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The long-standing criticism of Marx’s theory of ggs of production in Volume 3 of
Capital, from Bortkiewicz on, is that Marxailed to transform the inputs” of constant capital
and variable capital from values to prices of piigun. The validity of this criticism depends
on themethod of determinationof the magnitudes of constant capital and variabfstal in
Marx’s theory and, given this method of determimatiwhether or not the magnitudes of
constant capital and variable capghabuld be transformedfrom values into prices of
production in Volume 3.

| argue that the magnitudes of constant capitdhamiable capital areaken as given
both in the theory of surplus-value in Volume 1 amthe theory of prices of production in
Volume 3. And the crucial point is that teeme quantitiesof constant capital and variable
capital are taken as given in both of these stafjree theory - thactual quantities of money
capital advanced to purchase means of productidriedoor-power in the first phase of the
circulation of capital in the real capitalist ecamo[ theM inM -C ... P ... C- (M+AM) ].
The same initial, giveM in the circulation of capital is taken as giverboth Volume 1 and in
Volume 3. This is the reason the quantities ofstamt capital and variable capithd not
changeor do not have to be transformedrom values to prices of production in Volume 3gan
why Marxdid not fail to make such a transformation - because the saarities of constant

capital and variable capital are taken as givewoith volumes. (Similar interpretations of the



determination of constant capital and variable tehjpiave been presented by Yaffe 1976,
Mattick Jr. 1981, Carchedi 1991, Ramos 1998-99).

In recent decades, the “new interpretation” of Wkatheory presented, by Foley,
Duménil, Mohun, and otherbas received considerable attention and acceptdrargue in this
paper that the “new interpretation” is partiallght and partially wrong. The new interpretation
is partially right in that/ariable capital is taken as given, as the actual money capitarachd
to purchase labor-power in the real capitalist ecoyy and the same quantity of variable capital
is taken as given in both Volume 1 and Volume 3namy interpretation. However, the new
interpretation is partially wrong in thabnstant capitalis determined in different way -
constant capital is derived from given quantitiesmeans of production, as in the standard
interpretation of Marx’s theory. Constant capisalirst derived in Volume 1 as the value of the
given means of production, and then is transformtmxthe price of production of the given
means of production in Volume 3.

Therefore, | argue that there ifumdamental methodological inconsistencyn the new
interpretation’s determination of variable capéabl constant capital. Variable capital and
constant capital are determined in two differenysval argue, to the contrary, that variable
capital and constant capital atetermined in the same wayn Marx’s theory - they are both
taken as given, as the actual quantities of moagital advanced to purchase means of
production and labor-power in the real capitalcireomy. Variable capital and constant capital
are the two components of the initial money cagthlanced to purchase means of production
and labor-power (i.eM = C + V). Both constant capital and variable capitalaaeanced prior
to production, and thus both are known quantitiésr po production and the production of

surplus-value. Therefore, both of these known tjties of constant capital and variable capital



are taken as given in Marx’s theory of surplus-eadnd prices of production. The main
empirical phenomenon that Marx’s theory is intenttedxplain is the transformation of the
initial, givenM (=C + V) intoM + AM.

This paper examines in detail the different versiof the “new interpretation” presented
by Foley, Dumeénil, and Mohun. The first sectioeggnts a summary of my “macro-monetary”
interpretation of Marx’s theory, as the perspectreen which the new interpretation will be
considered. Marx’s circuit of money capitdlfC ... P ... C- (M+ AM) ] is emphasized as

the general analytical framework of Marx’s thedsgth in Volume 1 and in Volume 3.

1. MACRO-MONETARY INTERPRETATION OF MARX'S THEORY
1.1 Volume1l

The main goal of Marx’s theory is to explain toéal surplus-value produced in the
capitalist economy as a whole; i.e. explain hovwpkig-value is produced and what determines
its magnitude. Marx introduced this main questio€hapter 4 of Volume in terms the
general formula for capital”, which is:
(1a) M-C-M or M-C-(M+AM).
The emergence oAM, or surplus-value, at the end of the circulatiboapital is the main
purpose of capitalist production and the most irtgdrphenomenon to be explained in a theory
of capitalism. Most of Volume 1 @apital is devoted to this all-important question (see
Moseley 2004 for an extensive discussion of thigwrparpose of Volume 1).

The “general formula for capital” in Chapter 4ais abbreviated form of the complete
form of the circulation of capital. The completerh is:

(1b) M-C.. P ..C - (MAM).



We can see that the complete circulation of capitakists ofhree phases(1) the purchase of
means of production and labor-power, (2) the pridogrocess, and (3) the sale of
commodities. The first and third phases take piatke “sphere of circulation”, i.e. on the
market.

This complete formula for the circulation of capits the overall analytical framework
for Marx’s theory of surplus-value in Volume 1. Ma theory of surplus-value analyzes this
process of the circulation of capital and the eraeeg of surplus-value at the end of this
process. Marx summarizes clearly and succinc#yctrculation of capital as the overall
analytical framework of his theory in the followimgportant paragraph at the beginning of Part
7 of Volume 1:

The transformation of a sum of money into meangrofluction and labor-
power is the first phase of the movement underdpyniae quantum of value
which is going to function as capital. It takeaq# in the sphere of
circulation. The second phase of the movementptbeess of production, is
complete as soon as the means of production haredmverted into
commodities whose value exceeds that of their compioparts, and therefore
contains the value originally advanced plus a sispilue. These
commodities must then be thrown back into the spbécirculation. They
must be sold, their value must be realized in mptiegy money must be
transformed once again into capital, and so orinaggad again. This cycle, in
which the same phases are continually gone througtccession, forms the
circulation of capital. (Marx 1977, p. 709; emphasis added).

Thus we can see that the circulation of caféins with money, M the advance of a
definite quantity oimoney capitalto purchase means of production and labor-powehe
sphere of circulation. Therefore, Marx’s theonyttwd circulation of capital aldoegins with
this M, as thanitial given of his theory. This initial, given quantity of meycapital is used to

explain how this initial, giveiM becomedM + AM, and what determines the magnitudeAdfl

for the economy as a whole.



Marx clearly stated these important points - thataim of his theory is to explain
howM becomed] + AM, and that the initiaM is taken as given in this theory - in the
following important methodological passage from tfenuscript entitled “The Results
of the Immediate Process of Production” (writterd864-65, and published for the first
time in English in 1977, as an appendix to the &jet edition of Volume 1 dEapital):

In what we may call its first, provisional form wioney (the point of

departure for the formation of capital), capital exists as gely as money,

i.e. as aum of exchange-valuesbodied in theelf-subsistent form of
exchange-valudn itsexpression as moneBut the task of this money is to
generate value. The exchange-value must serveatecstill more exchange-
value. Theguantity of valuenust be increased, i.e. the available value must
not only be maintained; it must yield an incremeit/alue, a surplus-value,
so that the value given, the particular sum of igpnan be viewed asfluens
and the increment as fluxion...

Here, where we are concerned with money only apdire of departure for
theimmediate process of productiome can confine ourselves to the
observation: capital exists here as yet only gwan quantum of value M
(money), in whichall use-value is extinguishedso that nothing but the
monetary form remains...

If the original capital is a quantum of value sthecomes capital and fulfills
its purpose by changing into xAx, into a quantum of money or value = the
original sum + a balance over the original sumothrer words, it is
transformed into thgiven amount of money + additional moneyinto the
given value + surplus-value...

As agiven sum of money, x is a constant from the outset and hence its
increment = 0. In the course of the process, foereit must be changed into
another amount which contains a variable eleménir task is to discover
this component and at the same time to identifynteeiations by means of
which a constant magnitude becomes a variable viarx 1981, pp. 976-77;
italicized emphasis in the original, bold emphasided)

We can see very clearly from this passage thdiphiat of departure” for the circulation
of capital, and therefore of Marx’s theory of thecalation of capital, is given quantity of
money. Money is the “point of departure” for the “immedigirocess of production”. In this

initial, given quantity of money, “all use-valueastinguished.” The starting point of the

5



circulation of capital, and therefore of Marx’s ting of the circulation of capital, is not use-
values (means of production and means of subsistebat rather exchange-values in the
independent form of money (“nothing but the monetarm remains”). The “transformation of
money into capital” is the transformation of theegi initial sum of money into thegiven
amount of money + additional money”. The main taskarx’s theory of capitalism is to
explain how the initiagiven sum of moneys transformed intonore money i.e. to “identify
the mediations by means of which a constant [giveajnitude becomes a variable [larger]
one.”

