_»m&nm_ noosonwmw mmsn:rnnmnoﬁsonm&m.
appearing residual. It is Egrmmaomr and a distributive claim on
social wealth made by the owners of capital (Ricardo, 1821;
Marx, 1863). The proportion of surplus retained as profits
depends, in the first instance, on the relative power of workers
and capitalists. Further claims are made on gross profit in the
form of interest payments to financiers, dividends to share-
holders, executive remunerations, rent to property owners, and
taxes to governments (for an empirical treatment, see Hill, 1979).
The remaining quantity is ‘profit on enterprise’, or net profit.
Gross profit does not mean ‘excess profit’ and net profit does not
tend towards zero (Shaikh, 1982).

Classical theory in modern form divides into two
approaches, the Marxian and the Ricardian. They differ, most
of all, on the centrality of labor. For Marx, the application of
labor to transform nature to human
human activity and starting point for human history. The latter
can be understood in terms of modes of production, such as
capitalism, that rest on particular combinations of forces of
production and social relations under which surplus labor is
extracted by a ruling class. Under capitalism, labor takes the
peculiar form of wage-labolyr and abstract labor becomes the

ends is the fundamental”

(Sue

Survey: Dynamics of value, price and profit

measure of commodity values in a system of generalized ex-
change (Gleicher, 1983). The centres of gravity for market prices
are provided by labor values, defined as socially necessary labor
time, both direct and indirect, i.e. variable plus constant
capital.? The origin of profit in the scheme is surplus value, or
the difference between the value produced by labor and the cost
of that labour (value of laborpower). Marxist- models thus
establish the cost of labor-power (the ‘conventional wage’) before
proceeding to discuss profits and accurnulation (Marglin, 1984:
118). The rate of surplus value is thought by Marxists to be
substantial, both over time and across industries and countries.?
Ricardian theory has been revived by Piero Sraffa and his
followers (Sraffa, 1960; Pasinetti, 1977). Sraffa returned to the
Classical foundations of price formation, the generation of a
social surplus and the priority of class distribution over prices.
In such models, production appears as a technical process, or
production of commodities by means of commodities, in which
labor is just one among many inputs. Labor time cannot,
therefore, serve as the universal measure of value; it is replaced as
the ‘numeraire’ by a composite commodity made up of all goods
that enter onto the production of every other commodity (‘basic
goods”). Given this numeraire and the ratio of profits to wages,
one can uniquely determine all prices in the system. Concom-
mitantly, profits are seen as deriving from surplus output rather
than surplus »alue. As a result, labor values, and Marxian
economics, are considered redundant by certain disciples, such
as Ian Steedman (1977). Orthodox Marxists have countered by
calling the technical equations of Sraffa a form of ‘commodity
fetishism' (Roosevelt, 1975) and pointing anew to the living
process of labor as the central fact of human production and
capitalist exploitation (Laibman, Guw.ﬁw Walker, 1988a).
In fact, the differences have often been overdrawn. Both
Marx and Ricardo considered labor values to be a good first
approximation to market prices (Marx, 1863: v 3, 177-178), and
in modern estimates labor costs have been shown to explain
about 80% of the variance of commodity prices, across sectors
and over time (Shaikh, 1984; Petrovic, 1987; Farjoun & Machov-
er, 1983: ch 5). Further, both schools stress the determination of
wage and profit rates independently of factor productivity, in
contrast to neo-Classical theory. Indeed, contrary to Steedman,
Sraffa was always close to Marxism.® Both he and Pasinetti have
earnestly pursued the ‘chimera’ of reducing prices to dated labor.
Although Sraffa abandoned the effort in the case of ‘joint
.oﬁwxﬁ... it appears that this technicality can be got round
asinetti, 1981). In any case, it is fair to say that Ricardo, as an
advocate of the industrial bourgeoisie, was not concerned with
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Marx’s formula for the circuit of capital is M-C-RC-M’. The
circulation of capital is therefore at the same time the accumula-
tion of capital. Capital is restless, always in motion. Surplus
value is repeatedly thrown back into production in search of
further surplus value. Profits are the short-term return on
investment, expansion of capital (as money, capital stock and
output) the long term goal. Accumulation of capital is the driving
force of capitalist production and capitalist growth, not ‘profit
maximization’ (Marx, 1863: ch 24). Profit-maximization is a
term appropriated from neo-Classical economics. This is not to
say that the profit rate is an uninteresting operand in the process
of accumulation: high profits signal that all is well while falling
profits indicate dimming prospects for accumulation. Nonethe-
less, the fundamental concept in growth theory is the rate of
accumulation not the rate of profit (Nell, 1983: 115).

