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Part One 
The Transformation of Surplus-Value into Profit, and of the Rate of 
Surplus-Value into the Rate of Profit 
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Chapter 1: Cost Price and Profit 
 

Marx begins by summarising where we are in our analysis, in order to lay out the purpose of this, the third, volume: 

In volume 1[1] we investigated the [...] process of capitalist production, taken by itself, i.e. the immediate production 
process, in which connection all secondary influences external to this process were left out of account. But this 
immediate production process does not exhaust the life cycle of capital. In the world as it actually is, it is 
supplemented by the process of circulation, and this formed our object of investigation in the second volume.[2] Here 
we showed [...] that the capitalist production process, taken as a whole, is a unity of the production and 
circulation processes. It cannot be the purpose of the present, third volume simply to make general reflections 
on this unity. Our concern is rather to discover and present the concrete forms which grow out of the process of 
capital’s movement considered as a whole. In their actual movement, capitals confront one another in certain concrete 
forms, and, in relation to these, both the shape capital assumes in the immediate production process and its 
shape in the process of circulation appear merely as particular moments. The configurations of capital, as 
developed in this volume, [...] approach step by step the form in which they appear on the surface of society, in 
the action of different capitals on one another, i.e. in competition [...].3

I  Cost Price

 

 

 

* * * 
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Let us call the cost of replacing capital expenditure (c + v), i.e. what the commodity has cost the capitalist, the cost 
price, k. Hence, C, what the commodity really costs, = k + s.

 

The value of any commodity (let us call this value C) is given by: C = c + v + s;  c + v simply replaces the capital 
expenditure, what the capitalist has laid out on constant capital. 

5 The capitalist is unaware of this: ‘since the worker, in 
the situation of capitalist production, is himself an ingredient of the functioning productive capital that belongs to 
the capitalist, and the capitalist is therefore the actual commodity producer, the cost price of the commodity 
necessarily appears to him as the actual cost of the commodity itself.’6

Whence this difference (between value and cost price)? ‘The capitalist cost of the commodity is measured by the  
expenditure of capital, whereas the actual cost of the commodity is measured by the expenditure of labour.’

 

7 Cost 
price here is not an absolute illusion but ‘the false semblance of an actual category of value production.’8

Marx proceeds with a numerical example.

 
9

                                                 
1 Karl Marx, Capital, vol. 1 (Harmondsworth, 1990) [hereafter C1]. 
2 Karl Marx, Capital, vol. 2  (Harmondsworth, 1978). 
3 Karl Marx, Capital, vol. 3  (Harmondsworth, 1981) [hereafter C3], p. 117. 
4 Where I insert my own subheads they appear, as here, in sans serif type. 
5 Of course, were value and cost price the same, there would be no profit. We investigate what this means to the capitalist 
below. 
6 C3, p. 118. 

7 C3, p. 118. In other words, cost price is established in the transformation M–C< L
mp , before the process of production 

begins. 
8 C3, p. 119, italicisation added. 
9 Although maintaining the numerical content of Marx’s example, I shall proceed in a slightly different logical order in setting 
it out. Marx, misleadingly to my mind, seems to set up the rate of surplus-value as a condition of the example, whereas I think 
it follows from the time necessary to produce the product (i.e. the productivity of labour) and the value of labour-power. 
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Let us assume: 

an average social 10-hour working day 

the value produced by 1 worker in 1 average social working day = 6 shillings10

therefore, the rate of surplus-value = 100%

 

the daily value of labour-power = 3 shillings 
11

A commodity product, C, requires the transformation of £380 of raw materials into finished product form. This 
involves £20 wear and tear of fixed capital, and takes 666  social working days to accomplish.

 

12

therefore, s = (v + s) – v = £200 – £100 = £100

 Therefore: 

c = £380 + £20 = £400 (value equivalent, if 6 shillings new value is produced each day, to the value 
produced in 1,333  days) 

v (capital advanced for labour-power) = 3 shillings (£  )  666  (days) = £100 

v + s (total new value produced) = 6 shillings (£  )  666  (days) = £200 

13

• 

 

The value of C is composed of: 

1  reappearing value of constant capital = £400 

2  newly produced value = £200 

The cost price of the commodity consists in: 

1  reappearing value of constant capital = £400 

2  half of the newly produced value, i.e. £100 

These two elements composing the value/cost price of the commodity are absolutely distinct. 

The value of the means of production (£400) is transferred from the means of production to the 
product through the purposive character of the labour spent during production; this component of 
the product’s value exists as such only because it previously existed as a component of the capital 
advanced: the constant capital spent is replaced by the portion of commodity value that it itself adds. 
This means two things: (1) it forms a part of the cost price because it is a component of commodity value, 
replacing capital used up; (2) it forms a component of the commodity value because it is the value of 
capital that has been used up (in function of the cost of means of production). 

• The labour expended during production commodity forms a new value of £200, one part of which 
replaces the variable capital advanced. But this value does not enter the product as the value of means 
of production did: labour-power counts not as value within the total capital value advanced, but as 
the creator of value in production, functioning as productive capital. 

We can see this distinction clearly if we change the price (value) of each element in turn. 

• Suppose the price of the means of production rises to £600. Both the cost price and the value of the 

                                                 
10 There are 20 shillings to the pound. 

11 Rate of surplus-value = 
s
v (cf. C1, pp. 326-7; 977-8). 

12 This latter Marx does not say explicitly at this point, but it is implicit to the example. 
13 Therefore, and not because, the rate of surplus-value is 100%. 
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commodity rise by the same amount; respectively, from £500 (£400c + £100v ) to £700 (600c + 100v ), 

and from £600 (£400c + £200(v + s) ) to £800 (£600c + £200(v + s) ). A fall would have a similar, but 
opposite, effect. 