The structure of the circulation of capital alsggests in another way that the initi&l
is taken as given - because the first phase dfithelation of capital is the advance of money
capital to purchase means of production and labarep M - C), which takes place in the
“sphere of circulatior?, prior to the second phase of production. Matksory of the
circulation of capital begins in the sphere of glation, with the advance of definite quantities
of constant capital and variable capital to purelragans of production and labor-power. Thus,
when the second phase of the production of valdesarplus-value begins, the quantities of
constant capital and variable capital halready been advancedn the sphere of circulation to
purchase means of production and labor-power. efbez, these already advanced quantities of
constant capital and variable capital are in pgledinown quantities, whicltan be taken as
givenin the theory of how this known, given quantitynebney capital becomes more money in
the subsequent phases of the circulation of capitabther words, the presuppositions of
Marx’s theory of surplus-value in production comenfi the sphere of circulation, from the

purchases made by capitalists in the sphere aflation, prior to production.



This logical sequence, of first the advance of eyorapital in the first phase of the
circulation of capital, and then the subsequendypction of value and surplus-value in the
second phase of production, is reflected in theclgtructure of the Parts 1, 2, and 3 of Volume
1 of Capital. In Parts 1 and 2, the analysis is restrictetiéossphere of circulation. Part 3 begins
Marx’s analysis of the sphere of production (whk famous passage at the end of Part 2 about
moving from the “noisy sphere of circulation” taetthidden abode of production” marking the
transition between these two stages of the analybisMarx’s theory of the circulation of
capital, the analysis of the sphere of circulatioa necessary prelude to the analysis of
production becausgapital appears first in the sphere of circulatiori. Capitalist production
is preceded by the advance of a definite amountarfey capital to purchase means of
production and labor-power in the sphere of cirtafa This advance of money capital
(constant capital and variable capital) in the splod circulation, as analyzed in Part 2, provides
the quantitative givens (or presuppositions) fer tteory of surplus-value in the sphere of
production, as analyzed in Part 3 and beyond.

Marx’s theory of the circulation of capital refémsactual quantities of money capital
advanced and recovered in the real capitalist gogndrhe circuit of money capital describes
the main empirical phenomenon that Marx’s theoriptisnded to explain. The initid, that is
taken as given in Marx’s theory, refers to the aktnoney capital advanced to purchase means
of production and labor-powel’ refers to the actual money capital recovered tjindhe sale
of commodities; andM refers to the actual difference between theseaitoal quantities of
money capital. Marx’s theory is not about hypattetquantities in a theoretical model, but is
instead about these actual quantities of moneyalapicirculation in the real capitalist

economy. Foley (1982, 1986) also emphasizes lteatdriables in Marx’s theory of the



circulation of capital refer to actual quantitidsapital, as recorded (in principle) in the bakanc
sheets and income statements of capitalist firms.

The actual, given quantities of constant capmal @ariable capitatannot be
determined in Volume 1 because these actual quantities of constantat@pitl variable capital
are equal to thprices of production of the means of production and means of subsisterat
their values, and prices of production cannot erd@ned in Volume 1. Prices of production
have to do with théistribution of surplus-value (see the next subsection), or the division of
the total surplus-value into individual parts. &efthe distribution of surplus-value can be
explained, the total amount of surplus-value talis&ributed has to be determined, and that is
the task of Volume 1. In order to explain the attotal surplus-value in Volume 1, the actual
magnitudes of constant capital and variable capitataken as given. These actual magnitudes
must be taken as given because, according to Mergyisal method, they cannot yet be
explained. At the same time, it is reasonablelaegtimate to take these actual quantities as
given in the analysis of the sphere of productiod the production of surplus-value, because
these actual quantities of money capital have dyréaen advanced prior to production, in the
sphere of circulation, and thus are in principlewn quantities.

In order to provide partial explanation of the actual, given quantities of constant
capital and variable capital in Volume 1, Marx psdonally assumed that these actual quantities
of constant capital and variable capital are etu#tievaluesof the means of production and
means of subsistence, respectively. Marx madeptiasional assumption in Volume 1
because, as just explained, the prices of produdiiandividual capitals cannot be determined
by the theory of capital in general and the totaphis-value in Volume 1. The provisional

microeconomic assumption that constant capitaivamnidble capital are equal to the values of



the means of production and means of subsisteribe @nly assumption that is consistent with
the macroeconomic theory of value and surplus-vali¥lume 1, at this high level of
abstraction.

However, the important point is that this provimbassumption about the actual
magnitudes of constant capital and variable cagdabk not determine the magnitudesf
constant capital and variable capital, and henagspho role in the determination of the total
price and the total surplus-value in Volume 1.tdad, the quantities of constant capital and
variable capital areaken as given as theactual quantities of money-capital advanced to
purchase means of production and labor-power imghkcapitalist economy. These actual
given quantities of constant capital and varialalgital then becoméetermining factorsin the
value and surplus-value of commaodities, as we Sealbelow.

This “macro-monetary” interpretation of Marx’s trg of surplus-value in Volume 1 can
be expressed algebraically as follows: Surplusiev@ defined aaM, the excess afI’ overM
for the total capitalist economy as a whole (igngrior simplicity the distinction between the
stock of capital advanced and the flow of capitaisumed):

(1.1) S =AM =M -M

The initial money capital advanced, is divided into constant capital) and variable
capital /), the cost respectively of the means of productiod labor-power consumed in the
production of these commodities:

(1.2) M =C + V
We have seen above that these initial quantitiesamfey capital artaken as givenas the
actual quantities of money capital advanced to purchasans of production and labor-power

and consumed in the production of commodities. s€hgven quantities of constant capital and



variable capital then becondetermining factors of the price of commodities and the surplus-
value contained in the price, in the following way:

The money recovered through the sale of commadiiehe end of the circulation of
capital (M’ ) is equal to the price of commodities produdey yhich is determined by the sum
of two components: the money value transferred fileengiven constant capital () , and the
money new-value produced by current laldy: (

(1.3) M =P =C + N
In this way, the given magnitude of constant cdbiéeomes a determining factor of the total
price of commodities.

N in this equation is in turn determined by the prcicbf the quantity of current labdr
and the (money) new-value produced per hour ofrl&nd (e.g. 0.5 shillings per hour in many
of Marx’s examples:

(1.4) N = mL

Substituting equations (1.2) and (1.3) into equa(il.1), we obtain:

(1.5) S = M’ - M = AM
= (C+N) - (C+V)

Since constant capital is a component of botlptiee and the cost of commaodities, it

cancels out in the determination of surplus-vatunel thus equation (1.5) simplifies to:

(1.6) S =N -V

In this way, the given magnitude of variable cdfecomes a determining factor of the total
surplus-value produced.

From the given quantity of variable capital, Mderived ‘hecessary labot (L, ), as the

labor-time required for the worker to produce monew-value that is equal to the variable
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capital that the worker is paid; ile, =V / m. The remainder of the working day sutplus
labor”; i.e.Ls=L - L. Substituting these definition of necessary ladoat surplus labor and
equation (1.4) into equation (1.6), we obtain:
S = mL - mk
= mlL - L)
S = mk

This then is Marx’s “surplus labor” theory of slug-value presented in Volume 1 of
Capital. It explains the actual total surplus-value pitiin the capitalist economy as a whole,
and it concludes that the actual total surpluseadyproportional to the total surplus labor of
workers, withm as the factor of proportionality (i.e. each holisarplus labor producesn
amount of money surplus-value). This is the maimctusion of Volume 1. Most of the rest of
Volume 1 is concerned with the main ways to inceesagplus-value by increasing surplus labor:
lengthening the working day and increasing thenisitg of labor (absolute surplus-value) and
reducing necessary labor through technological gb4relative surplus-value).

For the purposes of this paper, the main poiettphasize is that constant capital and
variable capital areaken as given as theactual quantities of money capital advanced to
purchase the means of production and labor-powtreimeal capitalist economy, and these
given quantities of money capital are then usedetermine the actual total price and the actual

total surplus-value, as outlined above.