The problem of capital accumulation languished among
economists in the face of the sterile equilibria of neo-classicism.
The classical Marxists,such as Hilferding, Lenin and Luxem-
burg, kept the notion alive through their debate over imperialist
expansion and crisis tendencies in the early 20th century. But in
the mid-20th century, the initiative passed to the Keynesian
school on the issues of finance and investment (eg Keynes, 1936;
Kalecki, 1954, 1971; Robinson, 1956; cf. Marglin, 1984). In
particular, the puzzle of money, which had so preoccupied Marx,
was curiously let slip in favour of the ‘real’ economy (Harvey,
1982). In this respect, the neo-Ricardian school has been even
more wedded to the technical structure of production.

A considerable debt is owed the Keynesians, in particular,
for focusing attention on investment (good surveys include
Kregel, 1973; Harris, 197§: ch 8; Eichner & Kregel, 1975).
Several aspects of investment — emphasized by Keynesian
writers, but all commensurate with Marx’s treatment of capital —
need to be incorporated into a satisfactory model of growth. The
most well known concerns whether incomes are converted into
expenditures: without effective demand markets will not clear at
full employment levels. The incomes in question are wages,
profits and taxes. Keynes’ ideas have been taken up by govern-
ments making effective use of their fiscal powers of taxation and
expenditure, but the larger issue concerns the behavior of
workers and capitaliats. Keynesianism has made Marxists more
aware of the macroeconomic effects of wage income and worker
consumption, as in Sweezy’s (1942) theory of ‘underconsump-
tion’ or French ‘regulationist’ theory (Aglietta, 1977). But
Keynes’ own focus was on tnvestment demand, and it is this that
needs to be brought more forcefully into Marxist thinking
(Marglin, 1984: 128). Investment is central to any theory

Survey: Dynamics of value, price and profit

because vigorous capital investment is the leaven on which long
upswings of economic growth rise, and overinvestment is the
main pendulum that drives accumulation into the excesses that
precipitate crisis (Harvey, 1982; Devine, 1980; see also Abramo-
witz, 1976). As a general rule, Marxists would argue that the
rates of surplus value and technical change ought to determine
the rates of profit, potential investment and accumulation, while
Keynesian models reverse this, making the rate of investment
the driver of growth and determinant of the profit rate. Neither
is quite right, as we shall see.

Three other closely related functions of investment need te
be considered. First, investment is a principal tool of competi-
tion (Robinson, 1956). When we say that capital ‘flows’ towards
higher profit opportunities, we mean that investments are being
made (as loans and as direct purchases). Investment is also the
central Fﬁﬁ.m:ai:m competitive advantage, by expanding
productive capacity (adding fixed capital, labor power). Second,
investment is necessary for introducing new techniques, as well
as for research and development on future technologies. Invest-
ment thereby affects the rate of technical change (Kalecki, 1971:
ch 15). Third, investment must be made under conditions of
uncertainty — the essential unknowability of the future (Robin-
son, 1979: xi). No amount of ‘rational expectations’ can overcome
this fact of economic life, which is rendered worse by the great
volatility of capitalist competition and technological change. As
a result, investment can more easily stagnate despite possible
opportunities or overrun the real potential for profit making.

Roy Harrod (1948), among the Keynesians, tried to investi-
gate the stability properties of the economy over the longer run.
He did so by means of a one-sector (aggregate) model in which
the parameters of expansion establish a ‘warranted’ rate of
growth which investment must track. Such a device has proved
very useful for investigating the disequilibrium tendencies of
capitalism over time, among other things (for a review see
Harris, 1978: ch 2). But it relies on population growth as the
exogenous determinant of the warranted growth rate. This will
not do, for three main reasons. Growth of the labour force is
endogenous, in the manner elucidated by Marx’s theory of
‘relative surplus population’; this also limits wage demands
within certain parameters set by the rate of accumulation
(Marglin, 1984: 120). Technical change propells growth at a
faster rate than natural increase (one cannot assume constant
returns to scale) (Pasinetti, 1981: 55ff). And growth is uneven
among sectors. We shall return to all three of these issues later, in
an effort to go beyond Harrod’s Keynesian concerns in formulat-
ing a growth theory.”
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current of marxist thought now in revolt against this idea (eg
Weeks, 1981; Shaikh, 1980, 1982; Harvey, 1982; Wheelock,
1983; Semmler, 1984). The theory of monopoly capital focuses
undue attention on the price sphere and supposed distortions of
free markets, and it treats competition as a question of number
of participants rather than fierceness of strategy and rate of
change in the parameters of production (Weeks, 1981: 133).

