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HENRVE GROSSMANN' FALLING RATE OF PROFIY THEORY OF
CRISIS: A PRESENTATION AND A REPLY TG CRITICS

Stavros Mavroudeas” &
Alexis Foannides™

Henrwk Grossmann wat the first Morast economist that propoesed a theory of
crisis bosed on the Marxian low of the folling rote of profit due tothe ircreasing
argeric compoesition of capital. This view, while initially disappoindingly
minodirarian, fae become vevy popilar nowadaye within Morxust Politicol
Eeonsmty, At the ramte time Groszmonn's theory hos been severely criticised by
many economisls feg., Suvery, Howgrd and King et:.J in uus . .f!nf.
Groasmoriha 'y Bheory ir presented. Thar i is raformacd
tothe Horvod-Domar tradition of growch models. Mddermnewmﬂm
dre being reviewed critieally. Finelly, i concludes by srguing thae Grosemann's
Huwy dapu'e dmwloawmwmwbm

a valid Iytical bagis. As sueh if iz a trie
Jfoundar q’mudem thegriey of the Mma rete of profie theory of erier,

INTRODUCTION
Henryk Grncmann ig nnnwnsd asthe firstMarxlst mncwmjs‘l who, during the
mid-war ary, fi d a theory baged on the famons Marxian

law of the Tendency of the Rate of Profit to Fall (TRPF) caugad by the incraase
of the Crganic Composition of Capital (OCC) This pers'pective, while very
popular nowadays within Marxist Political Economy, had negligibla suppon in
the beginning of the 20* century when n:wd‘.rn Manust debetes on erisis theory
began.l)nthemlrary the othar two b i tives {the
th of ption and of disproportionality) dominated the scene.
Girogsmann was born in 1881 in Graww. coming from a rich Jewish family.
He studiad Law and sconomics 1n Cracow and Wian with the esonomist Bohm-
Bawerk {a }eading proporent of the Austrian school} and the Marxist historian
Karl Grumberg. He became active in the Left during hia student years, was a
founding member of the Jewish Sorialdemocratic party of Galicia and, finally,
in 1918, he joined the Polish Cormmunist Party. At the same time he worked in
the Central Stetistical Agency nd in the Free Polish University. Facing political
persecutions be wes forced, in 1925, to migrate to Germany. There he worked —

* Twpamzar of Economics, Univensity of Mecedonin, Thenalonili, Greere
** Dreparmmenr of Econamics, Univensity of Mocedonin, Thessnlonik, Greece.
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after an invitation by his former teacher Orunbery - in the famous Frankfurt
Ingtitule foc Social Research where he became a professor in 1930. He feft
Germany in 1933 pfter the Nezis' ascent to power and went first to Parie and
then to London. He anded up m 1937 to Hew York where the whole Ingtitute for
$ocial Rassarch had moved. After the 2nd World War e yeturned 1o East
Germany and he wag jnaugurated profeasor of Political Economy in the

Univerwity of Laipzig. He died in 1950.'
Grnamann A magnug Opms, the 'Dns Altknmnlatlons und
929

{it wran pubhshed m an Ensl:ah h'egnetﬁllly] nhnd@ed vemom in 1982 an ‘The
Law of A and B of Syatem'). He also wrote
B, de de 5i di and hie tbeones’lnhenehmlm”dnbe
“Evchutionary tevolt against Classica] Eootmics’ in English in 1924 also. Another
important work by Grossmann is the Die Andarung des u.rspru.nsluche
Aufhauplans des Marxgchan Kapital nnd jhew Ureachen'{'The change in the
initial structure plans of Mary's Capital and their canses’), written in 1929,
which studies the wructure and the methodology of Marx's Capital a feld in
which followed the famons work of (the aloe Polish) Romen Rosdoleky (1977).

