MODULE 2:

MARX’S THEORY OF VALUE

Introduction

Marx’s theory of value is at the same time the most central, the most controversial and, in its presentation, the part of his work that people typically find most difficult to navigate. It is introduced right at the beginning of Capital Volume 1 and this can put off many readers for ever! It is, however, absolutely crucial to an understanding of his arguments about class, accumulation, and contradiction in capitalist societies. Some who claim the Marxist pedigree, like Wallerstein, the originator of world systems theory, believe they can do without it. Others, like Robert Brenner, do without it, without making their position clear and as a result make themselves easy targets for critique. So writing about Marx’s theory of value at the beginning of a seminar on historical geographical materialism is both necessary and a challenge! 

Mainstream Concepts of Value

Consider as a starting point how the concept of value is treated in mainstream versions of economics or even by many who consider themselves to be working within what they call ‘a political economy framework’. Value here is simply exchange value: the money that some commodity exchanges for, or its price. It is no more, in other words, that what is on the label. 

Value in this sense has its determinants. In this regard introductory classes in economics preach the doctrine of relative scarcity. As the relative scarcity of something increases, so its value increases; as it declines so too does its value. Land becomes more valuable closer to the center of the city because its supply is limited and the demand for it is considerable. The labor of a doctor is valued more highly in terms of what she gets paid than that of a taxi cab driver since the supply of doctor skills relative to the demand for them is reduced. And so on.

More than that. Value in the sense of exchange value is what regulates the economy. So-called price signals are the determinants of resource allocations. As the demand for a commodity increases relative to its supply, so resources will shift into its production and away from the production of those where demand is decreasing relative to supply. Given the enhanced profitability resulting from increasing prices, capital will move in order to achieve a higher yield. Firms will also be willing to pay workers more money in order to produce the products that can make that increased yield to capital real. In short, exchange values are determined by the intersections of supply and demand curves and as those curves shift relative to one another, so exchange values will change precipitating reallocations of resources and helping to return those intersections to their previous positions. But the point is, the point that Marx raised: What determines those ‘previous intersections’?

Marx’s Concept of Value Introduced

Prices, therefore, or exchange values, tend to fluctuate around equilibrium positions. But what determines those equilibrium positions? Simply the movement of supply and demand until an equating of respective forces is achieved? Is it just a matter of the contingencies of the market place? Instead of taking the commodity form for granted in this way, along with ideas of relative scarcity and equilibrium, Marx interrogates the commodity form. Just what is required, he asks, in order for items to be exchanged? Items entering into exchange have some useful property for those who purchase them. Without that quality of usefulness they could never be commodities. But in the exchange of one commodity for another, one use value is equated to another. In this process of ‘equating one abstracts from their natural properties and compares them according to something they have in common. What we think they have in common is exchange value, which in turn is a product of relative scarcity. But what determines the axis point around which exchange values fluctuate, what is it that they have in common other than exchange value and which, in turn, determines exchange values or, more accurately, their centers of gravity? That something is that they are both products of labor. But not any kind of labor. Rather of abstract labor or value-producing labor. This is labor which abstracts from the concrete characteristics of different labors (e.g. carpentering vs. plumbing) and reduces them to what they have in common under capital: that they are the products of labor using the average techniques available in society, and hence of time-minimizing concrete labor. It is this abstraction which makes commodities qualitatively comparable (they are all products of abstract labor) and quantitatively comparable (socially necessary labor times or values) and determines exchange values or prices (the money form of values):

“... in the midst of the accidental and ever-fluctuating exchange relations between the products, the labor-time socially necessary to produce them assert itself as a regulative law of nature ... The determination of the magnitude of value by labor time is therefore a secret hidden under the apparent movements it he relative values of commodities” (Marx, Capital Vol. 1, p.168)

We now know the substance of value; it is labor; and the measure or magnitude of value is socially necessary labor time. This applies to labor power as well as to finished products or to the machinery and raw-materials employed in the labor process. Labor power is the commodity that the capitalist purchases and its value is equal to the socially necessary labor required to produce its means of subsistence
, and this insight is basic to Marx’s theory of exploitation under capital. Value, however, is not to be confused with wealth. An increase in wealth is brought about by an increase in the quantity of use values. But if concrete labor times are being reduced, an increase in wealth can correspond. to a simultaneous fall in the magnitude of its value.