‘There are two sides to competition, however, which have not
been adequately sorted out. The strong sense of competition is the
way capitals are pitted against one another in a struggle for
survival, in which the weak perish and the successful grow even
larger. It is a dynamic process in which capitalists are driven to
revolutionize production to gain advantage over their fellows.
The weak sense of competition is the way capitals jockey for
advantage in markets: for market-share, for labor-power, for
materials, and for money-capital.

Neo-Classical economics emasculates both sensexof com-
petition. In place of the active struggle to survive it portrays
firms as passive price-takers who meekly sell what they can; each
is small in relation to the market, and cannot hurt its competi-
tors even if it wanted. In place of competition of and for capital it
stresses competition of commodities. Capital flows are actually
irrelevant because every firm earns the same rate of profit.
Smooth, homogenous production functions make for perfect
adjustment, so profits cannot be out of equilibrium and no one
can go out of business. Even when firms are recognized as
having some size and power, in the modified version known as
‘imperfect competition’, their focus is price-control in commodi-
ty markets not productive change and destruction of their fellow
combattants. A most uncapitalist world! This abolishes all the
characteristic features of capitalist production: money, fixed
capital, concentration and centralization, profit on enterprise,
rivalry and collusion between firms, and even time itself
(Shaikh, 1982: 78).

Weak competition and equilibration

Competition in markets has the effect of shifting labor and
capital away from ineffective firms and sectors towards more
efficient ones. Weak competition thus acts, in Classical models,
as a regulatory mechanism for the allocation of social labor and
capital, along with price and quantity adjustments (Dumenil &
Levy, 1987). For competition to effect this reallocation, capital
must flow from lower to higher profit industries. The circulation
of capital is this mode of production’s instrument for regulating
social production. Circulation does not, therefore, only involve

Survey: Dynamics of value, price and profit

intertemporal flows of investment in a single industry, as
depicted in the previous section; it is an intersectoral process
weaving together many industries (Marx, 1863: v 2, ch 21).

Prices and profit rates act as signals in the integrative /
regulatory system of competition and intersectoral capital flows.
The competition for capital rewards profitable firms and indus-
tries with capital to expand while denying funds to the others,
causing them to run in place or even fall back. The result of
weak competition is a tendency for profit rates to equalize. High
profit areas will attract funds, creating new capacity and new
competitors. Expanded output tends to lower prices, while the
outlays needed to stay competitive — for larger plants, new
technologies, greater marketing efforts, etc. — tend to rise. As a
consequence, profit rates fall. Low profit areas will expell funds,
restricting the growth of supply relative to demand, giving a lift
to market prices and keeping costs in harness.

Strong competition

The stronger and more important function of competition is
to drive capitalists to greater exertion to increase their rates of
profit and accumulation. By gaining competitive advantage over
its rivals, a firm can capture an extra measure of surplus value,
or surplus profit. This dynamic vision of competitive ‘super
profits’ was emphasized by Marx in the discussion of capital
accumulation (Mandel, 1975), and picked up subsequently by
Joseph Schumpeter and his followers (Schumpeter, 1934, 1939),
Such competition has a beneficial effect on accumulation as a
whole, as other firms in the industry rush to follow the leader. If
the product is a capital good, a lower price or better functioning
will raise the rate of profit in sectors using it as constant capital.
If it is a wage good, and its value falls, the reproduction cost of
labor will decrease, and the overall rate of surplus value will
increase. If the product opens up new markets and employs an
additional increment of labor, more value is added to the system.
Competitive advantage is usually treated by Marxists only in
terms of costs, but it holds equally well for product innovations,
as Schumpeter realized (cf. also Pasinetti, 1981: 68).

