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Chapter 11: The Effects of General Fluctuations in Wages on the Prices of 
Production 
To appreciate what Marx wants to achieve here, it is worth setting his argument in political economic context. 

Adam Smith had argued (although not consistently) that, since the value of a product of labour is given by the 
quantity of labour it commanded in exchange, any rise in wages would increase the value of the commodity 
product produced. Ricardo, correctly, opposed this view: 

There can be no rise in the value of labour [i.e., a rise in wages] without a fall of profits. [...] Suppose [...] that 
owing to a rise of wages, profits fall [...]. [T]he manufactured goods in which more fixed capital was 
employed, would fall relatively to [...] any other goods in which a less portion of fixed capital entered. The 
degree of alteration in the relative value of goods, on account of a rise or fall of labour, would depend on the 
proportion which the fixed capital bore to the whole capital employed. All commodities which are produced 
by very valuable machinery, or in very valuable buildings, or which require a great length of time before they 
can be brought to market, would fall in relative value, while all those which were chiefly produced by labour, 
or which would be speedily brought to market would rise in relative value.1

Ricardo’s theoretical interest was to decouple the prices of commodities from fluctuations in wages: not all 
commodities would be equally affected were wages to rise, and, relative to each other, a rise in wages could 
provoke the prices of some commodities to fall with respect to others.
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1 David Ricardo, On the Principles of Political Economy and Taxation <http://www.econlib.org/library/Ricardo/ricP1.html>. 
Although Ricardo is right over Smith, Marx notes: ‘Ricardo concludes quite wrongly, that because “there can be no rise in 
the value of labour without a fall of profits”, there can be no rise of profits without a fall in the value of labour. The first 
law refers to surplus-value. But since profit equals the proportion of surplus-value to the total capital advanced, profit can 
rise though the value of labour remains the same, if the value of constant capital falls. Altogether Ricardo mixes up 
surplus-value and profit. Hence he arrives at erroneous laws on profit and the rate of profit.’ Karl Marx, Theories of Surplus-
Value vol. 2, in Karl Marx, Theories of Surplus-Value: Books I, II and III (Amherst, NY, 2000) [hereafter TSV2], p. 193. 

 

2 ‘[...] Ricardo’s treatment of value [in the Principles] is directly traceable to the corn-law controversies of 1813-17 [...]. The 
[...] chapter “On Value” in the first edition [...] was [...] designed less as an independent exposition than as theoretical 
warrant for certain practical propositions advanced and defended by Ricardo from about 1813 on. [...] Ricardo believed [...] 
that lower profits could only result, in the long run, from higher wages; [...] [and] he refused all credence to the popular 
fear that the free importation of corn would be followed by a further disastrous fall in general prices. 
‘It was to give re-enforcement to such definite propositions that Ricardo developed and extended his original concept of 
value. The prime features of his modified exposition were disagreement with the doctrine that every rise in wages must 
necessarily be transferred to the price of commodities, and, second, demonstration of the converse dictum, that higher wages were 
actually compatible with lower prices. 
‘[...] Ricardo’s starting-point was [...] that, as long as the relative values of commodities were measured by “embodied 
labour,” only an increase in the amount of labour necessary to produce them could augment their value, and only a 
decrease would lower it. A general rise or fall in wages caused no change in prices. If “embodied labour” could thus be 
established as a universal measure of value, Ricardo’s purpose, to prove that prices did not necessarily rise or fall as wages 
rose or fall, was attained. 
‘[...] Two commodities respectively produced by different amounts of labour conjoined with identical amounts of capital 
exchanged [...] in proportion to “embodied labour.” Even if the capitals engaged were different in amount, but identical in 
durability [...], the two commodities would exchange in proportion to the total quantity of labour respectively necessary to 
manufacture them and bring them to market [...]. 
‘But the situation was otherwise, if the several commodities were produced with the aid of different proportions of fixed 
and circulating capital, or if the quotas of fixed capitals so employed were of different durability. In proportion, Ricardo 
explained, as circulating capital preponderated in a manufacture or in proportion to the less durability of its fixed capital 
and its approach to the nature of circulating capital, any increase in wages resulted in a rise in the value of such 
commodities relative to the value of other commodities produced with the aid of less circulating capital or more durable 
fixed capital. The relative values and, assuming an invariable money standard, the prices of all such commodities were 
inversely affected by every alteration in wages, and directly by every alteration in profits.’ Jacob H Hollander, ‘The 
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However, Ricardo’s demonstration of the point rested on the belief that – amongst other factors – a variation in 
the composition of capital would affect the value of the commodities produced by it (and hence that value itself 
had determinations other than the labour embodied in a commodity): ‘difference[s] in the degree of durability of 
fixed capital [...] introduce another cause, besides the greater or less quantity of labour necessary to produce 
commodities, for the variations in their relative value [...].’3

