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Chapter 14: Counteracting Factors 
Marx opens the chapter with the following comment: 

If we consider the enormous development in the productive powers of social labour over the last thirty years 
alone,1 compared with all earlier periods, and particularly if we consider the enormous mass of fixed capital 
involved in the overall process of social production quite apart from machinery proper, then instead of the 
problem that occupied previous economists, the problem of explaining the fall in the profit rate, we have the 
opposite problem of explaining why this fall is not greater or faster. Counteracting influences must be at 
work, checking and cancelling the effect of the general law and giving it simply the character of a tendency; 
which is why we have described the fall in the general rate of profit as a tendential fall. The most general of 
these factors are as follows.2

According to what we already know, if the rate of profit (π) = 
s

c + v , rate of surplus value (δ) = 
s
v
 , and value 

composition (g)

 

3

If, rather than defining the value composition of capital as the ratio between constant and variable capital, we 

define it as that proportion of total capital that is constant capital, i.e. g ′ = 
c

c + v (where now 0 ≤ g′ ≤ 1), we arrive 

at the following relation for the rate of profit: π = δ(1 – g′ ). 

 = 
c
v
 , then π = 

s
v

c + v
v

 = 
δ

g + 1
 .  

It may also be useful to recall Marx’s conclusion from chapter 3 of this volume: π = 
δv
C

 .4

It is evident from these equations that an increase in the value ratio of constant capital to variable capital will 
have a retarding effect on the rate of profit. But it is equally evident that a rise in the rate of exploitation will 
have the opposite effect. 

 

But we have also seen that Marx has been at pains to distinguish between the direct effect on the value 
composition of capital of a change in the productivity of labour, and other factors that may impact on the value 
relation between variable and constant capital.5 To address the former, Marx deploys the concept of the organic 
composition of capital as is the value relation, as Marx puts it, ‘in so far as this is determined by its technical 
composition and reflects it’,6

It is also important to note Marx’s starting point in this chapter: it is not, starting from first principles, what might 
the theoretical counteracting factors to the tendency of the rate of profit to fall be, but, given that the actual rate 

 i.e. insofar as a change in the physical mass of means of production absorbed by a 
given amount of labour-power brings about changes in the value relation between variable and constant capital. 
What we shall be principally examining in this chapter will be those processes that, by altering the value 
composition of capital, influence the rate of profit, but which are not the immediate result of an increase in the 
productivity of labour (although some of these factors, we shall see, are indirect consequences of this).  

                                                 
1 It appears Marx was writing in 1865. 
2 Karl Marx, Capital volume 3 (Harmondsworth, 1981) [hereafter C3], p.339. The fall in the rate of profit was taken as an 
existential fact in classical political economy; note that Marx here is not looking for a way to explain why the rate of profit 
would not fall but rather to account for the fall not being as pronounced as it might be. 
3 Which here we understand as the organic composition, the value composition as determined by (changes in) the technical 
composition. Cf. C3. pp. 244-5. 
4 C3, pp. 161-2. 
5 Cf. C1, p. 762 and C3, pp. 243-5. 
6 C3, p. 245. 
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of profit should have fallen further than it has, what the counteracting factors that are actually operating are. The 
algebraic relations above will help us, but that is not where Marx starts in his exposition.7

 

   

1  More Intense Exploitation of Labour 

If π = 
δ

g + 1
 , then, all else being equal, if δ rises, then π rises. 

Now, δ may be increased in many ways. 

It may be increased by prolonging the working day (‘this discovery of modern industry’8

However, as was shown in volume 1,

) and making work more 
intense, increasing the appropriation of absolute surplus-value. More surplus-labour is appropriated in this way 
without necessarily altering the composition of capital (if not causing it fall). 

9 maximising the appropriation of surplus-labour through increasing the 
production of absolute surplus-value quickly reaches natural limits. These limits are transcended through the 
production of relative surplus-value (directly and indirectly cheapening the means of subsistence), by ‘either [...] 
transforming as much as possible of a given amount of labour into surplus-value or [...] spending as little as 
possible labour in general in relation to the capital advanced’.10 But, as we have seen, ‘the same reasons that 
permit the level of exploitation of labour to increase make it impossible to exploit as much labour as before with 
the same total capital [...] [and] simultaneously lead to a fall in the mass of surplus-value produced by a given 
capital, hence a fall in the rate of profit.’11

Methods that promote the production of relative surplus-value solely through improved methods of production 
(as in agriculture, for example) do not change the magnitude of constant capital applied; nevertheless, in relation 
to variable capital, there still occurs a rise in the volume of the product in relation to labour-power. δ rises, but g 
does not. Freeing the productivity of labour from restraints on trade or other arbitrary restrictions achieves the 
same effect. 