Abstract labor is an abstraction that works behind the backs of those exchanging commodities. Take a particular commodity. Those firms which can produce more with less labor, either direct labor or labor embodied in machines and raw-materials, can sell for less than those using more, since their costs of production will be lower. Not only can they sell for less, competition means that they will be impelled to (and competition is, of course, the reason they continually try to minimize concrete labor times, either direct or indirect). To the extent that the new technique is adopted by others and becomes the average technique, or innovating firms edge out the others, so the (equilibrium) price or value will fall. For sure, short term changes in demand (due to the weather perhaps, as in the demand for snow shovels) or in supply (as in strikes) can shift prices around values, but as long as the average technique remains the same, so will the value. By the same token, commodities whose production using average techniques require more labor time will have higher values: cars have higher values than bicycles and a pound of gold has a higher value than a pound of iron (compare, for example, the relative metal contents of gold bearing rock and iron ore). 

As techniques change, however, and assuming that social needs remain the same, some labor – that which is not producing using average techniques – no longer counts as socially necessary. Assuming the emergence of new social needs, however, which is precisely how capitalist development functions, it can become once again socially necessary: for example, in newly emerging branches of the economy. In this way the sum of all labor time available to a society is allocated in such a way that it remains socially necessary, regardless of the particular branch of the economy in which it is deployed.

A moment’s reflection will show that there is nothing especially remarkable about this. Regardless of the particular society we are talking about – feudal, slave or other pre-capitalists forms, the allocation of labor time so that all social needs are met is a central feature of their organization. But unlike in capitalist societies, it does not go on behind the backs of the producers. To quote Marx: in his discussion of the fictitious Robinson Crusoe:

“Undemanding though he is by nature, he still has needs to satisfy, and must therefore perform useful labors of various kinds: he must make tools, knock together furniture, tame llamas, fish, hunt and so on …despite the diversity of his productive functions, he knows that they are only different forms of activity of one and the same Robinson, hence only different modes of human labor. Necessity itself compels him to divide his time with precision between his different functions. Whether one function occupies a greater space in his total activity than another depends on the magnitude of the difficulties to be overcome in attaining the useful effect aimed at” (Capital Vol. 1:pp.169-171)

The Tendential Nature of the Law of Value
The historical conditions under which the law of value can be said to apply are highly stringent ones. The separation of immediate producers from the means of production imposing a regime of cost competition on capitalists is fundamental, but is only realized gradually with the progressive development of capital as a social form. Consider this in more detail: The law of value specifies that commodities exchange according to their abstract labor times (i.e. socially necessary labor times). This means that there must be some mechanism by which concrete labor times, which could conceivably vary widely, converge on/are reduced to the socially necessary (i.e. using average techniques). That mechanism is competition. However, 'competition' needs to be specified: it is competition in production costs rather that is at issue; mere competition in product prices will not suffice for it will not result in producers producing with equal efficiency, which is what the law of value is about. 

For it is possible for competition in product prices to prevail without competition in production costs. If not all inputs are monetized, if (e.g.) the owner of the means of production draws on his/her own family for labor power, then costs are subjective and not objective: the purpose of production becomes not the minimization of production costs in order to valorize capital and where the prices of inputs are determined socially (and therefore objectively); but simply the reproduction of the family where costs are subjective rather than objective -- the production unit could conceivably produce very inefficiently in order to produce enough at current market prices in order to survive, and the limit to this inefficiency would simply be their subjective tolerance of self- exploitation.

This means that in order for the law of value to come into effect the double freedom of labor power (the DFLP) must apply. For competition in production costs depends on this:

   a)
the possibility of such competition depends on the ability of capitalists to mobilize labor power (hence on the DFLP) so as to invade those branches of production where capitalists are not experiencing serious pressure on their costs simply because there is a lack of competition. It is this invasion which forces convergence on the most efficient techniques.

   b)
the double freedom of labor power necessitates competition in costs of production. The monetization of costs, the formation of labor markets, means that producers face the same production cost horizon; the only opportunity they have for lowering their production costs is through technical change, but then everyone else has that opportunity and incentive so that concrete labor times will converge on the most efficient. 

So competition in production costs presupposes the double freedom of labor power; and the law of value presupposes competition in production costs, and hence the double freedom of labor power. 