1.2 Volume 3
Volume 3 ofCapital is mainly about théistribution of surplus-value, or the division of

the total surplus-value into individual parts, ffitlse equalization of the profit rate across
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individual industries (Part 2), and then the furttiision of the total surplus-value into
commercial profit (Part 4), interest (Part 5), aedt (Part 6). In this theory of the distributioh
surplus-value, thotal amount of surplus-value is taken as predeterined, i.e. as determined
by the theory of the total surplus-value in VoluineThis is the most important feature of the
overall logical structure of the three volume<Caipital - Volume 1 is about the determination of
the magnitude of the total surplus-value and Vol about the distribution of the total
surplus-value into individual parts. In other @®rthe total amount of surplus-value is
determined prior to its division into individualppg Marx expressed this overall logical
structure in terms of levels of abstraction: th@Wwhe 1 theory of the total surplus-value is at
the level of abstraction afapital in general and the Volume 3 theory of the distribution of
surplus-value is at the level of abstractiorcompetition. (See Moseley 1997 and 2002 for
extensive discussions of Marx’s theory of the dsiiion of surplus-value in Volume 3.)

Marx’s theory of prices of production in Part 2\@dlume 3 utilizes in effedhe same
analytical framework as the theory of surplus-value in Volume 1 - tineutation of money
capital - except that it refers itedividual capitals, rather than to capital in general.
Symbolically, the circuit of an individual capitedn be expressed as:
(1c) M -Ci ... P ... C- M
Notice that the prices of production of individeaimmoditiesC”; = M” ;) are in generaiot
equal to value of individual commodities (i@ # C’;andM” ; # M’;), because of the
redistribution of surplus-value across industriesrider to equalize the rate of profit.

The crucial point that | wish to emphasize is thaiM; s in the circuit of individual
capitals - the initial quantities of money capadivanced in each industry - dne same

guantities of money capital as in the theory of surplus-vatugolume 1 - theactual quantities
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of money capital advanced in the real capitalisneeny. The only difference is that, in Volume
3, the actual quantities of money capital advarazedoroken down into individual industries.
The sum of the individual quantities of money calpgtdvanced in the Volume 3 theory of prices
of production is by definition equal to the totalamtity of money capital advanced in the
Volume 1 theory of the total surplus-value.

This is the reason the quantities of constanttaband variable capitalo not change or
do not have to be transformedin the transition from the macroeconomic thedrthe total
surplus-value in Volume 1 to the microeconomic tigeaf individual prices of production in
Volume 3: because tl'ame quantitiesof constant capital and variable capaat taken as
givenin both stages of the theory - thetual quantitiesadvanced to purchase means of
production and labor-power in the real capitalireomy. In other words, these given, actual
qguantities of money constant capital and variablatal advanced in the first phase of the
circulation of capital femain invariant” in the transition from the macro theory in Volurh¢o
the micro theory in Volume 3. It is for this reaghat Marx didhot “fail to transform these
inputs” - because the inputs do not have to bestoamed, but instead remain invariant, as the
actual given quantities of money capital advanceti@nsumed in the real capitalist economy.

The clearest evidence of this crucial point isimber of passages in Chapter 9 of
Volume 3 which have to do with tloest price of commaodities, and which have been largely
overlooked in the long debate over the transforonmgproblem. In Marx’s theory of prices of
production, the initiaM; s in the above circuit are expressed ast#t priceof commaodities.

In a number of passages in Chapter 9 of Volume&@xMtates clearly, including in
unambiguous algebraic formulations, thatc¢bset price is the samén the determination of both

the values and the prices of production of comnieslit The only difference between values and
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prices of production is that the profit receiveceach industry is not equal to the surplus-value
produced in that industry (for a full discussiortlué textual evidence, see Moseley 2003).
Just to give one important, but little known, exdenof these passages (in which Marx

emphasizes that the cost price is the same indtegrdination of both values and prices of
production): In Marx’s draft of Volume 3 in the Mascript of 1864-65, one paragraph in the
middle of Chapter 9 was inexplicably left out bygérs in his edited version of Volume 3
(which is the version we are familiar with). THmissing paragraph” was discovered recently
by Alejandro Ramos (1998-99), and is as followar($tated into English by my colleague at
Mount Holyoke College, Jens Christiansen):

The cost price is, as we see, always smaller thandahes\of the commaodity.

The price of production can be smaller, biggeeaqual to the value of the

commodity. The value of the commodity = the value of the cait

consumed in the production of the commodity plus té surplus-value. If

we take, as in the original development of the pose (Chapter 1);0st

price = value of the capital advancedh the production of the commodities,
we have the following equations:

value = cost price + surplus-value V=K+s
or profit as identical with surplus-value K+ p

cost price = value - surplus-value K=V-s

price of production = cost price + profit P=K+p’

calculated according to the general rate ofiforop’.
Becaus&K =V - sandV = K + s, the value of the commodity is always >
than the cost price. Depending on whetherp’ of each special production
sphere is bigger or smaller or equal, > < or shodverage profit determined
by the general rate of profit, théh> < or = V. Becaus& =K + s or p, and
P=K=p’, V=Pwhens =p’, > Pwhenp’ <s, and< Pwhenp’ > s.”
(emphasis added)

Notice that in this extremely interesting and imtpot paragraph thétere is only one
cost pricementioned throughouK(). There are not two cost prices, one a compaooievdlue
and the other a component of price of productidhe paragraph begins witfiHe cost price ...”
The same cost price is a component of both theevaahal the price of production of the

commodity. The value of the commaodity is definecegual to the cost price plus surplus-value
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(V =K + s), and the price of production is equal to slaene cost priceplus the average profit

(P =K+ p’). TheK is the same quantity in all the equations. SKdse the same, whether the
price of production is equal to, greater thangsslthan, the value depends solely on whether the
average profit is equal to, greater than, or leas the surplus-value. All this is clearly and
unambiguously stated, and all this assumes theg thenly one cost price. The surrounding
paragraphs in the middle of Chapter 9 that areided in Engels’ edition (pp. 263-65) repeat the
same points several times.

It is widely recognized that, in Marx’s tables@hapter 9, in which he illustrates his
theory of prices of production, the cost pricenis same in the determination of both values and
prices of production. However, it is also widelg@aed that this is mistake in Marx’s tables -
that the cost pricehould notbe the same, but should instead be differentardétermination of
prices of production than in the determination alies. But this argument overlooks the fact
that Marx emphasized several tinieghe text that thecost price is the samén the
determination of both values and prices of produtincluding in clear unambiguous algebraic
formulations. Therefore, the fact that the costqw in Marx’s tables do not change is not a
mistake, but is rather an accurate illustratioMafx’s assumptions in the text.

In the determination of prices of production, ihéividual quantities of money capital
advanced (th&1; s) aretaken as given just as the total quantity of money capital aceghis
taken as given in the theory of surplus-value ituxfee 1, as the actual quantities of money
capital advanced in the real capitalist economg.Marx expressed this key assumption:

[T]he cost price is completetyoverned by the outlaywithin each sphere of
production ... (Marx 1981, p. 258; emphasis ajlded

The cost price of the commodity iggaven preconditionindependent of the
capitalist’s production. (Marx 1981, p. 265; emgisaadded)
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Algebraically, prices of productio®PP, = M’;) are determined by the following
equation:
1.7) PP = Mi + RM,;
whereR is the general rate of profit, which is taken ggedetermined magnitude, as determined
in the Volume 1 theory of surplus-value. Or, exgeH in terms of the cost pridé€ {):?
(1.8) PR = Ki + RK

After prices of production have been explainedpMaovides a more complete
explanation of the given magnitudes of constanitabgnd variable capital (Marx 1981, pp.
261, 265, and 309). We saw above that Marx pronaly assumed in Volume 1 that the given
magnitudes of constant capital and variable capilequal to thealuesof the means of
production and means of subsistence (because roagkumption is possible at the
macroeconomic level of abstraction of capital ingral). However, after prices of production
have been determined, Marx explains further thagikken magnitudes of constant capital and
variable capital are equal to thaces of production of the means of production and means of
subsistence, not their values. But this more cetepéxplanation of the given magnitudes of
constant capital and variable capiakes not change the magnitudesf constant capital and
variable capitathemselves. The magnitudes of constant capitalandble capital remain the
same - the actual quantities of money capital ack@mo purchase means of production and
labor-power in the real capitalist economy, whioh taken as given.