 Here, as δ rises, g (and g′ ) also necessarily rises too. 

We may also add to the category of ‘counteracting factors’ those ‘that inhibit the fall in the profit rate,12 [...] 
[such as] the temporary but ever repeated increases in surplus-value that appear now in this branch of 
production, now in that, and raise it above the general level for the capitalist who makes use of inventions, etc. 
before they are universally applied.’13

The mass of surplus-value that a capital of given size produces depends on (1) the rate of surplus-value and (2) 
the number of workers employed at this rate, i.e. the absolute size of the variable capital; but, as we have seen,  
the same factors that increase the rate of relative surplus-value lower the amount of labour-power applied on 
average. Nevertheless, the extent of this latter effect can be greater or less depending on the specific proportions 

 But these are precisely ‘temporary’ measures, limited to the period before 
the generalisation of technological advances, through which they themselves contribute, through increasing the 
productivity of labour, to a fall in the rate of profit. 

                                                 
7 Bearing in mind of course that what we are dealing with here is a draft that Marx never himself polished for publication. 
8 C3, p. 340. ‘The introduction of female and child labour on a mass scale should be mentioned here too, in so far as the 
family as a whole has now to supply capital with a greater quantity of surplus labour than before, even if the sum of their 
wages increases, which is by no means always the case.’ 
9 Karl Marx, Capital vol. 1 (Harmondsworth, 1990) [hereafter C1], p. 432. 
10 C3, p. 340. 
11 C3, p. 340. 
12 ‘[T]hough in the final instance they always accelerate it further’.  
13 C3, p. 340-1. 
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in which this double-edged movement takes place. If π = 
δ

g + 1
 , and if what necessarily increases δ also 

necessarily increases g , the effect on π will depend on the relation between the rates of change of δ and g . 

The fall in the rate of profit resulting from a rise in the mass of total capital is also accompanied by an increase 
in the total amount of profit, i.e., at the social level, the total amount of surplus-value, and a rise in the rate of 
surplus-value. But at the level of a capital of a fixed magnitude, the rate of surplus-value, being determined by 
the ratio in which the variable portion of the capital is valorised, can grow, while the mass of surplus-value, 
being determined by the proportion that the variable capital forms in the total, falls. If C (c + v) is constant δ can 
grow while s falls if c rises sufficiently at the expense of v. 

It is that rise in the rate of surplus-value which takes place under circumstances in which there is no relative 
increase in constant capital compared to variable that attenuates the operation of the general law. Yet the law is a 
law, a function of accumulation itself: ‘[i]t does not annul the general law. But it has the effect that this law 
operates more as a tendency, i.e. as a law whose absolute realization is held up, delayed and weakened by 
counteracting factors.’14

However, to the degree that the same factors that increase the rate of surplus-value

 
15

In all this, what is cardinal is that the rate of surplus-value can rise, the total capital being fixed, while mass of 
surplus-value falls – and vice versa. The mass of surplus-value is equal to the rate multiplied by the number of 
workers (s = δ × v ), but the rate is never calculated on the total capital, but only on its variable part. But once 
the size of the capital value is fixed, however, the rate of profit can never rise or fall without a similar rise or fall in 

the mass of surplus-value: if c + v is constant, a rise in π , because π = 
s

c + v , is dependent on a rise in s . Naturally, if s 

rises, but c + v rises more, π will fall. 

 also tend to reduce the 
amount of labour-power employed by a given capital, these same factors tend both to reduce the rate of profit 
and slow down the movement in this direction. If one worker is forced to do work that should really be carried 
out by two, but this worker could replace three, our one worker provides as much surplus labour as two did, but 
not as much as three could have, and the rate of surplus-value rises at the same time as the (potential) mass of 
surplus-value falls. For sure, the fall is compensated by the rise in the rate. If an entire population is set to work 
at the increased rate, even though the population remains the same the mass of surplus-value rises. If the 
population increases this is still more the case. If this population growth occurs at the same time as a relative fall 
in the number of workers employed compared with the size of total capital, this fall is moderated by the higher 
rate of surplus-value. 