Ricardo concludes quite wrongly, that because ‘there can be no rise in the value of labour without a fall of 
profits’, there can be no rise of profits without a fall in the value of labour. The first law refers to surplus-
value. But since profit equals the proportion of surplus-value to the total capital advanced, profit can rise 
though the value of labour remains the same, if the value of constant capital falls. Altogether Ricardo mixes 
up surplus-value and profit. Hence he arrives at erroneous laws on profit and the rate of profit.

 This conclusion was necessarily the case for Ricardo, 
insofar as he lacked a theory of surplus-value, and hence could not see how the price of a type of commodity 
could contain a quantity of profit – surplus (unpaid) labour – different from that actually produced in its 
production; and it was on this point that Marx’s critique of Ricardo centred: 
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Ricardo’s error was based on an inability to see how a general rate of profit – which obviously obtained – could 
be formed: he just assumed its existence as given, and theoretically adjusted the other elements of his political 
economy accordingly. Hence his inability to see that commodities could – and necessarily normally would – 
have prices and values and values that diverged because of the distribution of surplus-value as profit: 

 

[C]apitals of equal size, containing [different] proportions of variable to constant capital, must result in 
commodities of unequal values and thus yield different profit; the levelling out of these profits must therefore 
result in cost-prices which differ from the values of the commodities.’5

Hence – as we have seen – for Marx: 

 

Capitals of equal size produce commodities of equal values, if the ratio of their organic component parts is 
the same; if equally large portions of them are expended on wages and on means of production. [...] On the 
other hand, capitals of equal size produce commodities of very unequal value, when their organic 
composition is different [...]. 

Firstly, only a part of the fixed capital enters into the commodity as a component part of value, consequently 
the magnitude of their values will greatly vary according to whether much or little fixed capital is employed in 
the production of the commodity. Secondly, the part laid out in wages – calculated as a percentage on capital 
of equal size – is much smaller, therefore also the total [newly added] labour embodied in the commodity, 
and consequently the surplus-labour (given a working-day of equal length) which constitutes the surplus-
value. If, therefore, these capitals of equal size – whose commodities are of unequal values and these unequal 
values contain unequal surplus-values, and therefore unequal profits – [...] are to yield equal profits, then the 
prices of commodities (as determined by the general rate of profit on a given outlay) must be very different 
from the values of the commodities. Hence it follows, not that the values have altered their nature, but that 
the prices are different from the values.6

Given this: 

 

The value of [...] the product of a particular sphere of production is determined by the labour which is 
required in order to produce the [...] the total sum of the commodities appertaining to this sphere [...] and not 
by the particular labour-time that each individual capitalist or employer within this sphere of production 
requires. [...] The quantity of labour by which, for example, [the value of] a yard of cotton is determined is 
therefore not the quantity of labour it contains [...] but the average quantity with which all the cotton-
manufacturers produce one yard of cotton for the market.7

                                                                                                                                                                                
Development of Ricardo's Theory of Value’, The Quarterly Journal of Economics 18(4) (August 1904), pp. 456-75. 

 

3 Ricardo, Principles. 
4 TSV2, p. 193. 
5 TSV2, p. 184 (italicisation added). 
6 TSV2, p. 198. 
7 TSV2, p. 204. 
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This, we have to suppose, explains Marx’s particular interest in demonstrating the effects of changes in wages 
within a given branch of production (producing the same kind of product with a common production price) in 
which there are capitals of differing value compositions (i.e. of different levels of productivity of labour) through 
the assumption of the operation of the generalisation of the rate of profit and the redistribution of surplus-value 
as average profit that this provokes. 

At the end of the chapter, indeed, Marx makes the following comment: 

In this entire chapter, we have assumed that the establishment of a general rate of profit, an average profit, 
and thus also the transformation of values into production prices, is a given fact.8 All that has been asked is 
how a general rise or fall in wages affects the prices of production of commodities, prices we have assumed 
to be given in advance. This is a very secondary question compared with the other important points which have been dealt 
with in this Part. Yet it is the only question Ricardo deals with which is relevant here, and as we shall see he deals with it 
only in a one-sided and inadequate way.9

Unlike Ricardo, Marx is as interested in what happens when wages fall, as when they rise. 