Capitalist competition thus has two sides, the allocative and
the dynamic. The latter has very different implications for the
rate of profit than the former, however, Strong competition
disrupts the tendency towards equalization of profits and drives
profits away from the norm: ‘According to both [Marx and
Schumpeter], competition has a double nature, being at the same
time the tendency to give rise to extra profits and to level them
out’ (Bellofiore, 1985: 33-34; Farjoun & Machover, 1983: 34).
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Uneven growth
and technical
change

capacity utilization rates show any better relation to concentra-
tion ratios (ibid: 129-131). Furthermore, concentration ratios and
firm size have been shown to be chiefly a function of the capital
intensity of certain mass production industries (Weston &
Ornstein, 1973), while collusive price manipulations appear to
be more the result of low profits than a cause of highprofits (Ash
& Seneca, 1976). Finally, small firms actually have similar short
run profit rates to their larger brethren but their long run
performance is worse because their profits are much more
unstable over the business cycle (Singh & Whittington, 1968;
Eatwell, 1971).

Imperfect competition, despite appearances, relies on the
neo-Classical conception that competition is primarily about
buying and selling commodities, price determination and the
passive choice of techniques. The theory of imperfect competi-
tion is the ‘dark side’ of the theory of perfect competition, as
Shaikh puts it. ‘In perfect competition all of the tactics and
strategy of real competitive battles are spirited away. Then, when
faced with the unavoidable discrepancy between the fantasy
world of perfect competition and the elementary facts of real
competition, instead of overthrowing perfect competition ortho-
dox theory seeks to reform it. Hence imperfect competition.’
(Shaikh, 1980: 82)

Competition is not principally about high short-term profit
rates from monopoly, but advantage from greater investment,
efficiency, product quality, labor control, or good marketing
(Weeks, 1981). High prices may or may not be useful to this end.
Those early corporate giants who had any illusions on this score
were soon disabused of them (Chandler, 1962). Monopolistic
power is fundamentally hedged by the shifting ground of
capitalist production. While centralization of capital is part of
the normal evolution of capitalism, the key advantages of larger
firm size lie in increased powers of production, more extensive
marketing empires, better labor force control, diversified risks
and financial clout ~ not monopoly power. At the same time, the
growth of corporate and finance capital has intensified rather
than diminished the scope of the struggle among capitals
(Clifton, 1977; Harvey, 1982; Wheelock, 1983).

We have so far developed a model of an economy based on
surplus value, driven by capital accumulation, and agitated by
strong competition, The last of the structuring forces at work in
capitalist growth is the development of the forces of production,
or what is usually referred to as ‘technological change’. Adam
Smith begins his investigation into the wealth of nations with the

Survey: Dynamics of value, price and profit

discussion of how manufacturing has raised the productivity of
labor through division of labor (Smith, 1776: 3 ff). Ricardo was
sidetracked by the dispute with the landed class into the dismal
Malthusian concern with diminishing returns and economic
stagnation — an obsession that Jevons later made into a pillar of
neo-Classical economics. Marx returned to a careful analysis of
technical change or the drive for relative surplus value (increas-
ing labor productivity). But he set Smith against Ricardo by
arguing that technical progress was doomed, under capitalist
relations of production, to generate a falling rate of profit
(Harvey, 1982; Harris, 1983). In the 20th century, mainstream
economics (including Keynesianism) hardly discussed technical
change at all, with the notable exception of Schumpeter (1934,
1939). Like Marx, he argued that because of the strong drive for
competitive advantage, capitalism has been profoundly revolu-
tionary of the forces of production. For Schumpeter, however,
the wellspring of technical invention, science,lies mainly outside
the economy. He therefore failed adequately to theorize three
things: the role of learning and the importance of labor as a
‘force of production’; the dynamics of investment in propelling
growth and crisis; and the way industrialization is constrained
and enabled by the technological structure of every industry
(Walker, 1985). Later, however, Schumpeter (1943) Aid see
science and technology as endogenous, even to the point of
seeing the entrepreneurial function being displaced by bureauc-
ratized systematic research and development. (Freeman, Clarke
& Soete, 1982). Two basic aspects of technical change in the
process of industrialization shall occupy us here: the uneven
development of industries and the general expansive powers
denoted by the phrase ‘increasing returns to scale’ (cf. Pasinetti,
1981: 66-71).