 

2  Reduction of Wages below Their Value 
‘We simply make an empirical reference to this point here, as [...] it has nothing to do with the general analysis of 
capital, but has its place in an account of competition, which is not dealt with in this work. It is none the less 
one of the most important factors in stemming the tendency for the rate of profit to fall.’16

 

 

3  Cheapening of the Elements of Constant Capital 
In other words, that the value of the constant capital does not increase in the same proportion as its material 
volume. ‘[T]he same development that raises the mass of constant capital in comparison with variable reduces the 
value of its elements, as a result of the higher productivity of labour, and hence prevents the value of the 

                                                 
14 C3, p. 341-2. 
15 And Marx notes that even ‘the extension of the working day is itself a result of large-scale industry’. 
16 C3, p. 342. 
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constant capital, even though this grows steadily, from growing in the same degree as its material volume, i.e. the 
material volume of the means of production that are set in motion by the same amount of labour-power.’17

The devaluation of existing capital (i.e. of its material elements) has the same effect, ‘even though in certain 
circumstances it may reduce the mass of profit by detracting from the mass of capital that produces profit.’

 If 
the per-unit cost of constant capital falls fast enough, the overall value may actually fall as their mass increases. 

18 
Again, ‘the same factors that produce the tendency for the rate of profit to fall also moderate the realization of this 
tendency.’19

 

 

4  The Relative Surplus Population 
As we saw in the previous chapter, the creation of a surplus population ‘is inseparable from the development of 
labour productivity and is accelerated by it, the same development as is expressed in the decline in the profit 
rate.’20

At the time Marx was writing, the development of the relative surplus population ‘is in turn a reason why the 
more or less incomplete subordination of labour to capital persists in several branches of production, and longer 
indeed than would seem to correspond at first sight to the general level of development; this is a result of the 
cheapness and quantity of available or dismissed wage labourers and of the greater resistance that many 
branches of production, by their nature, oppose to the transformation of manual work into machine 
production.’

 

21

 

 The opening up of new branches of production, which base themselves on a preponderance of 
living labour, particularly in the field of luxury consumption, take up this relative surplus population. Here, 
variable capital forms a significant proportion of the total and wages are below average, such that both the rate 
and mass of surplus-value are higher than average. Since the general rate of profit is formed by the equalisation 
of the rates of profit in the various sectors of production, again the same processes that produce the tendential 
fall in the rate of profit also produce a counterweight to this tendency. 

5  Foreign Trade 
To the extent that foreign trade cheapens both the elements of constant capital and necessary means of 
subsistence, to the extent that it permits the scale of production to be expanded, it raises the rate of profit by 
raising the rate of surplus-value and reducing the value of constant capital. ‘[T]he expansion of foreign trade was 
the basis of capitalist production in its infancy, [while] it becomes the specific product of the capitalist mode of 
production as this progresses, through the inner necessity of this mode of production and its need for an ever 
extended market.’22

In addition to this, capital invested in foreign trade is, in its nature, able to yield a higher rate of profit, for the 
following reasons. 

 

First, because it competes with commodities produced by countries with less developed productive capacities, 
facilities, so that it can sell its own commodities above value and more cheaply than its competitors at the same 
time. Because commodities are sold above value, i.e. labour that is not paid as qualitatively higher is nevertheless 
sold as such, the rate of profit here is higher. 

                                                 
17 C3, p. 343. 
18 C3, p. 343 (italicisation added). 
19 C3, p. 343 (italicisation added). 
20 C3, p. 343. 
21 C3, pp. 343-4. 
22 C3, p. 344. 
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If goods are exported and imported, the other country delivers objectified labour in kind (in commodity form) 
than it receives, even though the commodities it receives are still cheaper than it could produce itself.23

Capital invested in ‘the colonies’ can yield higher rates of profit because there, because of the lower level of 
capitalist development, both the rate of profit rate and the exploitation of labour (‘through the use of slaves and 
coolies, etc.’) are generally higher. Unless monopolies stand in the way, impeding free competition, higher rates 
of profit that capital invested in enter into the equalisation of the general rate of profit in the ‘home’ country. 

 

But, at the same time, foreign trade also develops the capitalist mode of production at ‘home’, promoting the 
decline in variable capital compared to constant, again provoking the opposite effect in the further course of 
development. 

 

6  The Increase in Share Capital 
(Marx indicates he will return to this point later in the volume, when he deals with interest-bearing capital.) 