Even so, and to bring us back to the tendential character of the law of value, certain qualifications need to be made before we jump to the conclusion that the law of value applies with the uniformity and severity implied by the above discussion:

   a)
the separation of the means of production from the immediate producers is by no means perfect. The existence of the family farmer serves as a reminder of this, so in some sectors of the economy there will remain a significant subjective element in the determination of the production unit's cost structure.

   b)
the ability of capitalists to invade new branches of production, while conditional upon the DFLP, is facilitated by other conditions foremost of which is the development of the credit system. In the early stages of capitalist development this was by no means in place.

   c)
likewise labor markets are more or less imperfect. Problems of labor mobility, of the availability of skills, may make it difficult to mobilize the workers necessary to invade a branch of production and so enforce the law of value. Deskilling of workers and the facilitation of the mobility of labor clearly are important here. Likewise the imperfection of labor markets may mean that capitalists in different labor markets face quite different production cost structures so that, again, the reduction of concrete labor times to the socially necessary is impeded.
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Karl Marx   WAGE-LABOR AND CAPITAL 

Chapter 3 

            BY WHAT IS THE PRICE OF A COMMODITY DETERMINED? 

By what is the price of a commodity determined? 

By the competition between buyers and sellers, by the relation of the demand to the supply, of the call to the offer.  The competition by which the price of a commodity is determined is threefold.  

The same commodity is offered for sale by various sellers.  Whoever sells commodities of the same quality most cheaply, is sure to drive the other sellers from the field and to secure the greatest market for himself.  The sellers therefore fight among themselves for the sales, for the market.  Each one of them wishes to sell, and to sell as much as possible, and if possible to sell alone, to the exclusion of all other sellers.  Each one sells cheaper than the other.  Thus there takes place a competition among the sellers which forces down the price of the commodities offered by them.  

But there is also a competition among the buyers; this upon its side causes the price of the proffered commodities to rise.  

Finally, there is competition between the buyers and the sellers: these wish to purchase as cheaply as possible, those to sell as dearly as possible.  The result of this competition between buyers and sellers will depend upon the relations between the two above-mentioned camps of competitors -- i.e., upon whether the competition in the army of sellers is stronger.  Industry leads two great armies into the field against each other, and each of these again is engaged in a a battle among its own troops in its own ranks.  The army among whose troops there is less fighting carries of the victory over the opposing host.  

Let us suppose that there are 100 bales of cotton in the market and at the same time purchasers for 1,000 bales of cotton.  In this case, the demand is 10 times greater than the supply.  Competition among the buyers, then, will be very strong; each of them tries to get hold of one bale, if possible, of the whole 100 bales.  This example is no arbitrary supposition.  In the history of commerce we have experienced periods of scarcity of cotton, when some capitalists united together and sought to buy up not 100 bales, but the whole cotton supply of the world.  In the given case, then, one buyer seeks to drive the others from the field by offering a relatively higher price for the bales of cotton.  The cotton sellers, who perceive the troops of the enemy in the most violent contention among themselves, and who therefore are fully assured of the sale of their whole 100 bales, will beware of pulling one another's hair in order to force down the price of cotton at the very moment in which their opponents race with one another to screw it up high. So, all of a sudden, peace reigns in the army of sellers.  They stand opposed to the buyers like on e man, fold their arms in philosophic contentment and their claims would find no limit did not the offers of even the most importunate of buyers have a very definite limit.  

If, then, the supply of a commodity is less than the demand for it, competition among the sellers is very slight, or there may be none at all among them.  In the same proportion in which this competition decreases, the competition among the buyers increases.  Result: a more or less considerable rise in the prices of commodities.  

It is well known that the opposite case, with the opposite result, happens more frequently.  Great excess of supply over demand; desperate competition among the sellers, and a lack of buyers; forced sales of commodities at ridiculously low prices.  

But what is a rise, and what a fall of prices? What is a high and what a low price? A grain of sand is high when examined through a microscope, and a tower is low when compared with a mountain.  And if the price is determined by the relation of supply and demand, by what is the relation of supply and demand determined? 