This esany gindies Croxgmanty's thesry of crigis and the macrodynamics
analysis following from that. The second chapter prasents Mare's analysis for
the TRPF and the modern debates about it. The third chapter analyses
Groasmann's eunn-lbuﬂon and focusss on two particaiar aspects: (a] ita fencio-
political and th ical bach d and ite , crucial by and
reaults and, (B} its relation wnm 1heories of prowih stemmmsﬁ'm Harrod's
(1939, 1948) and Dommar's {1846} conttibations, The fourth chepter reviews
oldarandmwmedﬁqussanﬂwn&onhcerhino{thﬂrmumm The lasi
chepter ludes by arguing that G ¥] Lhonry-deipil,e certain
deficiencian t> a large extant j “"byils P has valid
methodologica! and analylical basie. Az such it is a trie founder of modern
theories of the falling rata of profit theory of eriia,

-THE MARXIAN LAW OF THE TRPF AND THE MODERN CONTROVERSIES
Mert with bis TRPF thesis aimed & thiat the capitalist system Iz inbarent]
permoatad by economic crises, Inodlerwnrds,emnmmmaeslnupth
stem from organic causes. Mormu,heumedhwethat,whilelhewpltal
labour entithesis (e, the wage relationship) is the fund 1 ome of the

list syetam, crigis bend bed ot Jta ground even when there
sanoachvechangeufﬂmclmmimmm‘powsrmﬁvwrofﬁleworhngelm
For this reason he consciously abstracted avery crigiz effect thet can come from
a change in the production process and income distribution that might favour
Iabow Otmseqmnﬂy, he ahdxw.‘ted every factor that may lead to such effects

icularly the p

mehslcoftheTRPFutheﬂollmng The fund ] motive i
~the gest for profits—obliges every individusl capital to strive (a}in the labeur
process againet labour in erder to exploit more the latter (16, to incvwase the
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unpaid Inbome-time) and, {b) in the circolation process wgaingt other individual
capitals in order to realise A greater portion of srplus-value in the form of
profita. In the struggle aguinst labour the mechanisation of prodoction is the
main weapon of capital becavse it enhanced capital’s control o the labgur process
and itz abllity to ¢change in ite favour the equilibrium boiween neceszary and
surplua labour-time {and, thus, betersen lmd A unpaid Iabvuhhme) Thie
b the

enhances the extraction of surp P gl
tion of relgtive aorplus-velue.?
In inti dtali fition every individual capital strive to redues its

unit production costs (it umtcwtmmm Marx's terme)- This dictatez a rapid
terfnical changs which intensifies the use of eapital and sconomises the wse of
labour fi-e. capital intensiva and labour saving technical change)
At this point it ia to distinguish betw hnical change that is
bmdnnamwmhmlngyandleadshanewuchmlomcﬂmdel(nﬂwmu;h
of the p P and ical change within the
isting technological model, In defining tha TRPF we refor to the latter, Le. it
mwmwmatmwwﬂmhndmmlwe]mmsﬂmm The
renson for this is that coly in this caze we can define the OCC an an expreesion
of the Technicea] Comporition of Capital (TCC) end the Value Composition of
GapﬂalWGCJ(mﬁm(lm}l‘Inplmuwmd&awhdnahm of vechnolegy

(4 naw techmol 1 miodel) o the and
vm'lnble capllul {and, of course, their interrelationship) nnd makas the new
parak] tother leus one. Both the stroctures of the

capit l-lab lationshi oflabour)and of the capital-vapital
\ationship (intra.capitali ition) are sltered radically. Such changes

do ned Ilappen mdynorm continuous, They rather occur in special periods
{sometimes after a serious crisia} and take place in digtinct waves of change

{even when their e} te have already d)
Thus, with the assumption of tachnical change within the dominant
technelogical model, i ing preduction methoda lead to more capital

intensiva entarprises which can take sdvantage of sconomies of scale. By
increasing the quantity of fixed eapital processed, voder normal capacity
utiligation, they manage Lo lowet their unit production cogts. Bacauss larger-
soale production enables & giver: number of workers to process s greater amount,
of product, both raw matarials and output per unit of labour tend to rise, At the
aame time, the granter amount of fxed capital per unit output implies higher
dsprecntmn ehirges and nuxlllary matermls coats per unit output.

