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Chapter 10: Theories of Fixed and Circulating Capital. The Physiocrats and Adam 
Smith 
Quesnay conceived of the distinction between fixed and circulating capital as that between avances primitives (original 
advances) and avances annuelles (annual advances). Correctly, he presented the distinction as one within productive 
capital, i.e. capital already incorporated into the production process. Quesnay also (correctly) conceived of the 
distinction as a distinction between the different ways these two elements of productive capital entered the value of 
the finished product, the value of one being completely replaced in a year, that of the other piecemeal over a longer 
period. 

Smith applied the distinction to productive capital in general; hence, rather than the distinction being one between 
annual and more than annual turnovers, it reappears as one between more or less shorter and more or less longer 
turnovers. But, in doing this, Smith loses sight of the significance of the distinction as one within productive capital in 
its impact on turnover and reproduction. Smith designates as ‘circulating capital’ capital as it passes through the 
metamorphoses of the cycle of capital (in reality commodity capital), and thus confuses the movement of industrial 
capital as a whole with the distinct elements that exist within productive capital, in other words conflating the 
distinction between production capital and capital in the circulation sphere and that between fixed and circulating 
capital within productive capital. For Smith, on the other hand, ‘fixed capital’ is simply that capital which ‘yield[s] a 
[...] profit without changing masters’. Smith derived his concepts not from the actual ‘function of productive capital, 
but [...] rather [...] [from what] obtains subjectively for the individual capitalist, to whom one part of capital is useful 
in this way, another in that.’1 In addition, by stating that fixed capital realises a profit by remaining in the production 
process, while circulating capital does the same through circulation, ‘permits the similarity of form that variable 
capital and the fluid component of constant capital have in the turnover to conceal the basic difference that they have 
in the valorisation process and the formation of surplus-value [...].’2

For the physiocrats, who correctly subsumed the capital advanced in wages within the category of avances annuelles, 
what actually appeared was not labour – power itself but the means of subsistence received by the workers. In this 
way, the portion of value added to the product by labour-power was the equal of the value of the means of 
subsistence (entirely consistent with the Physiocratic doctrine that the source of profit was the result of the 
collaboration between nature and production); for Smith, following the Physiocratic logic and substituting the 
workers’ means of subsistence for the actual labour-power into which the variable part of capital is transformed, 
these means of subsistence play a part no different to that played by the other elements of productive capital, i.e. 
they simply reappear in the value of the product. Smith’s conception of the role of variable capital in production is, 
in Marx’s words, a ‘Physiocratic definition without the premises of the Physiocrats [...].’

 

In addition to all this, when Smith lists elements of production as either circulating or fixed capital (in so doing 
reducing the function of the elements of production to their material properties), he excludes labour-power from 
his categories. Since Smith’s ‘circulating capital’ is in reality commodity capital, labour-power, which, before being 
incorporated into production, i.e. before it is sold, is not capital at all. Thus for Smith variable capital cannot belong 
to the category of circulating capital; instead, it appears in his scheme – in which the whole of social wealth is 
divided into immediate consumption fund, fixed capital, and circulating capital – as means of subsistence. But what 
is incorporated into the production process is the worker, not her means of subsistence. 
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1 Karl Marx, Capital, vol. 2  (Harmondsworth, 1978) [hereafter C2], p. 277. 
2 C2, p. 278. 
3 C2, p. 292. 

 