The history of capitalism is the history of its industries. Yet
economists have given surprisingly little attention to the specifics
of different industries in both micro (film-level) and macro
(national) models (but see Kalecki, 1954; Steindl, 1952). Capital
accumulation and strong competition promote the adoption of
new technologies and methods of extracting surplus labor, but
do not determine the exact course of technical change. In short,
there are ‘systematic and persistent’ forces at work setting the
parameters of growth across industry (Nell, 1983). Industries
differ systematically in a number of ways: rates of growth in
output, rates of growth in productivity, rate of technical innova-
tion, and size of research and development budgets (Chenery,
1960; Kendrick, 1961, 1973; Salter, 1966; Mansfield, 1981). Of
particular importance in light of our discussion of competition
and capital mobility, profit rates among sectors are persistently
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Disequilibrium
growth and
prices of
expanded
reproduction

profits that rapid accumulation brings: this has happened
Rvnuﬁo&s from Singer’s machinists to Ford’s assembly line
ioh.rnnm?m_roo: Valley engineers. This is not to say that fast-
growing industries always do pay well; they can sometimes grow
even faster by paying workers badly, as in California agriculture.
Nonetheless, low wages in sectors such as garments today are
fundamentally conditioned gﬁF difficulty of technical change.
Cheap labour and absolute exploitation are the low road to
industrialization, important principally in the early stages of
capitalism; technical change and relative exploitation are the
high road that most industries hit as capitalism takes hold of the
forces of production.!®

Wk arrive, as is proper, to the problem of price and profit rate
formation at the end of our theory of growth. But what has come
before leaves prices and profits riding on very stormy seas.
Taking a reading of one’s position on such roiled waters requires
that we find some steady points for our calculations, one
relatively fixed, the other responsive to movement. As shall be
seen, these two points are rates of sectoral growth and invest-
ment targetting.

Profit rate equalization and prices of production

The Classical problem of price determination has been
posed in debates over Marx and Sraffa in the following static,
multisectoral formulation. (Weak) competition, in moving capit-
als towards high profit sectors and away from low profit ones,
reallocates the total surplus value available. There is a tendency
to distribute surplus value according to the capital invested.!!
That is, every chunk of capital invested in industry demands its
fair share of the social surplus value produced, represented
roughly by an average rate of profit. In this manner prices come
to ‘deviate’ from labor values. To deal with this, Marx, following
Ricardo’s lead, developed the concept of ‘prices of production’,
defined as cost price (cost of capital and labor-power) plus
profits. Prices of production are a second approximation to
market prices, if you will.!2 :

- If we assume that profit rates settle down to equality across
sectors, and that the rate of surplus value is uniform, then prices
of production are the same as values only if the composition of
capital is equal across all sectors; if capital / labor ratios differ
across sectors, prices will not equal values. Following Sraffa’s
inventive solution using a ‘standard commodity’ everyone agrees
that the problem is soluable in some form, but debate still rages

Survey: Dynamics of value, price and profit

over what it all means. One thing is for sure: disaggregation,
heterogeneous capital and variable capital / labor ratios explode
neo-Classical capital theory, in which profits are a reward for the
marginal value productivity of equipment (Harcourt, 1972;
Harris, 1979). Distribution cannot be derived from the technical
conditions of production: it depends on class relations of exploita-
tion and conflict over who gets how much.

But the effects on the labor theory of value are highly
contentious (Steedman et al, 1981; Mandel & Freeman, 1984).
Steedman (1977) denounces value theory, making much of the
apparent violation of Marx’s precept that total values ought to
equal total prices of production and total surplus value equal
total profit. On the other hand, Sraffa’s treatment of profits
ignores the relation of profits to exploitation of workers, and
leaves profit rate determination curiously ungrounded from the
real development of wage levels (Laibman, 19 3- 4; Goodwin,
1986). Shaikh (1982, 1984) provides what is, to me, a convincing
solution, showing that the apparent deviation of total surplus
value and total profit is due to the ‘loss’ of value created in
luxury (non-basic) goods in the calculation of prices of produc-
tion. He interprets it as the expectable results of the circulation
of capitalist revenues and the relative autonomy of the sphere of
circulation from the sphere of production; but a simpler solution
suggests itself, Profit and prices are determined by the social and
technical conditions of production and reproduction: labor time,
fixed capital, the wage bill, and so forth. The one part of profit
that is free from such productive determination is that which
goes to ‘revenues’, which capitalists may spend as they like
without regard for reproduction of the economy (cf. Pasinetti,
1981; 152).