ds, the higher capital advanced
per unit orfoul.put implies h:slmr unit Jabour coste funit capital}
while the higher productivity implies lower unit labout cogts (unit veriable
¢apital}. For the innovation tobe profitable, the fall in the lutter must be greater
than the increass of the former se that the overall affact would be the decline of
unit production cost (the sum of unit conatant and vnit verisble cepital)
However, unider given technical conditions, existing technology and knowledge
and also the ability to intrease the exploitation of labour have deflnite limits.
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Whean thase limits are ranched, sub i in investment per unit
Mputmllleadwumaller ductions in unit production costs, Thavalore, the
dividunl capital wuuln‘nundr.omhlewalwwumtpm\iMul
mtnﬂwapenaeo(almrrateofpnm The lower unit produrtion coat
enables them to capture a Javger shave of the market, At the sarme time, becanze
the dominant merket price is determined not by the more advanced individual
capitals, but by the average conditions of production in each beanch, innovating
capitals supplement untrpmﬂhs by gveumg xtra pmﬁla in the market. These
area d wnder the augpices of other capitals
wha operabeonavwm or helow average conditions. These extra profits and
the loss of market shara compel sther capitals to adopt the new production
thode Hi - this would oz later curtail the sxtrs profits of advanced
vapitals, as their advantages would ba eroded. When all production is stabilized
at the new technical laval, the result woold be an inereased rate of toial constant,
over total varinble capital and a lower general rate of profit,

'Iheefﬂec!sufﬂmTRPFem“ T u;offsetbyan of the mass
of profit, through the of prod , Sooner or Jater, the
‘TRPF weakens the incentive to mveut Janding to the stagnahon of the mass of
profit. This will lead hﬂiemabd.ilytommt profitably the sccumuleted capital
and thus aperacoumedation takes phwthsammdmpi&almdanmmle
For Marx, the only solution to the pwhlemu;ﬂledevalmsnmn {the destruction?
ofamm;ﬁautmomtoﬂhe d capital. By iz principle, the

privats ch of the gysteimn does not Facilitates &
amooth tprobably planned} devalorization of capital (usually under state
auspices) the devalorisation will take 3 wild, anarchical character; thus leading
to a general crisis which affects even profitable and viable individual capitals.
When devalorisation has proceaded snough then the gurviving capitals will ba
adequately restroctored and the fiekd for profitable investment would be agein
expanded (with the <lomme of many enterprises), These will provide the necessary
ground for & restart of the accumulation process.

Harx recognized that the TRPF co-axists with a pumber of counteracting

iea such as (a) iwg in the wse of conatant capital, (k) emergence of

new spheres of preduction where the organic composition of capital (OCC-the
ratio of constant to varieble capital) is lower (for example, less developad
counteies or new branches), (c) intensification of exploitation, (d) imports of
cheap inpuis and depression of wages below the value of labour-power (for
example, due to increages of the resarve army of labour), inm‘.mihmry
whm.her the TRP? or 1:3 counter-tendancies will prevail is » matter of
rinciple, the TRPF is {he dominaxnt side of this

oontrndv:tory vmity beuuae the eou.nr.er-tendenclﬁ operats within simict
titlon induces rapid technical