 

 

* * * * * 

  

Ceteris paribus, an overall rise in wages means a fall in surplus-value. If the average composition of social capital is 
80c + 20v , and the rate of surplus-value is 100 % , the rate of profit is 20 % (and for the ‘average’ capital, profit 
and surplus-value coincide). If wages rise by 25 % , that amount of labour that cost 20 to set in motion now 
costs 25. But, all else (including the size of the workforce and the productivity of labour) being equal, the same 
amount of new value is still created, i.e. v + s ( = 40) is unchanged. If v rises, s falls by the same amount: s now 
stands at 15, and the rate of profit =  = 14  % . Since we are considering capital operating under average 
conditions, the production price (and value) of the commodity product is unchanged. All a rise in wages means, 
all else being equal, is a fall in profit, both in terms of its mass and its rate. For the same physical quantity of 
output produced by 100 capital before the rise in wages,  profit,  which was previously 20,  is now 15,  a fall of 
25 % . 

Production price (pp ) = pc(1 + ) , where pc= cost price ( = c + v) and  = average profit. (Cost price ‘is a 
variable magnitude differing according to the value of the means of production that go into the commodities 
and according to the amount of depreciation that the fixed capital employed in their production surrenders to 

the product.’10

The original value composition was 80c + 20v ; after the rise in wages it stands at 80c + 25v , which, in percentage 

terms, is 76  c + 23  v . The value composition has changed; though, because the productivity of labour is 
constant, not its organic composition.

) Before the rise in wages, pp = pc(1 +  ); after, pp = pc(1 +  ). 

11

                                                 
8 Indeed, for this seems to contradict Marx’s assumptions elsewhere that it is not competition within single sectors that 
brings about the equalisation of the rate of profit, but that between sectors. ‘What competition brings about, first of all in 
one sphere, is the establishment of a uniform market value and market price out of the various individual values of 
commodities. But it is only the competition of capitals in different spheres that brings forth the production price that 
equalizes the rates of profit between those spheres.’ C3, p. 281; cf. TSV2, pp. 205-8.  

 

9 C3, p. 306 (italicisation added). 
10 Karl Marx, Capital volume 3 (Harmondsworth, 1981) [hereafter C3], p. 302. 
11 In the previous chapter (C3, pp. 243-5) Marx made the distinction with regard to the ratio of value proportions between 
variable and constant capital between what he calls a ‘technical’ relation, a relation between a definite quantity of living labour 
and a definite quantity of objectified labour in physical – use-value – form and a ‘value’ relation, which expresses the relation 
between a definite quantity of living labour and a definite quantity of objectified labour as labour. The organic composition 
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Let us now look at a capital whose composition is lower than the average: 50c + 50v ; we shall assume that the 
entire fixed capital enters into the final annual product, and that the turnover time is the same as in the first case. 
The production price of the product of 100 capital before the rise in wages = 50c + 50v + 20  = 120. An 

increase of wages of 25 % would mean a rise in v from 50 to 62  ; selling at the old production price gives us 50c 

+ 62  v + 7  (= 120). But the new average rate of profit is 14  % ; if our capital of 50c + 62  v  is to make 

this profit, then, since pp = pc(1 + ) , our new post wage increase production price (of the product of 50c + 62 

 v  = 112  capital laid out)  is = 112  (1 +  ) = 128  , up from 120 for the same quantity of commodity 

product. Profit (at the general rate of 14  % ) on the 112  capital laid out = 16  . For a given quantity of 
commodity product the production price has risen by 7.1 %12

Let us now look at a capital with a higher value composition: 92c + 8v . Prior to the rise in wages, pp again = 92c 

+ 8v + 20  = 120 ; after the rise, v = 10, so pc = 92c + 10v = 102 , and the new pp of the commodity product of 

102 capital laid out = 102 (1 +  ) = 116  , down from 120 for the same quantity of commodity product. Profit 

on the 102 capital (at the new general rate of 14  % ) = 14  , down from 20. For a given quantity of physical 
output, the production price has fallen by 2.9 % , while the mass of profit has fallen by 27.1 % . 

  while the mass of profit on this product has fallen 
by 18.8 % . 