In the case of very large-scale enterprises with an extremely high preponderance of constant capital (railways are 
the classic example) capital is raised through the issuing of stocks. This capital, rather than realising the average 
rate of profit, simply yields an interest (a dividend) after the deduction of costs, and, as such, does not enter into 
the equalisation of the general rate of profit (which would be lower than it actually is if they did). 

 

 

* * * 

 

 

We have shown in general, therefore, how the same causes that bring about a fall in the general rate of profit 
provoke counter effects that inhibit this fall, delay it and in part even paralyse it. These do not annul the law, 
but they weaken its effect. If this were not the case, it would not be the fall in the general rate of profit that 
was incomprehensible, but rather the relative slowness of this fall. The law operates therefore simply as a 
tendency, whose effect is decisive only under certain particular circumstances and over long periods.24

Marx (and Engels, it appears) now summarise. 

 

1 i The same processes that lead to the cheapening of commodities as the capitalist mode of production 
develops lead to a rise in the organic composition of the social capital applied in commodity 
production, causing a fall in the rate of profit. 

 ii This reduction in the relative cost of the individual commodity, including that part of this cost 
representing depreciation of machinery, is distinct from the rising value of constant capital compared to 
variable. 

 iii Any reduction in the relative cost of the constant capital while the mass of its material elements remains 
the same or increases acts to increase the rate of profit by reducing proportionately the value of 
constant capital compared to variable capital. 

2 i The newly-produced living labour contained in the individual commodities (variable capital and surplus-

                                                 
23 ‘In the same way, a manufacturer who makes use of a new discovery before this has become general sells more cheaply 
than his competitors and yet still sells above the individual value of his commodity, valorising the specifically higher 
productivity of the labour he employs as surplus labour. He thus realises a surplus profit.’ C3, p. 345. 
24 C3, p. 346. 
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value) which make up the product of capital stands in declining ratio to the raw materials these contain 
and instruments of labour consumed in them (constant capital).  

 ii That an increasingly smaller quantity of newly-produced living labour is objectified the individual 
commodities (because less labour is required for their production as social productivity grows) has no 
consequence for the proportion in which this living labour is divided between paid (wages) and unpaid 
(surplus-value). 

 iii Even though the total amount of the newly-added living labour contained in the commodities that 
make up the product falls, the unpaid part (surplus-value) grows in proportion to the paid part (wages): 
the reduction of the total mass of additional living labour contained in the commodity is accompanied 
by a rise in absolute and relative surplus-value. 

 iv Thus the tendential fall in the rate of profit accompanies a tendential rise in the rate of surplus-value, 
i.e. in the level of exploitation of labour. 

 v It would therefore be absurd to explain the fall in the rate of profit in terms of a rise in wages (even 
though this may occur25

We may here add some concluding remarks of our own. As the social productivity of labour rises, so too, and 
necessarily, does the value composition of capital. Accumulation – expanded reproduction, the capitalisation of 
surplus-value – itself, then, will cause the rate of profit to fall.

); the rate of profit does not fall because labour becomes less productive but 
rather because it becomes more productive. The rise in the rate of surplus-value and the fall in the rate of profit are 
simply particular forms that express the growing productivity of labour in capitalist terms. 

26

In other words, the same process, accumulation, both provokes a tendency to reduce the overall rate of profit and 
to attenuate that fall. The scale of that attenuation is evidently contingent on other factors, the ‘starting’ 
composition of capital, both at the level of social production in general and within the two departments of social 
production – the production of means of consumption and the production of means of production – and the 
relative weight of these two departments within total social production included. In fact, it is perhaps misleading 
to see these factors as ‘counteracting’ at all, since they are also consequences of accumulation per se. 

 But a generalised increase in the social 
productivity of labour will – in function of the extent of its generalisation – also reduce the value of labour-
power, and hence increase the rate of surplus-value, insofar as it cheapens means of workers’ consumption. In 
addition, and self-evidently, a generalised increase in the social productivity of labour will also cheapen elements 
that make up means of production in general, hence cheapening constant capital. What we are dealing with here 
is the organic composition of capital, i.e. the value composition as determined by its technical composition: if, 
through a rise in productivity of labour the value of constant capital in production rises more slowly than its 
mass then this too will attenuate the effect accumulation per se on the rate of profit. 