change, which mmmocc.mmmmmmrmmn
employs workers. This relative dispﬂanemmt of wurkera by me'lunel s met
with deflnite limite in the sbility to i {le i the
extraction of surplus.value). This is o because, vmder a given technological
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todel, capital is ssverely constrained by human physical limits in how mush it
cun increase labour exploitation.
The TRPF haa best: st the cantre of moders debates. Most of its critics refor
to the Okishic (1861} theorem, which maintained thet vmder certain assumpbions
of the real wage, perfact ition and soou) viahle tachmical change
rﬁaeslhuateofpmﬁl_uommuﬁ:aﬂy sfﬂmrealwagvmmnmmmmm
fi.e. if capitaliets rip all the benefita Brom the imp
thenﬂlepmﬁtratewuldmme ltcmon]yfallu‘vmrkenmhmﬂwdat
leasl.p&l'tialb'b! Hence, if"
change that imi; lhepmﬁtratethenthelammmmto
fali. This thesis bhas baan d d from ¢ tives. One routes has
. been the questioning ofOluslm.s asqumptions. Foley (1988) has shown that
with » wage rete rising to maintain 5 congtant wage share of output, capital-
using technical change lowers the rate of profit. Fine (198%) also rejected
Ohduosshuceqmllhmmfrmewwkandwmd!hummlawma

dictory naity of the cont d lating a riging TCC to & rising
OO and its dencies (o mmmnﬁmv&}
Another P t5 Okighic’'s tons but criticizes hi ik

Shaikh {1973&1 distinguishes betwean the rate of profit eatimated over total
fixed and circalating capital {that ig, covering tha value of producer durable
goods which I.ranslhr theit value over a nnmber of penoda) and the mm'g:m of
profita, esti d over & coats only. O duce new

which-by lowering ¢urrant costs-increase tha profit margin but reduce the pmﬁr-
rate (through increased mechanization ).

Tn & nutshell, Marx argued that it is the very success of the syatem {the
rapid increase of acoumulakion) that leads to its failuse (the (nability to mstain
thoa profit rabe and, thus, to jta fall and tha subsequent crigis), This falure can,
ultimetely, ¢nly be surpassed through a destruciion procesg (i-e. the
devalovisntion of significant porticns of capital). Only this can, in the end, lead
to & renewal of the sccumulation procass from leaner and more robust baees.
This twin dialectical process of sccesd - failure and deatruetion - creation i, for
Merx, the crisis process.

GROSIMANN'S THEORY OF CRISES

Groaamann's intessst for the problem of ic crigin was fi ted by the
mmdehhwlﬂlmthelﬁﬁmmebemmgoﬂhsw:enm 'Dnalarga
extent his debute was triggered by E. thesis —rep

the I'ad ‘o iate’ - that kol I‘,m.a inad to 1}

collapse and, thus, the Iabour mugvemant ahould strive tp reforsa lr.gndunlly
Thia theria was challenged from macy and different quagtars, [n the beginning
it was confronted by K Kautsky, the grand popa of German socinldemocracy,
who it the end agreed with Bernstein's conclutions. From snother perapactive
lt. WAE challengadhy&lamomburgwhoarswd that economic evials would lead

' She atirnibuted the canee of crisia to nnderconeumption
ti.e. the lack of suificient demand) and, at the same time, she explicitly rejected
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&wuofﬁansmnhw(pmkulmy hja\?o}ums'sll schemeoofrepwdumonl
In hear political e argued for

In the same vain, Stemmb d: ‘ln ic theory, wlllchndopted
1 byhuﬂ.r k alldtho‘- h dgte’, but tuded with the
same v eall, Bt for th rih of the ayatem does not

m&omemmicnmdty bnl.ﬂmoihienlreqmrmems of a voluntariet
vature,

Grossmann rejected all thess views. He vehemently disagresd with
Barnstein's analyxis and pohlual reformism. Bt at the saine time he dizagreed
with both 1 and Sternberg’s voluntarism, He
Wuodthaﬂhedmah\mlefwthemrlhnwefdnnpdlalms‘!mmum
being in & void but h i v and
Thus, this struggie depends upon the i crifis tendencies of the gysten
that tend to Jead it to sconomic collapas, A.Ilhmd:he]lnbeenmaedhy many
for adopting and economistic and crudely dounnimut a]mmach Gmwmann—
becauss of his active political
class mruggle and itz ponsibilities ntther Im purpal‘bed thatthe sym i going
1o be overthrown solely by an economic coliapse and indspsndently of class

uggle. He, b intaingd that ] theas processes are founded and
operate within ohjective economic conetraints,