The three passages mentioned in the last paragraghich Marx clarifies that the given
magnitudes of constant capital and variable capitalequal to the prices of production of the
means of production and means of subsistence rriidue their values, are often cited by critics

of Marx, and interpreted to mean that the magnguafeconstant capital and variable capital

16



must changeas a result of the determination of prices of patihn, and that Marx
acknowledges in these passages that he failed¢doporate these changes in his tables
illustrating the determination of values and prioéproduction. However, this widespread
interpretation ignores the context of these passagd the surrounding paragraphs. In the
surrounding paragraphs, Marx states repeatedlytatost price is the same” (i.e. constant
capital and variable capital are the same) in #terchination of both values and prices of
production, as discussed above. Therefore, eiflaex is flat-out and blatantly contradicting
himself in adjacent paragraphs, and even withirsdree paragraph, or these often-cited
passages mean something other than the magnitube obst price must change. In previous
papers (Moseley 2000, 2001, and 2003), | haveudssd these passages at length and in the
context of the surrounding paragraphs, and haugedrthat these passages mean that the given,
unchanging cost price explained more fullyin Volume 3 than in Volume hot that the

magnitude of the cost priceust change

1.3 Marx’s two aggregate equalities

It follows straightforwardly from this interpretan of the determination of constant
capital and variable capital in Marx’s theory thath of Marx’s two aggregate equalities (total
price of production = total value, and total prefitotal surplus-value) are always true
simultaneously. These two aggregate equalitiegraeenot only for the special case of equal
compositions of capital across industries, butadge true for the general case of unequal
compositions of capital. These two aggregate éipgfollow of necessity from Marx’s logical

method of determination of the general rate ofipesfd prices of production, as discussed
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above. They are not conditional equalities whiepehd on the composition of capital of
individual industries.

Because the general rate of profit is determirsettha ratio of the predetermined total
surplus-value to the total capital advanced, time stiall individual profits ¥zt ; ) must of
necessity be equal to the predetermined total ssHydlue:

(1.9) St = YRK, = RYKi = RK = (SIK\K = S

Furthermore, because the quantities of constanitatand variable capital that are taken
as given in the determination of prices of produtin Volume 3are the sameas the quantities
of constant capital and variable capital that akemn as given in the determination of the total
price, the sum of all individual prices of prodwectimust of necessity be equal to the total price
as determined in Volume 1:

(1.10) PP = Y[(Ci+Vi)+RKi]

ZCi + ZVi +R2Ki

cC + V + S

cC + N

= P
In other words, one does not have to choose aafi@nce condition”, i.e. pick only one
of these two aggregate equalities to be true.th&llkey total quantities in Marx’s theory -
constant capital, variable capital, and surplusialremain invariant by assumption in the
transition from the theory of capital in generaMalume 1 to the theory of individual capitals in

Volume 3, and thus both of Marx’s two aggregateaditias are always true, as Marx argued.
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2. THE STANDARD INTERPRETATION OF MARX'S THEORY
2.1 Circuit of physical quantities

The standard interpretation of Marx’s theory (&grtkiewicz, Sweezy, Morishima,
Steedman, etcijnores moneyand the circulation aihoney capitalaltogether. The standard
interpretation can be expressed in terms of tHeviahg truncated version of the circulation of
capital:

(2a) Cop™- P - C

Notice thatM is missing altogether in this circuit, asA§l, the most important characteristic of
capitalist economies. The starting point of thisgess is noW, the initial money capital
advanced to purchase means of production and [abeer (as in Marx’s circuit of money
capital), but is instea@. And theC in circuit (2) does not represent ggces of the means of
production and labor-power (as in Marx’s circuliitit instead represents thRysical quantities
of means of production and workers’ means of stdrste. According to this standard
interpretation, these physical quantities are titeal givens in Marx’s theory, not quantities of
money capital.

Therefore, we can see that this interpretationptetaly ignores the initial phase of the
circulation of capital in the sphere of circulati@md implicitly assumes that the means of
production and means of subsistence enter capipabsgluction asnere physical quantities
rather than asommoditieswhich are purchased on the market in the sphecegaflation. But
this is not true. In the first place, the meansudfsistence do not enter capitalist production at
all; rather they enter workers’ consumption. \Wiatiers capitalist production, besides the
means of production, is labor-power, which is a g@dity in capitalism, and which is

purchased prior to production, at a price deterthjpréor to production. Secondly, the means of
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production also enter capitalist production as caatities, which are purchased prior to
production, at prices which are determined prigorimduction, and are purchased by the initial
money capital advanced at the beginning of thaitaton of money capital. This initial money
capital advanced, which is ignored entirely in skendard interpretation, is the starting-point, or
the initial givens, of Marx’s theory of the circtitan of capital, not the physical quantities of
means of production and means of subsistence tifldhhef Marx’s book isCapital (i.e. money
that becomemore money), not the production of use-values by means ofvadges.

Marx emphasizes this aspect of his logical methibeét the means of production and
labor-power enter as “prerequisites” or “elemertsthe labor process ammodities with a
price, and not merely as physical quantities - in afieadraft of Chapter 7 of Volume 1 (the
key chapter in which Marx’s basic theory of surpladue is presented) in tianuscript of
1861-63°

Just one more preliminary remark before we proteedis calculation [of the
price of the product]. All thererequisites of the labour processall the
things that went into it, weneot just use-values but commoditiesuse-
valueswith a price expressing their exchange-valulBommoditieswere
present in advance agements of this processand must emerge from it
again. Nothing of this is shown when we look at the simpliabour process
as material production. (Marx 1988, p. 67; emphasis added)

We assume that tredementsof the labour processarenot use-valuedound in
the possession of the money owner himself, but wegenally acquired as
commoditiesby purchase and that this forms prerequisite of the entire
labour process (Marx 1988, p. 68; emphasis added)

It is anessential preconditionthat the money owner should buy more than just
the labour capacity. In other words, not only mmeheybe exchanged for the
labour capacity, but equally for the other objeetdonditions of the labour
process ... To begin with, thisesuppositionis methodologically necessarat

the stage of the development presently being cersid We have to see how
money is transformed into capital (Marx 1988, p. 68-69; emphasis added)
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Chris Arthur has recently discovered in a hithem&nown draft of Volume 2 in the
Manuscript of 1864-6%published for the first time in German in 1988lie MEGA and not yet
published in English) that Marx on one occasionraef afourth circuit (in addition to the three
well-known circuits of money capital, productivepdal, and commaodity capital). This fourth
circuit is similar to the standard interpretatidriMarx’s theory, as represented by circuit (2), in
that it begins with the inputs to production (meahproduction and labor-power). This circuit
continues through production, and then sale, aed the repurchase of the inputs. This circuit
is expressed symbolically by Arthur (it is not elé@m Arthur’s article whether or not Marx
himself expressed this circuit symbolically in tinay):

(2b) G .. P .. g-M-C;

whereC; refers to the “factors of production” (means ofgwotion and labor-power) arte};’

refers the output of production. However, it igksng that Marx never again discussed this
fourth circuit (at least not in his published wris thus far). This single discussion of this
possible fourth circuit and the absence of anyhrtliscussion is clear evidence that this fourth
circuit does not represent Marx’s theoretical framik, certainly not for the all-important

theory of surplus-value in Volume 1, but also ratthe secondary purposes of the circuits of

productive capital and commodity capital in Voluthe

2.2 Determination of constant capital and varial# capital from physical quantities

In the standard interpretation, the quantitiesarfstant capital and variable capital are
derived from the given physical quantities of the means of patidn and means of subsistence,
respectively. In Volume 1, constant capital andalde capital are derived as equal to the

valuesof these two given bundles of goods, and in Voldhoenstant capital and variable
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capital are derived as equal to fireces of production of these same two bundles of goods.
These physical quantities remain “invariant”, tha tnagnitudes of constant capital and variable
capitalchangein the transition from values in Volume 1 to paa& production in Volume 3.

Algebraically, in the “value” system of Volumedgnstant capital AA, whereA is the
given technology matrix of physical inputs per wfibutput andAA is the labor-value of these
given physical inputs. Similarly, variable capi#aAb L, whereb is the vector of means of
subsistence per unit of labor inpltjs the vector of labor inputs per unit of outputda\bL is
the labor-value of these means of subsistence.

In the “price” system, on the other hand, constapital =pA and variable capital =
pbL, wherep is the vector of prices of production. The fun@éamal givens that do not change,
according to this interpretation, are the physigantities ofA andb (andL). What changes in
the two systems are thaluesor prices of production of these fixed physical quantities of
means of production and means of subsistence haiscatso the constant capital and variable
capital that are equal to these prices. It is¢henge in the magnitudes of constant capital and
variable capital that Marx is almost universalliticized for failing to make.

However, we can see from the above that thiscisiti is based on a fundamental
misinterpretation of the method of determinationhaf inputs of constant capital and variable
capital in Marx’s theory. Marx’s theory of the @miation of capital is not accurately expressed
by circuit (2), but is instead accurately expredsedircuit (1). The circulation of capital does
not begin with physical quantities, but insteadibegvith money, with definite quantities of
money capital advanced to purchase means of prioduenhd labor-power, in the sphere of
circulation, prior to production. Therefore, timitial givens in Marx’s theory aneot physical
quantities of means of production and means of subsistencesavprices change from values to
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prices of production in the transition from Volurhéo Volume 3. Rather, the initial givens in
Marx’s theory are thactual quantities of money capitaladvanced in the first phase of the
circulation of capital, in the sphere of circulaioThese actual quantities of money capital
advancedlo not changein the transformation from the macro theory of Mak 1 to the micro
theory of Volume 3.