Let us turn to the first worthy citizen we meet.  He will not hesitate one moment, but, like Alexander the Great, will cut this metaphysical know with his multiplication table.  He will say to us: "If the production of the commodities which I sell has cost me 100 pounds, and out of the sale of these goods I make 110 pounds -- within the year, you understand -- that's an honest, sound, reasonable profit.  But if in the exchange I receive 120 or 130 pounds, that's a higher profit; and if I should get as much as 200 pounds, that would be an extraordinary, and enormous profit." What is it, then, that serves this citizen as the standard of his profit? The cost of the production of his commodities.  If in exchange for these goods he receives a quantity of other goods whose production has cost less, he has lost.  If he receives in exchange for his goods a quantity of other goods whose production has cost more, he has gained.  And he reckons the falling or rising of the profit according to the degree at which the exchange value of his goods stands, whether above or below his zero -- the cost of production.  

We have seen how the changing relation of supply and demand causes now a rise, now a fall of prices; now high, now low prices.  If the price of a commodity rises considerably owing to a failing supply or a disproportionately growing demand, then the price of some other commodity must have fallen in proportion; for of course the price of a commodity only expresses in money the proportion in which other commodities will be given in exchange for it.  If, for example, the price of a yard of silk rises from two to three shillings, the price of silver has fallen in relation to the silk, and in the same way the prices of all other commodities whose prices have remained stationary have fallen in relation to the price of silk.  A large quantity of them must be given in exchange in order to obtain the same amount of silk.  Now, what will be the consequence of a rise in the price of a particular commodity? A mass of capital will be thrown into the prosperous branch of industry, and this immigration of capital into the provinces of the favored industry will continue until it yields no more than the customary profits, or, rather until the price of its products, owning to overproduction, sinks below the cost of production.  

Conversely: if the price of a commodity falls below its cost of production, then capital will be withdrawn from the production of this commodity.  Except in the case of a branch of industry which has become obsolete and is therefore doomed to disappear, the production of such a commodity (that is, its supply), will, owning to this flight of capital, continue to decrease until it corresponds to the demand, and the price of the commodity rises again to the level of its cost of production; or, rather, until the supply has fallen below the demand and its price has risen above its cost of production, for the current price of a commodity is always either above or below its cost of production.  

We see how capital continually emigrates out of the province of one industry and immigrates into that of another.  The high price produces an excessive immigration, and the low price an excessive emigration.  

We could show, from another point of view, how not only the supply, but also the demand, is determined by the cost of production.  But this would lead us too far away from our subject.  

We have just seen how the fluctuation of supply and demand always bring the price of a commodity back to its cost of production.  The actual price of a commodity, indeed, stands always above or below the cost of production; but the rise and fall reciprocally balance each other , so that, within a certain period of time, if the ebbs and flows of the industry are reckoned up together, the commodities will be exchanged for one another in accordance with their cost of production.  Their price is thus determined by their cost of production.  

The determination of price by the cost of production is not to be understood in the sense of the bourgeois economists.  The economists say that the average price of commodities equals the cost of production: that is the law.  The anarchic movement, in which the rise is compensated for by a fall and the fall by a rise, they regard as an accident.  We might just as well consider the fluctuations as the law, and the determination of the price by cost of production as an accident -- as is, in fact, done by certain other economists.  But it is precisely these fluctuations which, viewed more closely, carry the most frightful devastation in their train, and, like an earthquake, cause bourgeois society to shake to its very foundations -- it is precisely these fluctuations that force the price to conform to the cost of production.  In the totality of this disorderly movement is to be found its order.  In the total course of this industrial anarchy, in this circular movement, competition balances, as it were, the one extravagance by the other.  

We thus see that the price of a commodity is indeed determined by its cost of production, but in such wise that the periods in which the price of these commodities rises above the costs of production are balanced by the periods in which it sinks below the cost of production, and vice versa.  Of course this does not hold good for a single given product of an industry, but only for that branch of industry.  So also it does not hold good for an individual manufacturer, but only for the whole class of manufacturers.  

The determination of price by cost of production is tantamount to the determination of price by the labor-time requisite to the production of a commodity, for the cost of production consists, first of raw materials and wear and tear of tools, etc., i.e., of industrial products whose production has cost a certain number of work-days, which therefore represent a certain amount of labor-time, and, secondly, of direct labor, which is also measured by its duration.  

� Though as we will see, Marx recognized that the determination of the value of labor power contained what he called ‘an historical and moral dimension’.





PAGE  
1