Nevertheless, it seems significant, though Marx fails to mention it here, that the ‘counteracting’ factors differ 
from the effect of accumulation on the composition of capital and the rate of profit in one important respect. 
Accumulation of surplus-value as extra capital within production on an expanded and more productive scale has 
an evident and immediate effect on the composition of capital but the attenuating effects of cheapening the 

                                                 
25 ‘Only when the relationships that form the rate of profit have been understood will statistics be able to put forward 
genuine analyses of wage-rates in different periods.’ C3, p. 347. 
26 In the long term, and in the aggregate: as we have seen, in a way similar to what prompts individual capitalists to 
undertake the operations which result in the cheapening of labour-power and the production of relative surplus-value, in 
the interim, individual capitalists are motivated to bring in more efficient productive techniques because in the short-term, 
before such new techniques become generalised, such techniques allow individual capitalists to reap a temporary surplus 
profit. Individual capitalists do not willingly, or even knowingly, introduce productive techniques which result in a fall in 
the rate of profit, even if this is exactly what does happen. 
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factors of production (including the value of labour-power) are only realised in following production periods, 
directly, indirectly and iteratively. 

It is important to grasp that the motive of the capitalist in all this is the pursuit of surplus-profit; that is why she 
accumulates surplus-value (profit) as fixed capital in order to produce at a lower unit cost. But this same desire 
to realise an above average rate of profit – i.e. the very logic of capitalist production itself – also leads her to 
carry out measures which also attenuate the fall in the rate of profit arising from accumulation, but measures not 
contingent on accumulation per se. Marx mentions two: the depression of wages below their value, and, insofar 
as this is done to realise an above average rate of profit, engaging in foreign trade. Both of these mitigate the 
tendency of the rate of profit to fall; but it is important to grasp that this is not the capitalist’s motive to pursue 
them. Rather, what motivates her is the pursuit of an above average rate of profit, independently of the other 
consequences this may bring, to which she is blind. 

Finally, Marx notes the effect of the broadening of production to new branches, which, insofar as (initially at 
least) a greater weight of living labour to dead labour obtains, will also counteract the tendency of the rate of 
profit to fall. 

 

 

Case studies27

In order to see how these various factors can interact with each other, a number of simple numerical examples 
follow. The results of each case are summarised in tabular form at the end. 

 

First case 

A capitalist has a machine which costs £1,000, and straight-line depreciates over 10 years. The machine is 
capable of processing £5,000 (5,000 units) of raw material per annum. Each £1 of raw material transforms into 
1 unit of commodity product. 10 workers are needed to operate the machine. The workers earn £1 per week for 
a 50-week year. The rate of surplus-value is 100 %, so each worker adds £100 new value (£50 necessary labour 
and £50 surplus labour) each year. The circulating constant capital turns over in one week: at the start of each 
week new raw material is bought in and at the end of the week the commodity product is unproblematically 
sold. Workers are paid in advance. 

At the start of week 1 of year 1 the capitalist lays out: c[f] = 1,000, c[c] = 100 and v = 10. The commodity 
product of one year = 100c[f] + 5,000c[c] + 500v + 500s = £6,100; as 5,000 units of product are produced the unit 

price of the commodity product is 
6,100
5,000

 = £1.22. 

The rate of profit for a given production period, π, = 
s

c + v
 , the ratio of surplus-value (here assumed = profit) to 

capital laid out; the rate of profit on the basis of the surplus-value produced in one year, the annual rate of 
profit, Π, is calculated by multiplying the surplus-value produced in one turnover, s, by the number of turnovers 

in one year, n, and designating it S, such that S = sn,28

Hence, in our scenario, Π = 
sn

c + v
 , where s = 10, n = 50, c = 1,000c[f] + 100c[c] = 1,100, and v = 10, Π = 

10 × 50
1,100+10

 = 
500

1,110
 ≈ 45.05 % . If the composition of capital, g = 

c
c + v = c

C
 , g (expressed as a percentage) = 

1,100
1,110

 
≈ 99.01 % . 

 such that Π = = 
S

c + v
 = 

sn
c + v

 . 

 
                                                 
27 Where I insert my own subheads they appear, as here, in sans serif type. 
28 C2, pp. 367-83. 
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Second case 

Let us now say that, after 10 years, the capitalist, having to replace the machine, does so with one that costs 
£2,000, but which is capable of processing four times as much raw material, i.e. £20,000 per annum, but which 
only needs the same labour-power as before. Assuming another 10-year straight-line depreciation, now, at the 
beginning of week 1 of the ten-year period, the capitalist lays out 2,000c[f] + 400c[c] + 10v = £2,410, and the 

commodity product of one year = 200c[f] + 20,000c[c] + 500v + 500s = £21,200. As 2,000 units of product are 

now produced the unit price of the commodity product is 
21,200
20,000

 = £1.06; this is, of course, the capitalist’s 

incentive to increase productivity, for, assuming she is innovating within her sector, and the new technology she 
is using has not been generalised, she can now sell her product above its individual value. 