• Now suppose the price (value) of labour-power rises by 50 %, from 3 shillings to 4  a day. Now, the 

labour-power necessary to produce the commodity product stands at 4  shillings (£  )  666  

(days) = £150. The cost price now rises by the same amount, from £500 (£400c + £100v ) to £550 

(£400c + £150v ), but the value of the commodity remains the same: £600 (£400c + £200(v + s) ). All 
that has happened is that now v = £150 and s = £50 (v + s, new value created, must remain the same 
because the time labour-power has been active remains the same). A fall in the price of labour-power 
will have the converse effect: the cost price will fall by the same amount, but the value of the 
commodity product, for the same reason, will stay the same (s will rise by the amount that v falls).14

Hence: 

 

[A] change in the absolute size of the variable capital, in so far as this expresses simply a change in the price of 
labour-power, does not change in the least the absolute size of the commodity value, because it does not affect 
that absolute size of the new value which active labour-power creates. A change of this kind affects only the ratio 
between the two components of this new value, one of which forms a surplus-value, while the other simply 
replaces the variable capital and thus enters into the cost price of the commodity.15

How does this appear to the capitalist (‘[f]rom the standpoint of capitalist production’

 
16)? The value of labour-

power expresses itself as the price of labour, as wages.17

If surplus-value (profit) is value additional to its cost price, and we take the point of view that the only distinction 
between capital advanced on means of production and capital advanced on labour-power is that between different 
kinds of elements of production, then profit is a value which accrues to the capital (all of it) in production:

 It appears as if the variable component of capital, rather 
than paying for the value of the labour-power which then functions in production, is capital which pays for the 
labour actually expended in production. In our numerical example, what is really happening is that the capitalist lays 
out 3 shillings to buy labour-power capable of functioning for ten hours (creating six shillings of new value); what 
appears to the capitalist to be happening is that ten hours of labour are bought for three shillings. Hence, here, the 
‘price’ of one ten-hour working day is three shillings, the value product (we really know) of five hours’ expenditure 
of labour-power. 

We hence have two very distinct viewpoints on what is going on: that of capital advance, and that of commodity value. 
From the point of view of the former, the only distinction between capital advanced on means of production and 
capital advanced on labour-power is that between different kinds of elements of production; the distinction 
between constant and variable capital is lost. The only distinction from this point of view in terms of the different 
kinds of capital bought with the money capital advanced is between fixed (instruments of production) and 
circulating (raw materials and labour) capital, in that the former, once deployed, enters into the commodity’s cost 
only piecemeal, while the latter enters wholesale. 

 

II  Profit 

18

                                                 
14 And the rate of surplus-value will necessarily change, as the ratio s : v changes. As we saw in volume 1 (C1, pp. 429-32) the 
rate of surplus-value rises with a cheapening of the value of labour-power, and falls when the value of labour-power rises. 
15 C3, p. 121. 
16 C3, p. 121. 
17 C1, pp. 675-82. 

 ‘It is 

18 Including, Marx makes clear, that part of fixed capital not accounted for as wear and tear in the finished product, for it is 
not in function of being used up in production that capital causes profit to accrue to the product (in this view of things), for this 
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clear enough to the capitalist that this additional value derives from the productive activities which he undertakes 
with his capital, i.e. that it derives from the capital itself. For after the production process he has it, and before the 
production process he did not.’19

Profit is thus surplus-value, although in ‘mystified’

 
20 form. ‘Because the price of labour-power appears at one pole 

in the transformed form of wages, surplus-value appears at the other pole in the transformed form of profit.’21

It is, in addition, clearly the case that in order to realise a profit, all the capitalist has to do is sell the commodity 
profit above its cost price (even if, at the same time, she sells it below its value).

 

22 For this reason, the capitalist is 
inclined to treat the cost price as the commodity’s ‘real’ value; profit appearing as the excess of its sale price over its 
‘value’.23

Finally, Marx (Proudhon in his sights) gives the lie to the notion that the cost price of a commodity really is its ‘real’ 
price, and that surplus-value therefore results from selling a commodity above its value, by noting that in the case, 
say, of our example here, if our commodity is sold for £500 rather than £600, the worker will still have performed 
her surplus-labour, but now for the buyer – who receives £100 of commodity for nothing – rather than for the 
seller.

 

24

It would be quite wrong to suppose that, if all commodities were sold at their cost prices, the result would in fact 
be the same as if they were all sold above their cost prices but at their values. For even if the value of labour-
power, the length of the working day and the rate of exploitation are taken as everywhere the same, yet the 
amounts. of  surplus-value that the values of the various different kinds of commodities contain are completely 
unequal, according to the differing organic compositions of the capitals advanced for their production.

 

Nevertheless, he then goes on to make the following remark, of critical importance for what he is going to go on to 
expound: 

25

                                                                                                                                                                                     
function is what accounts for the cost price: profit accrues in function of capital advanced. ‘The entire capital is materially 
involved in the labour process, even if only a part of it is involved in the process of valorisation.’ C3, p. 126. 
19 C3, p. 125. 
20 C3, p. 127. 
21 C3, p. 127. 
22 And, Marx adds (C3, pp. 127-8), anticipating substantially: ‘The basic law of capitalist competition, which political economy 
has so far failed to grasp, the law that governs the general rate of profit and the so-called prices of production determined by 
it, depends, as we shall see, on this difference between the value and the cost price of commodities, and the possibility 
deriving from this of selling commodities below their value at a profit.’ 
23 Marx here digresses, commenting on how political economy, in more or less vulgar form, was unable to account for the 
source of profit in either production, or in exchange. 
24 It is worth recalling here Marx’s demonstration in volume 1 (C1, pp. 258-69) of the impossibility of surplus-value arising 
from circulation. 
25 C3, p. 131. 
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