Therefore, Marx dichot “fail to transform the inputs” of constant capitadd variable
capital from values to prices of production, beeaascording to Marx’s logical method, the
magnitudes of constant capital and variable cagaaiot change but are insteathken as
given as the same quantitiesthe actual quantities of money capital advanceitie real
capitalist economy to purchase means of produerahlabor-power.

Since this standard interpretation of Marx’s tlyeisrmistaken, the criticisms of Marx’s
theory that allegedly “follow” from this interprétan - that only one of Marx’s two aggregate
equalities can be satisfied at a time, that thexdvao rates of profit, not one (the “value” rafe o
profit and the “price” rate of profit), that valuase “redundant”, etc. - are also mistaken. Or,
rather these conclusions do not apply to Marx'ethebased on his own logical method of the
circuit of money capital, but instead applies awlyhis misinterpretation of Marx’s theory in
terms of physical quantities. As we have seen abloeth of Marx’s aggregate equalities are
always satisfied, by the nature of Marx’s logicathrod. We also saw above that there is only
one rate of profit in Marx’s theory - the priceeatf profit - which is determined prior to prices
of production, and is then used to determine (m)gaices of production. It is thus obvious that
values are not “redundant” in Marx’s theory, bug arstead indispensable for explaining the rate

of profit and prices of production.
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3. FOLEY’'S NEW INTERPRETATION OF MARX'S THEORY
3.1 Different determinations of constant capitaind variable capital

Duncan Foley’s version of the “new interpretatigaittially restores money to its central
role in Marx’s theory, but not entirely. Foley’séw interpretation” can be expressed by the
following hybrid, eclectic version of the circulati of capital:
(3) My - Gp

P .. C- M
Cmp

We can see that this interpretation tvas different starting points, not just one. For

variable capital, the starting point is a given quantity of monapital advanced to purchase

labor-power ,), which remains invariant in the transition fronetmacro theory of Volume 1

to the micro theory of Volume 3, as in my “macro+atary” interpretation (as represented by

circuit (1)). AlgebraicallyyV = V in both Volume 1 and Volume 3. However, émnstant
capital, the starting point is a given quantity of meahproduction Cnp), Whose price changes
from the values of these means of production iruxa 1 to their prices of production in
Volume 3, as in the standard interpretation (ancepeesented by circuit (2)). Algebraically,

C = mAA in Volume 1, an€C* = p Ain Volume 3, ancC # C*.

Therefore, | argue that there ikey methodological inconsistencyn Foley’s
interpretation (and in the new interpretation imgml) between the determination of constant
capital and the determination of variable capidériable capital is taken as given in money
terms, but constant capital is derived from givaggical quantities. Foley does not provide a
rationale for this inconsistent determination ofistant capital and variable capital. | argue that,
because constant capital and variable capitalateplar forms of the general concept of

capital, and because they are the two componeiiteafitial money capital advanced € C
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+ V), they should both badetermined in the same way Similarly, constant capital and variable
capital are the two components of the cost priceoaimodities in Marx’s theory of prices of
production, suggesting again that they should berdened in the same way. Marx often wrote
or expressed the equation for the determinatigurioés of production as the sum of the cost
price plus the average profk  rk), thereby leaving no possibility for different daninations
of the two components of the cost price, constapttal and variable capital. Nowhere in
Marx’s writings is there a suggestion that constapital and variable capital are determined in
different ways. | have argued above that thegesrong reasons for assuming that constant
capital and variable capital should be taken asrgias the two components of the money capital
(M) or the cost pricek) that initiates the circulation of capital.
In one passage, Foley seems to suggest that Makxas given the entire initial

money capital invested in capitalist enterprisbeth the constant capital and the variable
capital — and not just the variable capital.

One striking difference between Marx’s treatmenthef problem and later

treatments is that Marx describes the two econosaédy in terms of the

accounts of the capitalist firmkee does not specify the actual production

and distribution of use-values Later treatments, perhaps in the name of

theoretical rigor, describe both economies in teofrthe production and

distribution of particular use-values, aterivethe accounts of the capitalist

firms from this assumed data on production andidigion. When one holds

constant the production and distribution of usatgg] it turns out that ...

aggregate value added and aggregate profit cattotle the same in the two

[economies].

| want to suggest that Marx hgdod theoretical reason$or describing the

two economies in terms of the accounts of the ahgitfirms rather than in

terms of the production and distribution of useweal The social facts

relevant to struggle and change in a capitalisiespconcern the production

and distribution of value itself, and the actualdarction, distribution, and

consumption of use-values that follow form thesegdles take a secondary
place. (1982, p. 44; bold emphasis added)
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It seems to me that Foley’s argument could be aggb constant capital as well as to variable
capital. Marx did indeed have “good theoreticals@ns” for analyzing capitalism in terms of
flows of money capital, rather than flows of phydiquantities. “The social facts relevant to
struggle and change in a capitalist society” deaul“concern the production and distribution of
value itself”, i.e. the production and distributiohquantities of money capital. This argument
applies to both constant capital and variable ehpBut Foley applies this argument only to
variable capital, thus resulting in his inconsistggtermination of constant capital and variable
capital.

Foley’s inconsistent determination of constantitehand variable capital leads him to
the followingerroneous conclusionsegarding Marx’s theory of prices of production,igfhare
similar to the conclusions of the standard inteigdren: (1) Marx made a partial error in his
determination of prices of production in Volume Gontrary to the standard interpretation, Marx
did not fail to transform variable capital, becatlse same variable capital is taken as given in
money terms in both Volume 1 and Volume 3. HoweMarx did fail to transform constant
capital, because constant capital is derived frar@rgmeans of production, first as the value and
then as the price of production of these given medproduction. (2) Because constant capital
changes, the total price of commodities also chaufigen Volume 1 to Volume 3, so that the
total price of production is not equal to the tatalue of commodities. (3) Also because
constant capital changes, the rate of profit alnges from Volume 1 to Volume 3, i.e. the

“price” rate of profit is not equal to the “valu€dte of profit.
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3.2 “Net price” equality

Even though the gross price-value equality issadisfied, Foley assumes - and this is
another key characteristic of the “new interpretaiti- that the “value added” component of the
total price of production of commodities is alwagal to the “new value” component of the
total value of commaodities. In other words, thet‘price” (price minus constant capital) does
not change in the transformation of values intogsiof production, even though the gross price
does change.

| agree that the net price equality, as define&dlgy, is indeed always satisfied in
Marx’s theory. However, | argue that the grossevalue equality is also always satisfied,
because constant capital, like variable capit#hé&new interpretation, does not change in the
transformation of values into prices of producti@imilarly, | also argue that, because constant
capital, like variable capital, does not changthmtransformation, the rate of profit also does
not change in the transformation. There is onky @te of profit in Marx’s theory, the price rate
of profit, which is determined by the theory of tioéal surplus-value in Volume 1, and taken as
given (predetermined) in the theory of prices aduction of individual commodities in Volume
3.

In sum, the most important difference between ¥slmterpretation and my
interpretation is theetermination of constant capital According to my interpretation,
constant capital is determined in the same wayaaabe capital - both are takengigen, as
theactual quantities of money capital advanced at the begmof the circulation of capital to
purchases means of production and labor-power.oiatg to Foley’s interpretation, constant

capital is determined differently from variable ttap Variable capital is taken as given, as the
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actual quantity of money capital, as in my intetgtien. However, constant capitaldsrived
from given physical quantities of means of produttias in the standard interpretation.

Thus, | argue that Foley “only goes half way” reéking away from the standard
“physical quantities” interpretation of Marx’s thgo If Foley were to accept the “monetary”
interpretation of constant capital, then all odrestdifferences would disappear. We could then
agree that: (1) Marx’s theory of prices of prodactin Volume 3 is logically complete and
consistent (i.e. Marx did not commit a “logical@tt, even a partial one, in the determination of
prices of production); (2) the aggreggtessprice-value equality is also satisfied
simultaneously along with the aggregate net praleler equality and the aggregate profit-surplus
value equality, as Marx argued; and (3) the raterofit is determined prior to prices of

production does not change as a result of themétation of prices of production.