Let us imagine that the price at which her commodity product commands a market share lies between its 
individual value (£1.06/unit) and the old price (£1.22/unit), i.e. £1.14/unit.29

(Marx anticipated this case in chapter 3 of volume 3, noting that ‘with the same rate of surplus-value and the 
same variable capital, the profit rate stands in inverse proportion to the total capital’,

 At this price, her product sells at 
20,000 × £1.14 = £22,800, reaping a total annual surplus profit of £1,600 (£0.08 per unit × 20,000 (or = 
£22,800 – £21,200)), a total annual profit of £500s + £1,600s[s] = £2,100. Her annual rate of profit now stands 

at 
2,100
2,410 

 ≈ 87.14 % . Of course, once her new production technique does become generalised, and assuming 

there is no realisation problem, her rate of profit will fall to, and the sectoral rate of profit will reach, 
500

2,410
 ≈ 

20.75 % . g now = 
2,400
2,410

 ≈ 99.59 % . 

30

In the long run, note, once the new productive technique has become generalised, the capitalists are producing 
on a greater physical scale but no more profit is being made (the amount of labour-power and its value remain 
unchanged), the rate of profit has fallen and it seems likely that the increase in the physical scale of production, 
despite the fall in unit price, would provoke the possibility of  a serious realization problem.  

 which is here in fact the 
case.) 

 

Third case 

The only way that more profit be produced in the long run is for there to be more surplus-labour. Let us 
imagine that, when upgrading her machine, the capitalist needs in expand the size of her labour force, from 10 
workers to 15.  

The initial capital to be laid out now stands at 2,000c[f] + 400c[c] + 15v = £2,415, and the commodity product of 

one year = 200c[f] + 20,000c[c] + 750v + 750s = £21,700; the per unit product price is 
21,700
20,000

 = £1.08 ½ . 

                                                 
29 ‘The real value of a commodity [...] however, is not its individual, but its social value; that is to say, its value is not 
measured by the labour-time that the article costs the producer in each individual case, but by the labour-time socially 
required for its production. If, therefore, the capitalist who applies [a] [...] new method [which doubles the productivity of 
labour] sells his commodity at its social value [...], he sells it [...] above its individual value, and thus he realises an extra 
surplus-value [...]. On the other hand, the working day [...] hours is now represented, for him, by [double the quantity of 
commodity product] [...]. Hence, in order to get rid of the product of one working day, the demand must be double what it 
was, i.e. the market must become twice as extensive. Other things being equal, the capitalist’s commodities can only 
command a more extensive market if their prices are reduced. He will therefore sell them above their individual but below 
their social value [...]. By this means he still squeezes an extra surplus-value [...].’ C1, p. 434. 
30 C3, p. 152. 
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If the product is sold at this price, as it will be once the technological innovation becomes generalized through 

the force of the ‘coercive laws of competition’,31

Would it not then be the case that it would be advantageous for the capitalists to incorporate more labour-
power into production, driving up both the mass of profit and its rate? The answer is, of course, no. For the 
innovating capitalist, selling at the unit price in case 2, i.e. at £1.14, with the total product realising a price of 
20,000 × £1.14 = £22,800, total annual profit now stands at 20,000 × (£1.14 – £1.08 ½ ) = 1,100s[s] + 750s = 
£1,850; the total profit is lower because the surplus profit is lower, and the annual rate of profit, before the 

generalisation of the new productive technique, now = 
1,850
2,415

 ≈ 76.60 % , compared with 87.14 % in case 2, 

when only 10 workers were necessary. In order to maximise the profit rate, the individual capitalist is only 
minded to cut her costs as much as she can. The long term effect of her actions on the generalised rate of profit 
(achieved after the generalisation of technological advances) she is oblivious to; what serves the short-term 
interests of capitalists will not necessarily serve the long-term interests of capitalists as a class. 

 then the rate of profit will now stand at 
750

2,000 + 400 + 15
 = 

750
2,415

 = 31.06 % . More profit has been produced and the rate is higher than in the second case scenario. g here 

= 
2,400
2,415

 ≈ 99.38 % , i.e. has fallen over case 2 (more variable capital is being absorbed by the same amount of 

constant capital), but is higher than case 1. 