The dilemma of unequal profit rates

Nevertheless, for a dynamic system the traditional represen-
tation of the formulation of prices of production is inadequate.
Shaikh is right to chide the neo-Ricardians for relying on a model
of competition and equilibrium that is suspiciously close to
neo-Classical theory (Shaikh, 1978; 1980; 1982). A glaring
first-order problem with the conventional transformation is
inequality of profit rates. Without equalization of profit rates
there is no longer a determinate solution to the simultaneous
price equations (Farjoun & Machover, 1983: ch 6; Robinson,
1977). The answer proposed by Farjoun and Machover is a
purely stochastic one, that profits and prices are, beyond the level
of values, random.

Values may be a good first approximation of prices, but
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prices by a determinant amount (Pasinetti, 1981: 151), as we saw
previously. The method of constructing vertically integrated
sectors is a useful simplication that bumps up against the highly
imperfect constitution of industries in practice, and may be
questioned in terms of its correspondance to the meaningful
bases on which technology develops; for example, microelectro-
nics forms one of the most powerful angles of attack on product
and productivity change today, yet cannot be meaningfully
aggregated in terms of final commodities (Walker, 1988b; 1985).

I wish to make two further modifications of Pasinetti’s line
of thought in light of our first principles about the capitalist
economy (cf Harris, 1982). Pasinetti is thoroughly Ricardian in
his ‘naturalization’ of the economy in the name of abstracting
from actual social relations. This device, while useful for
isolating the forceof production, cannot be taken too far. First,
he has no concept of surplus value, so wages, not profits, appear
as the residual (1981: 140). While I agree that long-run wage
increases are largely a product of technical progress, capitalist
rates of growth across sectors or nations are affected as well 1
wage rates (absolute surplus value) and the resultant level of
profits and reinvestible funds. All the advanced capitalist coun-
tries have developed in good measure through wringing absolute
surplus value from their workers at various places and times.
Favorable wage and labor conditions have to be included in the
parameters of sectoral growth, not just an abstract technology.
(Aggregate wages and effective demand will also be a factor in
the speed and sustainability of growth (Aglietta, 1977; Harvey,
1982)).

Second, Pasinetti lacks a theory of capital circulation
propelling growth. Capital accumulation consists of the expan-
sion of real capital goods — in the hands of certain people — not a
circuit beginning with money (Pasinetti, 1983). As a result,
investment is a curiously passive instrument, and there are no
capitalist actors. Industry simply adjusts to the exogenous
conditions of ‘structural change’, as the crucial variables ‘unfold
in full view’ (Harris, 1982; 41). A model of an economy growing
along a golden age equilibrium path has a rarified quality that
does not help us capture the mechanisms for coping with the
degree of disequilibrium in the system.

Is it possible to retain the Classical scheme of prices of
(re)production where any attempt to create fixed equations
involves an artificial freeze-frame of a system in motion? Some
post-Keynesian theorists, such as Joan Robinson and David
Levine, think not (Harcourt, 1981). There is too much flux, too
much uncertainty. But this converts the unknowable into the
inconsequent. The difficulty is to wrestle with a system in

Survey: Dynamics of value, price and profit

motion that is structural and yet indeterminate in its actual
outcomes — a common problem in social science (Sayer, 1984). We
therefore need to abandon unduly ordered models for an assess-
ment of the more rough and ready approach that capitalists
actually practice — one that confronts uncertainty and the active

role of capital investment head-on.

Investment and Dynamic Price-Setting

Investment plays a pivotal role in economic growth and thus
in price formation, Investment has the basic function of moving
capital from lower to higher profit opportunities. But it also acts
as a means of unlocking competitive advantage and the growth
potential in promising situations and of coping with the inherent
uncertainty of competition and change. Investment is thus a key
instrument in the hands of capitalists — which brings us full
circle in our search for a dynamic theory of prices and profits.

The first role of investment is to realize the growth potential
of various industries. Recall that in Pasinetti’s model the
condition of stable growth is that investment enlarge productive
capacity at a rate consistent with the underlying warranted rate

of expansion in each sector. In this view, the growth trajectory.

sets the rate at which a sector absorbs profitable investment —~
empirically, a very reasonable starting point (Jorgenson, 1971).
The real growth rate thus becomes the rate of accumulation of
capital.’® We require, of course, means by which such an
outcome may be arrived at, such as adjustment of investment
plans in light of the utilization rate of fixed capital (Dumenil &
Levy, 1986; Jorgenson, 1971). But even a dynamic adjustment
model is not sufficient, for it assumes that investment does all the
adjustment and the rate of technical change is exogenous and
known.