4. DUMENIL'S NEW INTERPRETATION OF MARX'S THEORY *
4.1 Variables defined in terms of labor-time

Dumenil’'s version of the “new interpretation” isry different from Foley’s. Foley’s
emphasis on money and the circuit of money capgahe basic analytical framework of Marx’s
theory is absent in Duménil’s interpretation. ledemoney is missing altogether in Duménil’s
interpretation, and therefore saABl, the increment of money that is the defining cbhemastic
of capitalist production. Dumeénil argues th#tthe key variables in Marx’s theory - constant
capital, variable capital, surplus-value, and etvenVVolume 3 variables of cost price, price of
production, and profit — are defined in unitdaifor-time, rather than money.

| argue that this is a fundamental misinterpretatf Marx’s theory and these basic

concepts. We have seen above that the main tihedreamework, both in Volume 1 and in
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Volume 3, is the circuit of money capital (circ(d) above). Capital is defined in Chapter 4 of
Volume 1 as fhoneythat becomemore money. The title of Part 2 of Volume 1 is “The
transformation oMoney into Capital”. Constant capital and variable capital are d=fias the
two components of the initial money capitl, that begins the circulation of capital. Surplus-
value is defined as the increment of momgy,, that emerges at the end of the circulation of
capital. The main question of Volume 1 is the dateation of the total increment of money
(AM) in the capitalist economy as a whole. The maiestjon of Volume 3 is the division of

this totalAM into individual parts - industrial profit, comméatprofit, interest, and rent. All of
these components are clearly defined in terms afapoand therefore the total of which they are
components must also be defined in terms of mofeices of production are money-prices that
equalizes rates of profit across industries. Brafgproduction are defined as the sum of the cost
price and the average profit. Both of these coreptsare clearly defined in terms of money (in
Chapter 1 of Volume 3), and therefore their sumtraiso be defined in terms of money, as
indeed it is in Chapter 9. To define all these &egcepts in Marx’s theory in terms of labor-
time is to miss the main phenomena that Marx’siheointended to explain - capitalism as a
“money-making’ economy. These quantities of money capital, 8kequantities of money, are
ultimately determined by quantities of labor-time. But the variables thelvsg are defined in
units of money capital that circulate in the resgpitalist economy.

Dumeénil argues that his interpretation is suppbhte the fact that Marx’s numerical
examples in Chapter 9 of Volume 3 refer to laborets and not to money (1986, pp. 15-16; and
1983-84, p. 440). But this is not true. Unforttaty, Marx did not explicitly state one way or
the other in this chapter what the basic unit efiimbers in his examples are. (Duménil does

not provide any specific references to passagesioch Marx explicitly states that the basic unit
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of the numbers in his examples is labor-time, beedhere are no such references.) But in the
text of Chapter 9, Marx did explicitly define precef production in terms of money-prices, not
in terms of labor-time (as the nameces of production suggests). Price of production is
defined as the sum of cost price plus the averagfe,oth of which are clearly defined in
terms of money. Furthermore, in two earlier distwss of his theory of prices of production,
Marx did explicitly state that the basic unit oéthumbers in his examples is money (in English
pounds in particular): in thdanuscript of 1861-68Marx 1968, pp. 65-69) and in a letter to
Engels in 1862 (Marx and Engels 1975, pp.120-22).
Dumeénil presents only one passage from Volumesipport his interpretation that the

key variables of Marx’s theory are defined in tewh&bor-time. This passage is:

As for variable capital, the average daily wageegainly always equal to the

value product of the number of hours that the workast work in order to

produce its necessary means of subsistence; lsutdimber of hours is itself

distorted by the fact that the production pricethefnecessary means of

subsistence diverge from their values. (Marx 198261)
Duménil then argues:

As a preliminary remark, Marx is referring hereatbwage” which is

measured in labor-time. It is therefore cleatljgt all the amounts

considered in this analysis are also measuredsrutiit: values, wages, prices

of production. (Duménil, 1986, p. 52).

| argue that Duménil misinterprets this passafj@s passage says that the wage is equal

to the ‘value productof a certain number of hours”. Duménil interprigtis “value product” in
units of labor-time. If Duménil’s interpretationene accepted, then this sentence would be

redundant and nonsensical, i.e. it would mean fitthaber of hoursthat are the product of a

certainnumber of hours.” However, | argue that the “value product” heséers to thanoney
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value produced by a certain number of hours. In othada6value” here refers to the
“monetary expression of value”, a shorthand thatXMeed throughout the three volumes of
Capital. As we have seen above, according to Marx’s |éeory of value, each hour of labor
produces a certain amount of money value. For pl@rm Marx’s illustration of his theory of
surplus-value in Chapter 7 of Volume 1, each headpces a “value product” of 0.5 shillings.
At this rate, it takes 6 hours for the worker toguce a “value product” equal to the money
wage of 3 shillings.

Furthermore, even if Duménil’s interpretation loistone passage were accepted, in spite
of the above strong argument to the contrary,dhes passage in Volume 3 about wages would
be a very slim basis for Duménil’'s sweeping geneatibn thatall of Marx’s key concepts in
both Volume 1 and Volume 3 are defined in unittabbr-time, especially with all the contrary
evidence that | have presented above, startingtivitltentral concept of capital asdneythat

becomesnore money.

4.2 Circuit of commodity capital / Circuit of labor-times

Duménil argues that Marx’s theory should not benpreted in terms of the circuit of
money capital, but should instead be interpretddrims of the circuit ofommaodity capital
(1986, pp. 25-26, 41, and 75), which he expresses a
(4a) cC-M-C..P ..C

However, there are problems with this formulatidn.the first place, it is not an accurate
representation of Marx’s circuit of commodity capbitwhich is instead:

(4b) C-M-C.. P . C
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In Duménil’s formulation, the primd$) are missing on the first and laSt(and on thév).
These primes are important because they indicatehBC’ refers to theutput of capitalist
production, not theputs (C).

Marx’s circuit of commodity capitdlegins with C’, theprice of theoutput of the
previous period, including the surplus-value; iesdmot begin with inputs, neither the money
inputs (M) nor the physical inputs of means of productiod areans of subsistendgx(, and
Cms). Therefore, this circuit cannot be used to aralhe determination of the prices of the
outputs, and the surplus-value, from the inputsabse the prices of the output and the surplus-
value ardaken as given as determined by the theory of value and surpélise presented in
Volume 1.

Marx expresses clearly in the following passagesfVolume 2 that the starting point of
the circuit of commodity capital is not the origdlimapital advanced, but is instead the “already
valorized capital” C’), which includes the surplus-value produced.

What differentiates the third form from the twolearones is that it is only in this
circuit that thevalorized capital valug andnot the original capital value that still
has to be valorized, appears asdtating point of its own valorization.C’ ... is
here thepoint of departure ... (Marx 1978, p. 173; emphasis added)
Thestarting point [of the circuit of commodity capital] includes naly
constant capital and variable capital, but alsplssrvalue. (Marx 1978, p. 468;
emphasis added).
Since the starting point of the circuit of commgdiapital includes surplus-value, this circuit
cannot be used to analyze the production of sunmlise. For that purpose, Marx uses the
circuit of money capitalM ... (M + AM), as we have seen above.
The circuit of money capital is thus the most oned, hence most striking and
characteristic form of appearance of the circuindistrial capital, in which its
aim and driving motive - the valorization of valmegoney-making and

accumulation - appears in a form that leaps teettee(buying in order to sell
dearer). (Marx 1987, p. 140; emphasis added)

32



The purpose of the circuit of commodity capitainistead to analyze “what becomes” of
the different components of the price of commodifigonstant capital, variable capital, and
surplus-value) in the subsequent phase of the egehaf commodities, after production, which
includes the private consumption of individualsari¥lexpresses these purposes of the circuit of
commodity capital in the following passage that Bumihquotes, but misinterprets:

With the movement of C’' ... C’, ... it is necesstr demonstratevhat becomes
of each portion of the value of this overall prodGt. The overall process of
reproduction here includes thensumptionprocess mediated by circulation, just
as much as the reproduction of capital itself. fMED78, p. 469; emphasis
added)
These questions are important, but are secondanpa@d to the most important question of the
production of surplus-valua&\\1).