Value composition = 
2,400
2,415

 ≈  99.38 % . 

 

Fourth case 

Now let us imagine a fall in the value of labour-power, to 80 % of its former value, the unintended consequence 
of a rise in productivity in the sector producing means of subsistence.32

                                                 
31 C1, p. 433. 

 When our capitalist buys her new 
machine, the £2 a week of labour (new value) the worker provides for the capitalist is now divided into £0.80 
necessary labour and £1.20 surplus labour (with the rate of surplus value = 150 % ). The capitalist now lays out 
at the beginning of week 1 of the new production cycle 2,000c[f] + 400c[c] + 8v (= £2,408), and, after a year, has 

produced a product to the value of 200c[f] + 20,000c[c] + 400v + 600s = £21,200. Since no new value has been 
added, and the level of labour productivity is the same, the total price of the commodity product and its unit 
value is the same as in the case 2, £21,200 and £1.06 respectively. Nevertheless less capital (£2,408 compared 
with £2,410) has been laid out. Assuming a per unit product selling price of £1.14 per unit, surplus profit is also 
the same, i.e. (£0.08 per unit × 20,000 = £1,600), giving a total annual profit of £1,600s[s] + £600s = £2,200.  As 
a consequence, both the ‘monopoly’ rate of profit (‘monopoly’ in the sense of monopoly of new techniques of 

production) and the generalised sectoral rates of profit, standing at 
2,200
2,408

 ≈ 91.36 % (assuming a unit price of 

32 Or because labour-power is being bought under value, for the distinction is not altogether clear cut. Since workers are 
not paid in means of subsistence, the transformation of a fall in the value of means of subsistence into lower money wages 
is contingent on other factors, not the least of which is the class struggle. ‘Workers in capitalist society do not bargain for, 
or receive, a bundle of commodities as payment for the labour power, they receive a sum of money, the money wage, 
which they are then free to spend as they wish.’ ‘The Value of Money, the Value of Labour-Power, and the Marxian 
Transformation Problem’, Review of Radical Political Economics 14.2 (Summer, 1982), p. 43. 
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£2.40) and 
600

2,408
 ≈ 24.92 % respectively, are higher than in case 2, the latter significantly so. Value composition 

of capital here = 
2,400
2,408

 ≈ 99.67 % . 

 

Fifth case 

Now, let us imagine that, instead the value of labour-power falling, the value of the raw materials (circulating 
constant capital) falls, again to 80 % of its previous value (and again as the unintended consequence of a rise in 
productivity elsewhere33). The capitalist lays out, for the same physical scale of production as case 2, 2,000c[f] + 

320c[c] + 10v ( = £2,330), and produces, in one year, commodity product to the value of 200c[f] + 16,000c[c] + 

500v + 500s = £17,200 . The same number of physical units are produced, 20,000; unit price now stands at 
17,200
20,000

 = £0.86 . The final generalised sectoral rate of profit stands at 
500

2,330
 ≈ 21.46 % . Thus, while the per unit 

price of the commodity product has fallen dramatically (when compared to case 2), the rate of profit has 
nowhere near fallen by the same amount. ‘The value of the raw and ancillary materials goes at a single stroke 
into the value of the product for which they are used, while the value of the elements of fixed capital goes in 
only to the extent of their depreciation, and thus only gradually. It follows from this that the price of the 
product is affected to a much higher degree by the price of raw material than by that of fixed capital, even 
though the rate of profit is determined by the total value of the capital applied, irrespective of how much of this 

is consumed or not.’ 34 Here, the value composition of capital = 
2,320
2,330

 = 99.57 % . The ‘monopoly’ rate of profit 

that our innovating capitalist could achieve, assuming a per unit product price of £1.14, and hence a surplus 

profit of 20,000 × (£1.14 – £0.86) = £5,600, hence a total profit of £6,100, would stand at 
6,100
2,330

 ≈ an enormous 

261.80 % (enormous because of the dramatic effect of the fall in price of raw materials on the per unit product 
price35

                                                 
33 ‘[The] cheapness or otherwise [of “the commodity that emerges from one branch of industry as a product [and which] 
enters another branch as means of production”] depends on the productivity of labour in the branch of production from 
which it emerges as a product, and is at the same time a condition not only for the cheapening of the commodities into the 
production of which it enters as means of production, but also for the reduction in value of the constant capital whose 
element it now becomes, and therefore for an increase in the rate of profit. 