Conclusions: if wages rise in a given branch of production, all else being equal, that capital operating under 
average conditions of value composition (and hence, by definition, the total social capital in the branch) 
experiences a fall in profit on a given quantity of physical output equal in magnitude to the rise in wages. The 
price of production of its commodity product (and hence, again, the total price of production of the total 
commodity product of the branch) – all else being equal – is unchanged. For capital operating at value composition 
conditions lower than the average – i.e. at a lower level of labour productivity, where a greater mass of labour is 
required to set a given mass of means of production in motion – the price of production of the commodity 
product rises, and profit falls. The rate of fall of profit is however less then the rate of rise of wages, and the rate 
of rise of the production price is less again. For capital operating at higher than average value composition 
conditions, i.e. with a higher level of labour productivity, profit falls, and by a greater rate than the rise in wages, 
but the price of production falls too, at a rate less than both the rise in wages and the fall in production price. 

If the production price for commodities [...] [where the value composition is lower] rises, while it falls [...] 
[where the value composition is higher], this opposite effect which is produced by the fall in the rate of 
surplus-value or the general rise in wages already shows how there can be no corresponding compensation in 
prices for the rise in wages, since in [...] [the latter case] the fall in the price of production can in no way 
compensate the capitalists for the fall in their profit, while in [...] [the former] the rise in price still does not 
prevent a fall in profit. In each case, rather, both where the price rises and where it falls, profit is the same as 
for the average capital, whose prices remain unaffected. [...] It follows from this that, if the price did not rise 
in [...] [the former case] and fall in [...] [the latter], [...] [in the former case product] would be sold at less than 
the new, lower, average profit, and [...] [in the latter product would be sold] at more than this. It is 
immediately clear that according to whether 50, 25 or 10 out of every 100 units of capital are laid out on 
labour, a rise in wages will necessarily have very different effects on a capitalist who lays out a tenth of his 
capital on wages, one who lays out a quarter, and one who lays out a half. The rise in the price of production 
on the one hand and its fall on the other, according to whether the capital involved has a lower or higher 

                                                                                                                                                                                
is the value composition where this is determined by the technical composition, i.e. by the productivity of labour. Here, 
the value composition has changed not because a given quantity of labour converts a lesser mass of means of production 
into product, but because the value of labour-power has changed (wages have risen). 
12 All decimal figures, unless otherwise indicated, are rounded to one decimal place. 
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composition than the social average, is accomplished only by the process of equalisation at the new, lower, 
average rate of profit.13

As might be expected, similar, but opposite, results obtain when wages fall. Let us assume that wages fall by a 
quarter: in the case of the average capital, the commodity product now = 80c + 15v + 25s ( = 120). The rate of 

surplus value passes from 100 % to  = 166  % . The rate of profit, which is the average rate of profit for the 

branch, stands at  = 26  % . The new value composition of capital is 84  c + 15  v , i.e. the value 
composition has risen. The rate of rise in the mass of profit on a given quantity of output is the same as the rate 
of fall of wages. 

 

For our capital of lower than average value composition, the production price of the product formerly produced 

by 50c + 50v capital now stands at 50c + 37  v + [ 87    ) ]  = 50c + 37  v + 23   = 110  . For a given 
quantity of product, the production price has fallen by a rate of 7.9 %  and the mass of profit realised has risen 
by 15.1 % . 

For our capital operating in conditions of higher than average composition, the production price of the product 
previously produced by the capital of 92c + 8v laid out before the fall in wages now stands at 92c + 6v + [ 98  

 ) ]  = 82c + 6v + 25   = 123  . For a given quantity of commodity product, the price of production has 
risen by 3.2 % , and the mass of profit by 28.9 % . 

[T]he conclusion is that a general fall in wages leads to a general rise in surplus-value, in the rate of surplus-
value, and with other things remaining equal, also in the profit rate, even if in a different proportion; it leads 
to a fall in production prices for the commodity products of capitals of lower than average composition and a 
rise in production prices for the commodity products of capitals of higher than average composition. Exactly 
the opposite result as that which arose from a general rise in wages.14

What would be the conditions that would provoke a fall (or rise) in wages? 

 

Here we assume a constant working day and unchanging prices of means of subsistence; hence a rise in wages 
would occur if they were already below their normal value, or rose above it (and a fall is assumed to arise 
because wages stand above their normal value or are forced below it). Whether fluctuations in wages occur 
because the values (and therefore production prices) of those commodities that form workers’ means of 
subsistence have changed will not be discussed here (although Marx does promise to return to the matter) other 
than to note that only in the case that the commodities whose prices have changed also enter production as 
constant capital (and hence do not simply affect wages) does the analysis here set out need to be modified. 

                                                 
13 C3, p. 304. 
14 C3, p. 305. 
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