We have seen above that Duménil argues thatealldhiables in Marx’s theory are
defined in units of labor-time. Therefore, it seetm me that Duménil’s implicit analytical
framework is in effect the following:

(4C) Lms - p
P ... L [L'=L+AL]

me -V
whereL s . represents the labor-time contained in the measshsistence “evaluated at prices
of production” [it is not clear to me what this me§ and. - v represents the labor-time
contained in the means of production “evaluatedhlites”. It is striking thaM is missing
altogether from this analytical framework, and #iere so isA\M, the defining characteristic of
capitalist production and the most important phesioom to be explained in a theory of

capitalism. Instead, all the variables are insinftabor-time, not only the explanatory

variables, but also the variables to be explained.
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4.3 Argument for different determinations of congant capital and variable capital

Duménil presents the following argument to supp@tinterpretation that constant
capital and variable capital are determined inedéht ways in Marx’s theory:

In contrast to with what is often contended, Manesl not treat constant
capital and variable capital identically. Indegds true that the capitalistauy
constant capital, and the price of production nbastised to evaluate this
transaction. But capitalists do not buy the cortion goods of workers, but
paythem wages. (Dumeénil 1986, pp. 15-16)

First of all, it is not true that “capitaliskaly constant capital”. Capitalists buy means of
production, with a portion of the initial money dapthat Marx calls constant capital, just like
capitalists buy labor-power with the other portarthe initial money capital that Marx calls
variable capital. Secondly, the wages that capisglayto workers are clearly quantities of
money capital. Capitalists do not purchase lalmavgy with quantities of labor-time, which
contradicts Duménil’'s general interpretation, d&sad above, that all the variables in Marx’s
theory are defined in quantities of labor-time.

Further, aside from all that, Duménil’s argumen&inon-sequitur. The fact that
capitalists buy means of production directly doesmean that constant capital must be derived
from the price of given means of production, fasttheir value and then as their price of
production. Capitalists just as surelgy money to purchase means of production as piagy
money to workers to purchase labor-power. Congtapital could also be taken as given the
sum of money capital paid by capitalists to purelragans of production, just as variable capital
is taken as given as the sum of money capital Ipaichpitalists to purchase labor-power. Since

both constant capital and variable capital areifpdorms of the general concept of capital, and

are the two components of the initial money capitady should both be determined in the same
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way; and, specifically, they should both be takemiaen, as the actual quantities of the initial
money capital that is the starting point of thewlation of money capital.

Dumeénil presents the following textual evidencsupport his interpretation of the two
different methods of determination of constant ta@nd variable capital (1986, pp. 16-17).
Dumeénil writes: “This fundamental difference is iguexplicitly expressed iGapital.
Concerning constant capital, Marx writes”:

“The development given above also involves a modiion in the
determination of a commoditytost price It was originally assumed that the
cost price of a commodity equaled the value ofcinmodities consumed in
its production. But for the buyer of a commoditys the price of production
that constitutes itsost priceand thus enters into forming the price of another
commodity. (...) Our present investigation doesrequire us to go into
further details on this point.” (Marx 1981, pp4265; emphasis added)

Duménil continues: “However, concerning variatdgital, the discussion is quite
different ...” He then quotes the passage on p.d26/olume 3, discussed above on p. 30. This
passage again is:

As for variable capital, the average daily wageedainly always equal to the
value product of the number of hours that the workast work in order to
produce its necessary means of subsistence; lsutdimber of hours is itself
distorted by the fact that the production pricethefnecessary means of
subsistence diverge from their values.” (Marx 1981261)
[Notice that these are two separate passagespémas apart, and the latter passage comes
before the former passage in the text.]

The first passage above is interpreted by Dumérbke only about constant capital. But
this interpretation is incorrect. The passagd@uathecost price of commodities, which
includes both constant capital and variable cafsid especially Chapter 1 and Chapter 9 of

Volume 3). Therefore, whatever interpretationto$ fpassage that applies to constant capital

also applies to variable capital. Either theylzoth taken as given as quantities of money
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capital or they are both derived from given phyisigantities. This passage about the cost price
is certainly not an argument for different metho@lseterminations of constant capital and
variable capital.

The second passage quoted by Duménil also doessuppbrt his interpretation that
variable capital is determined differently from stant capital. The paragraph quoted by
Duménil begins as follows:

Apart from the fact that the price of the produictapital B, for example,

diverges from its value, because the surplus-viadakzed in B is greater or

less that the profit added in the price of the patsl of B, the same situation

also holds for the commodities that form ttmstant part of capital B, and

indirectly, also itsvariable capital, as means of subsistence for the workers.

As for theconstant part of capital is concerned, it is itself equal totqmsce

plus surplus-value, i.e. now equal to cost priees grofit, and this profit can

again be greater or less than the surplus-valusevptace it has taken.

(Marx 1981, p. 261; emphasis added)
This passage then continues with the part quotdduménil (and above twice):

As for thevariable capital ...
We can see that constant capital is discussedsip#ssage in a completely parallel fashion in
the sentences immediately prior to the sentenocastatariable capital quoted by Duménil.
Marx is not suggesting in this paragraph that aomtstapital and variable capital are determined
in different ways. Rather, he is saying that lib#hconstant capital and the variable capital, as
the two components of the cost price, are now seée equal to the price of production of the
means of production and means of subsistence s riidue to the values of these goods, as
originally assumed. However, as already discugbésipoint does not affect the determination
of the magnitudes of constant capital and variabfgtal. Both of these two components of the

cost price are taken as “given preconditions” hassums of money capital advanced to purchase

means of production and labor-power at the begmoirthe circulation of capital.
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4.4 Net price equality

Like Foley, Duménil redefines Marx’s aggregateervalue equality imet terms, rather
thangrossterms. However, Dumeénil’s precise definition loé taggregate price-value equality is
different from Foley’s. Foley’s definition is thtte ‘value added component of the price of
thegrossoutput is the same for both values and pricesadyction. Duménil’s definition, on
the other hand, is that thetal price of thenet output is the same for both values and prices of
production.

However, Duménil’s formulation contradicts the ibdegic of Marx’s theory of prices of
production. According to Marx’s theory, the priag@groduction of individual commodities, and
also of groups of individual commodities less thiaa total commodity product (e.g. the net
output), can be equal to the values of these iddalicommodities or groups of commoditiis,
and only if those industries that produce these commaodities theeaverage composition of
capital (ratio of constant capital to variable capital)h@tvise, there must be some difference
between values and the prices of production ofethedustries in order to equalize the rate of
profit across industries. Therefore, the pricerafduction of the net output will be equal to the
value of the net output and only if the net output sector of the economy is the awerag
composition of capital. Since in general, thisessary condition will not be fulfilled, the price
of production of the net output will in general different from the value of the net output. To
impose the assumption that the price of produatfcthe net output will always be equal to the
value of the net output, as an “invariance conditics to contradict the basic logic of Marx’s

theory of prices of production.
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Dumeénil acknowledges that Marx always stated tigregate price-value equality in
gross terms, and never in net terms, but he arnfpaedlarx was confused in these passages,
because he had not yet written Volume Zapital, and in particular had not written Part 3 of
Volume 2 on the reproduction schemes (1983-8449; 4986, 43). According to Duménil, the
main point of the reproduction schemes was tofgléine distinction between the gross price and
the net price of commodities. If Marx had writtenlvme 3 with this clarity in mind, we would
have emphasized the net price-value equality, aalstd the gross price-value equality.

| agree that the main point of the reproducticimesnes was to clarify the distinction
between the gross price and the net price of contreed However, Marx’s specific point was
essentially th@ppositeof what Duménil suggests. The reproduction sclsesmne primarily a
critique of what Marx called “Smith’s dogma”, acdorg to which the entire gross price of
commodities “can be entirely resolved into revehue, into wages plus profit plus rent, or into
the value added component of the price of comnmexjivr the “net price” of commodities.
Marx argued that Smith’s dogma ignores the constapital component of the price of
commodities. If Smith’s dogma were true, this wbolean that capitalists would not be able to
recover the constant capital consumed in productiod hence would also not be able to
repurchase and replace the consumed means of pidud@herefore, Marx’s analysis of the
reproduction schemes emphasizes that the reprodusticapital cannot be analyzed solely in
terms of the value added component of the priceofmodities, or the net price of
commodities, but must instead be analyzed in teifntise gross price, including the constant
capital component and the recovery of this compbnéee Moseley 1998 for an extensive

discussion of Marx’s reproduction schemes and fhiisjge of Smith’s dogma).
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This main point of the reproduction schemes wesadly clearly in Marx’s mind when he
wrote Volume 3 ofCapital in 1864-65. Marx first developed these ideasrduthe early part of
theManuscript of 1861-63while writing about Smith (in Sections 8-10 of attwe know as
Volume 1 ofTheories of Surplus-valueAlso, in a very interesting and important letier
Engels in July 1863, Marx presented a sketch ofépeoduction schemes, in which Marx
explicitly stated and emphasized that the maintpafithe reproduction schemes was to refute
“Smith’s dogma”. Therefore, Marx’s analysis oétreproduction schemes provided no reason
for him to change his many statements in Volumbduathe gross price-value equality to
statements about the net price-value equalitanything, this analysis of the reproduction
schemes provides additional reason for continugghasis on the gross price-value equality.