Investment has a more forceful role to play than adding
capacity according to known specifications, however: an indus-
try’s growth potential must be actively unlocked by investment.
Much has been said about the process of ‘learning by doing’
through experimentation, problem-solving and experience in
production (Rosenberg, 1976; David, 1975). This idea has been
used to attack the simple notion of technical change as ‘embo-
died’ in fixed capital. Nonetheless, learning and technical
change in dynamic industries are never particularly ‘disembo-
died, either, because they must be backed up by resources, labor
and fixed capital, in a continual interaction between investment
and innovation. In short, the rate of technical change (or
‘warranted growth rate’, in general) is not known or ever

Investment and
pricing in
disequilibrium
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role of ‘markets’ in setting the parameters of production (cf.
Walker, 1988b). Business practice has been added to production
conditions as the real basis of exchange. Contrary to neo-
Classical theory, in which prices hem in producers, prices have a
good deal of play in a dynamic setting. Elevating price to
increase investment, for example, does not immediately dampen
demand by cutting painfully into consumer incomes or the
profits of firms. This is clearly so where technical change
is causing the price of a product to fall, and the question is only
one of keeping prices relatively elevated with respect to falling
unit costs. Growing industries always create their own market
through the attractiveness of new or improved products, as well.
Businesses and individuals are willing to pay a premium for
commodities that have a special payoff in usefulness. Furth-
ermore, as a product becomes integrated into the processes and
products of other industries, or the infrastructure of everyday
life, the elasticity of demand decreases. The result is that m_.Bm..u
operate in the inelastic portion of demand curves (Koutsoyian-
nis, 1984).

Divergent industry growth paths provide a structure
around which disequilibrium growth occurs, and prices and
profit rates must be established that bear some relationship to
the underlying conditions of growth in various industries. Yet
because investment has a measure of causal force, such divergent
growth rates are not absolutely ‘warranted’ by exogenous forces.
There is, of course, no presumption of a perfect fit between
investment activity and the growth potential of industries.
Discovering that potential is a problem to be solved by capital,
and is always solved imperfectly, even badly. There can be too
much investment in an industry and or the economy as a whole,
leading to a crisis of overinvestment. There can also be a
misallocation of funds among sectors, so that fast-growing
industries are starved for funds and slow-growing ones glutted.
That is, ‘microeconomic behaviour is not in accord with the
macroeconomic constraints imposed by the structure of the
systern’ (Harcourt, 1981: 50). General convergence around long
run centers of gravity, or warranted growth sectoral rates, does
not imply stability (Dumenil & Levy, 1987).2°

Price Targeting and Prices of Reproduction

The imperfections and ‘agency’ of price targeting might-
appear to abolish the need to have recourse to prices of
reproduction. But this is no more true for targeted prices than
for the wobbling of market prices set by supply and demand in
Classical models. Investment in such models acts simply as a

r.\v
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means of adjustment to other circumstances. I have introduced a
different source of imperfections in the alignment of actual
prices with prices of reproduction, which is the uncertainty and
anarchy under which capitalists operate. These might be called
practical prices of reproduction. 1 also allow for long-run change in
the centers of gravity themselves, due to the actions of capital-
ists. While the Classical formulation allows for changes in
market conditions affecting centers of gravity in the long run,
and the warranted growth path model makes the uneven shift in
sectoral centres of gravity a persistent aspect of the economy, in
both cases investment follows the ‘real’ determinants of growth.
In the present model, long run costs change according to the
endogenous impetus to growth from the expansion or contraction
of investment (and learning by doing). Demand levels are also
affected by the buoyancy of investment (and learning by using).
The investment rate is treated as having an independent (if
secondary) influence on growth, I thereby let Keynes into the
house of Classicism by the back door —a door opened by Marx in
his analysis of the circuit of industrial capital.

" There is nothing elegant about price determination in this
environment of competition, dynamism and disequilibrium: no
exact transformation from values to prices, no well-behaved
profit rates, no certainty that investment will pay off. Yet still
capitalism functions, in its imperfect way. The trick is in
capturing the essentials of a complex and messy industrial
system that is changing over time. The solution does not lie in
tidy mathematical equations that make too many restrictive
assumptions, in stopping time, in probabilistic models, or
allowing excessive scope for subjective behaviour. It lies in
joining together enough facets of the capitalist economy as we
know it to create a suitably supple account of how the system
works.