). 

‘The characteristic feature of this kind of economy in the constant capital, which proceeds from the progressive 
development of industry, is that here the rise in the profit rate for one branch of industry depends on the development of 
labour productivity in another. The benefit that accrues here to the capitalist is once more an advantage produced by social 
labour [...].’ C3, pp. 174-5. 
34 But Marx also notes the following: ‘It is evident [...] – even if [...] we are still assuming here that commodities are sold at 
their values and are not yet concerned with the fluctuations in price that are brought about by competition – that the expansion or 
contraction of the market depends on the price of the individual commodity and stands in an inverse relationship to the 
rise or fall in this price. It happens in fact, therefore, that a rise in the price of raw material does not lead the price of the 
manufactured product to rise in the same proportion, or to fall in the same proportion when the price of the raw material 
falls. The rate of profit thus falls more sharply in the one case, and rises more sharply in the other, than would be the case 
if commodities were sold at their values [i.e. if there were no competition].’ C3, p. 203, italicisation added. 
35 ‘The value of the raw and ancillary materials goes at a single stroke into the value of the product for which they are used, 
while the value of the elements of fixed capital goes in only to the extent of their depreciation, and thus only gradually. It 
follows from this that the price of the product is affected to a much.higher degree by the price of raw material than by that 
of fixed capital, even though the rate of profit is determined by the total value of the capital applied, irrespective of how 
much of this is consumed or not.’ C3, p. 203. 
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Value composition = 
2,320
2,330

 ≈ 99.57 % . 

 

Sixth case 

Finally, let us take case two, but price the machine lower (in order to see the effect of a change in the cost of 
fixed capital), to, say, £1,600 (i.e. again to 80 % of the value we are comparing with). 

Now, at the beginning of week 1 of the ten-year period, the capitalist lays out 1,600c[f] + 400c[c] + 10v = £2,010, 

and the commodity product of one year = 160c[f] + 20,000c[c] + 500v + 500s = £21,160. The 20,000 units of 

product are produced at the unit price of 
21,160
20,000

 = £1.058. At this price, the rate of profit = 
500

2,010
 ≈ 24.88 % 

(value composition = 
2,000
2,010

 ≈ 99.50 % ). 

Selling at the ‘monopoly of technology price’ £1.14/unit the product sells at 20,000 × £1.14 = £22,800; surplus 
profit = 20,000 × (£1.14 - £1.058) = £1,640, a total profit of £1,640 + £500 = £2,140, returning a monopoly 

rate of profit of 
2,140
2,010 

 ≈ 106.47 % . 

 

 
* * * 

 

The results of these cases are summarised in the table on the following page. 

The columns shaded grey (per unit cost price; annual ‘monopoly’ rate of profit, the annual rate of profit prior to 
the generalisation of the new productive technique (the machine); and total annual ‘monopoly’ profit) are the 
‘capitalist’s incentive to cut costs’ columns. Two things immediately stand out: that, comparing case 1 with the 
others, the incentive on the part of the individual capitalist to increase labour productivity is overwhelming clear; 
second, that while the individual capitalist is always interested in cutting costs, all costs, once productivity has 
been increased, the measure that brings the greatest reward in terms of competitive advantage is cutting the cost 
of raw materials. 

The columns shaded pink (total annual product value (price); per unit product price; total annual profit; and 
‘sectoral’ annual rate of profit) are the ‘unintended consequences of individual capitalist decisions’ columns, i.e. 
the state of affairs after the generalisation of the new productive technique. It merits noting that while what has 
the greatest effect on the price of the product is the lowering of the price of raw materials, it is the rise in the 
rate of surplus-value that has the greatest effect on the final rate of profit. 
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2 2,000 400 1 400 2,400 10 10 2,410 20,000 21,200 1.035 1.06 500 100 87.14 2,100 20.75 99.59 

3 2,000 400 1 400 2,400 15 15 2,415 20,000 21,700 1.0475 1.085 750 100 76.60 1,850 31.06 99.38 

4 2,000 400 1 400 2,400 10 8 2,408 20,000 21,200 1.03 1.06 600 150 91.36 2,200 24.92 99.67 

5 2,000 400 0.8 320 2,320 10 10 2,330 20,000 17,200 0.835 0.86 500 100 261.80 6,100 21.46 99.57 
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