In summary, the differences between Dumeénil’srpretation and my interpretation are
greater than my differences with Foley’s interptieta In addition to the key differences
regarding the determination of constant capital thededefinition of the aggregate price-value
equality from gross to net terms, there is alscethen more fundamental difference with regard
to whether the key concepts of Marx’s theory rédennits of money or units of labor-time. |
have also argued that Duménil’s interpretatiorhefkey concepts of Marx’s theory in terms of
labor-time is a fundamental misinterpretation ofrkiatheory and the phenomena which
Marx’s theory is intended to explain, including tigory of prices of production. | have also
argued that Duménil’'s arguments and textual eviddocthe different determinations of
constant capital and variable capital and for ggefinition of the aggregate price-value equality
are weak and unconvincing.

5. MOHUN’'S NEW INTERPRETATION OF MARX'S THEORY
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The final version of the “new interpretation” tHawill briefly consider is by Simon
Mohun (1993). Mohun'’s interpretation is closeFtey’s interpretation than to Duménil’s
interpretation, in the sense that Mohun arguesNfaak’s concepts of wages, value added,
profit, and prices of production are defined imisrofmoney, and that Marx takes threoney
wageas given in the determination of surplus-value mamckes of production (although, unlike
Foley, Mohun seems to define constant capital aéei capital, and surplus-value in terms of
labor-time).

| will not consider Mohun'’s interpretation compesgtsively, but will focus on one
important aspect of it: the justification he prossdfor taking as given the money wage rather
than the real wage, and thus for determining véeialpital differently from constant capital.
Mohun’s justification is based on the unique cherastics of the commoditiabor-power that
is purchased with the money wage.

Mohun argues that there are two options for defrihe value of labor-power: (1) as the
guantity of labor-time embodied in tigeven real wage or (2) as the quantity of labor-time
represented by thgiven money wage If prices are assumed to be equal to their wlag in
Volume 1, then these two definitions are the sahlewever, in the more general case where
prices are not equal to their values, then thesedifinitions will not be the same, and one has
to choose between them. Mohun argues that, imibig general case, the second definition of
the value of labor-power should be adopted, ientbhney wageshould be taken as given.

Mohun’s argument for this second definition of tfadue of labor-power is that labor-
power is a uniqgue commaodity, in that it is not proed by capitalist firms. Therefore, there is
no equalization of profit rates involved in theatetination of the price of labor-power, i.e. no

transformation of value into price in the casealidr-power. The unique commodity labor-
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power actually exchanges at its value, i.e. itegis proportional to its value. Therefore, the
value of labor-power is measured by the actual mavege paid to purchase labor-power, and
not by the labor-time embodied in the means of istdrsce.

Mohun argues further that the above argument doeapply to the means of production
because they are produced by capitalist firms henl &ctual prices do involve the equalization
of profit rates. Therefore, the value of the meafngroduction is equal to the labor-time
embodied in the means of production in them, ama general not proportional to the actual
money used to purchase them. Constant capitairigedi from the given means of production,
first as their value and then as their price ofdpiaiion, as in the standard interpretation.

It can be seen that Mohun’s reason for takingibeey wage as given, but not taking
the money capital used to purchase the means dtiption as given, has to do with the unique
characteristics of the commodigbor-power. The money wage is taken as given because
labor-power, and only labor-power, actually exclemgt its value, which implies that the value
of labor-power is measured by the actual money wage

| argue, to the contrary, that Marx’s reasongdfetermining constant capital and variable
capital in the same way - taking both as giverthasactual money capital advanced to purchase
the means of production and labor-power - haveotwith the nature of the circulation of
money capital not with the nature of the commodity labor-pow&he circulation of money
capital is the advance of a definite quantity ofnenp capital in order to recover more money
capital, which is the most important phenomenooagitalist economies and is the main focus
of Marx’s theory of capitalism. The circulation mibney capital begins wittmoney, a definite

quantity of money capital advanced to purchase meaproduction and labor-power. This
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starting point of the circulation of money capitahlso the starting point, the initial givens, of
Marx’s theory of the circulation of capital.

Mohun'’s interpretation, like Duménil’s interpretat, loses sight altogether of this
central focus of Marx’s theory, and Mohun focusisrdion instead on the determination of the
value of labor-power. From Mohun'’s perspectivehaf unique commodity labor-power, it
might make sense that the value of labor-poweeisrdhined differently from the value of the
means of production. However, from Marx’s perspecof the circulation of money capital, it
makes no sense that constant capital and variableatare determined in different ways.
Constant capital and variable capital are both aorapts of the initial money capital, and both
are advanced prior to production, and thus bottkaogvn prior to production, and therefore
both are taken as given in Marx’s theory. Agdmerée is no hint in any of Marx’s writings that
constant capital and variable capital are deterdhditterently, and in particular there is no hint
of Mohun’s argument for such different determinaipbased on the unique characteristics of
the commodity labor-power.

Mohun'’s different analytical framework is indicdtby the fact that his analysis focuses
on the “circuit of labor-power”, which he represesymbolically as (pp. 398-402):

(5) c-M-2C

Mohun emphasizes the two acts of exchange in ttusit (1) the sale of labor-powe€(- M),

and (2) the purchase of means of subsistekice@). The main point of Mohun’s argument is
that the first act of exchange is an exchange oivetents (money wage = value of labor-power)
and the second exchange is not (money-wagaue of means of subsistence).

In contrast, | have argued above that the analyfiamework for Marx’s theory is the

circuit of money capital which is represented symbolically by:
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(1b) M-C .. P .. (MM

The title of Marx’s book i€apital, notLabor-Power The main point of Marx’s theory is to
explain how the initial given quantity of money @&ap(M) is transformed intononey capital

(M + AM). The initial quantity of money capital is dividiéto constant capital and variable
capital (i.,eM = C + V), which are determined in the same way, as theahquantities of

money capital advanced prior to production to pasehmeans of production and labor-power, in

order to make more money.

6. CONCLUSION

The “new interpretation” of Marx’s theory is anportant advance in Marxian
scholarship, especially in Foley’s version. Howeewen Foley has only partially succeeded in
breaking away from the standard “physical quarditiaterpretation of Marx’s theory. Foley
rightly emphasizes the monetary nature of Marxéotly and this leads him to assume that
variable capital is taken as given as the moneyeveagl not derived from the given means of
subsistence. However, Foley continues to assuatetimstant capital is derived from given
physical quantities of means of production, ahendtandard interpretation, and therefore ends
up with inconsistent methods of determination afstant capital and variable capital, and
erroneous conclusions.

Therefore, | argue that Foley “only goes halfwaybreaking away fronthe standard
“physical quantities” interpretation of Marx’s thgpand that he (and other proponents of the
new interpretation) should “go all the way” to anststent “monetary” interpretation of the
determination of constant capital and variable tedysh Marx’s theory, as discussed in this

paper. According to this interpretation, Madid not fail to transform the inputs of constant
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capital and variable capital from values to priceproduction, because tsame quantitiesof
constant capital and variable capital &deen as givenin both Volume 1 and Volume 3 - the
actual quantities of money capital advanced to purchase means ofiptimth and labor-power

in the real capitalist economy.
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ENDNOTES

! The proportionality factom has been called by Foley and others the “monetgoyession of
labor-time” or the “MELT".

2 See Marx’s equation on p. 265 of Volume 3.

® This earlier draft of Volume 1 (the second drafteiathe first draft in th&rundriss¢ was
published for the first time in German in the 14ifOthe authoritative 150 volume Marx Engels
Gesamtausgabe, or MEGA), and in English for thet fime in 1988, and it includes more
methodological remarks than the later simplifiedsi@n of Volume 1 with which we are
familiar. Therefore, it is a very rich source farther study of Marx’s logical method,
unfortunately, it has not yet received the attentiaeserves.

* Duménil's book on the transformation problem watiten 25 years ago, and his last paper on
this subject (that | know about) was 20 years dgion’t know to what extent he may have
changed his views since then. So, when | say “Duilreénterpretation”, | mean Duménil's
interpretation in these writings 20-25 years ago.
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