Our discussion opened with critical remarks on the neo-
Classical, or exchange, theory of the economy and its obsession
with marginal matters. We have seen that prices and profit rates
can be returned to the secondary position they once held in
Classical political economy: revolving around conditions of
production and long term reproduction. They still hinge on the
allocation of social labor and of capital to different industries,
but now according to evolving sectoral technologies and rates of
accumulation. Furthermore, practical price determination re-
quires the action of capitalists probing an uncertain future. By
thus freeing ourselves from the grip of neo-Classical price theory,

Conclusion
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renders the long-term movement rather neutral (Harris, 1983). Leontief
fell into the same trap as Marx in posing his famous ‘paradox’ of
international trade (Pasinetti, op. cit.).

12. Estimating prices by moving from a base of values and adding
levels of causality, or by moving from the abstract to the concrete, is part
of Marx’s method (Shaikh, 1982: 70). I consider four layers of determi-
nation in this paper: labor-time, capital invested, rate of growth and
investment under uncertainty. I do not deal with price-value deviations
caused by rent (Walker, 1975; Barnes, 1988).

13.  We cannot therefore dismiss the formation of prices of production
as a purely distributional attribute of capitalist social relations, with no
effect on allocative efficiency, as Weeks (1981) does.

14. The composite represents a sort of ‘super golden age’ equilibrium
growth path (Harris, 1982). We are not concerned here with deviations
from such norms, on which Pasinetti takes a Keynesian view of the
unlikelihood of full-employment equilibria being realized (see 1981: ch
10). Edward Nell puts it thus: ‘What the systematic and persistent forces
determine, then, is the rate of accumulation ... All that is necessary, in
this view, is to redefine the long-period method with the rate of growth
playing the role formerly assigned to the rate of profit’ (Nell, 19832: 115).
15. The rate of accumulation combines both rate of turnover and mass
of capital. A sector with high profit may not be able to absorb much
investment due to a limited growth rate (Nell, 1983: 114).

16. This error, which is very widespread, can be traced back to
Schumpeter (see Walker, 1985).

17 I recall this clearly from a course taken from Joan Robinson at
Stanford in 1969, although most of what that brilliant woman said was
beyond my ken at the time!

18. Capoglu achieves very high regression coefficients, better than
Eichner’s (1976), using a similar equation for prices (p = f [cost +
investment]) but explaining investment in real terms.

19. The role of credit in raising funds varies across countries. In the
us, industrial corporations have long preferred to generate funds inter-
nally, keeping the ratio of investments to internal funds (1/1F) close to 1.0
across all industries (Capoglu, 1987). (Internal Funds (1F) defined  net
of dividend payments). Equity financing is only about 2% of new capital
funds raised each year in the us. In Japan and Germany, on the other
hand, external funding by banks is much greater, and 11F is lower —
about ¥ in Japan, 44 in Germany. The test of the model depends only on
the variance of industries around the national average: faster growing
industries and firms manifest relatively lower 1/1F ratios (greater borrow-
ing), and vice versa.

Disparate national borrowing practices rest on long-standing insti-
tutional relations between banks and industrial companies. German and
Japanese industrialists have very close ties to banks, including common
holding companies; this encourages them to risk high leverage financing
because they expect the bank to bail them out owing to its greater loan
exposure and ‘special relationship’ to that one company (Economist,
1986). US industry remains much more independent of the banks,
borrowing from many banks and having special relations with none.
Bank regulation and anti-trust enforcements have helped prevent cosier
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relations. ‘

20. Interlocking sectors raises the added problem of maintaining
proportionality where industries are moving at different speeds. If
industries do not mesh as they grow, there will be a grinding of gears in
industrial expansion, with shortages of some intermediate goods and
glut of others (Marx, 1863: II-495; Mandel, 1975; see also Hawkins,
1948). Pasinetti (1981) drives the point home by showing that every
possible equilibrium is immediately upset by the uneven development of
industries. The uncertainty problem facing capitalists is thus com-
pounded by the fact that the variable potentials of different sectors must
be unlocked at rates that maintain technical proportionality in growth.
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