For Gromammenn the cause m‘eonnmmc mm doas ot uwm from secondary
facers of the capitalist I tionsd trads ete.) bt from
the very essenas of y Iation, He, therefs
all thege mndarycﬂmfm thutulemfmmdnseoemnd.aryfamsor
capitalism (e.g. disequilibria of pupply and demand, problems of monetary
intermediation and of the finsncial structure). He alee abstracted the effecta of
working class’ gtruggle on both the change of labour relations and income
digtribution. This does not imply that 11 does not play u significant role. But
Grosamann, by freezing’ ity operation, aimed to prove that eapitaliam is
inhersntly prons tn criges (rrespectively of working cless’ intervention,

From within th ive, be p nuensrai theor ,m e CTisH
ie onglhatm!yusﬂngennal abstract and
irreapectively of their historical specific forms of appearance. Tha vahicle for bis
rhmwaathaBamr 11914} mode], Thix model was created in order to refute
4 3 lhoorydmmandcolhpoe v ok beemed Do
ﬂle jons of (a) en | ng OCC (and thus a TRPFY, (b} squilibrivm
hotwmnsnpply nnd demand, (e} constant ket prices fequal to labour values)
mrifdjmitantvalueofmnw Slmuhhngl‘hismodelﬁurdeenermM

that vahh [e! 3 the atl 1 and m
that aftar several years the system is indeed gotag to coltapes.

The Baner-Grossmann Model

Grossmann's reforzuletion of the Baver mode] i & two-sector model
(departmants of means of (a) prod and {b P in the vein of

Marx’s raproduction schemes, He makes the following asromptions:
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Thig ia a cloged econpmy model.

']‘hmmon]ympluﬂuuandwm.i.e. there are no intarnredinte classes
te.g. there ie mo separate class of landowners and thue the complications of
greund rent} Alm capitalisty are pure indugtrial capitalists {ia. the

d by the op of hant and money-desling capital
ara be\ing abstructed).

‘I'he rabe of smrplus-valie s constant izt 1000%),

P g rata of i in and geared to the rate of lucresse
ofvanable capital,

The wage rate ia congtant.

Capital's turnover period is the same o all sectors {one year}.

The rate of accumulation is equal in the two departments.

The rate of increase of constant capital i higher (16%) than the rate of
inerense of variable capital (5%), 5o as to exthibit the rising OCC.

The following is his own matk tical for ion of Lhe modal, slightly
modified:

If¢= conatant eapital and v: variable capital

k. capitalists’ coneumption share

w,: rete of accumulation of constant capital

w,; rate of acemmulation of variable capital

+'; rate of surplus-valuw

5. mass of surplog-vaiue

10 OCC (K1 =civ)

L .
erofpmm{R- TCL.N D
¥o¥

(1} ¢, =y, where ¢, initial constant capital end ¢; copstant eapital after

+ parviods
r=!+[1‘:;3]

(& » =ww ,whers v,; initial varieble capital and v; variable capital after
 periods

w-n[%]
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»

£
3 s=k +a;|—0«6+a,ﬁa

k+a‘—-“—+a,L
W g 100100

cEw

. ¢ ¥
151 Total value produced fa: AV=c+v+k+a‘ﬁ+a,

100
(&) The rate of the capitalists’ consumption share to the botal surplus-value
ks
1) The rate of capitalisté’ investment {in tant and varishls sapital) to
&

the total surplus-value is _..M

(3) The mase of surplus-value is derived from:

TR N

and
N fev, [LJ
LE1) LT
By equating {8a) and (3b} we get:

5=a) )
Fay T g i
o ke S (]

By substituting (1} and (2) in (99 wa get:

vw's' — ) _&r'a,
100 100

In the Bauner-Grosamann model the initial levels and the rates of geowth of
congtant and varlable capital are given The rate of suvplus-valus is, also, given,
Henos, the mass of surplns-value ia derivad. As it can eesily be discerned, all
the crucial factors and chythme of the mdel are mven xcapt t‘mn ths
diwtribution of sarplus-walue b and
investment, The latter in dlﬁcﬂy determined by the (givan) rates of growth of

tant and veriable capital Therefore, the only variable of the model is

k=
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| ion share. H L th it Jati
~dictated by the rates of growth ofwnstanl and variable mp)lal-reqmre
contfnuously incvansing fands, Om the other hand, the extraction of surplus-
vahue fails to provide-to the required extent-these funds aa its rate of growth
{with & conetant rate of surplus-valua) is determined hy the rate of growth of
variable capital {which iz by hypothesis smaller from that of constant capital),

Therefore, in order for the rhythm of lation to be suptained, it i ¥
funds to be transferred from the only availabl iable pool {Le. capitalista’
mnsnmphon share) to the capltalists’ investment share. Thiz graduel

lends ultimately o the drainage of the first share and,

consequently, to the wllapse of the system.
In Grosamann's mode] wheo & = 0 then:

wE-a) o gy g [_]h&h (:J',Q-.ﬂ'-_)
100 i Lt it an ) T aB,
By taking the logarithmic form of the latter we can calenlate the time

of oollapse of the sywtem, which is 4 roal number under the assumption that

EaE

5-a,
fog——=
&,
100+ &,
log %
8 {00+a,

=

A it can be soan, the timing of collapse depends on (1) the initial DCC (Q,),
{2} the rates of growth of conetant to, ) and vaviable capizal () and, (3) the rate
of strplus-value (). The highey the initinl OCC and o_the sooner comes 1ha
collepse. Convarrse]y tha higher the initial o, and & the later mmutham]lapse.
Theie Jati Ihowthe thods that ¢an be amployed in order to delay
the by d to Yower the rate of
mmho(wwdevalonmommwaplml t0 lower wages or to export capitals,
In thepe cages crises can be managed and ingtead of Teading to colltapse they will
regult in ¢ydical Auctuations (i.e. in the cyclizal suceansion of phase of boom
and down turg).

Moreover, Grossmann (1952, p.71-2) perceptively braught forward the
Marxian relationship betwreen the fall of the rate of profll and the mags of profita.
Hepoinmiwlthn!nﬂninimlpoﬂodiﬂnmwmbnwuh an
increasing wass of profite and an ion ghare.
Only after the 217 year, in his simulation, the TRPF leads to  full in the mass
of profits. Fmesmnnn(lM p?‘f! " Wtheowyoflhsmnmwde
wust be based on this o bety the raie and the
mnseofpmﬁt_Thgl.nmlngvaloriuhonofcapﬂtﬂllemmahoommnmth
a falling rate of profit. Oun the contrary, the inperfect valorisation of capital is
tha causs of the downturn and, ultimately, of crisis. It is very interasting how
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Grossmann relar.es the unperfect welorigation of capital with ite
oversccumuiation. In the boom phase, sooner ot fatar, atart i

faster than the surplus-value that can be extracted from the given population,
‘This will cause overaccumulation and, thus, imperfect valorisstion of capital.
Thin will Jard to downturn. In this phase the mast of profits would contract
abrupily and, consequently, the added eapita] could uot sustain the required
thythun of mvumulation. This will result in (a) unemployment and, (b) a mess
of capital that cannat, bs invested and remains nile, axnctly as Marx hus

d. The app of {i t refutes directly

Bauer's rasp to ;! domi TheMarguodﬂminwfaras
eapital de sufficiently fast @ keap pace with the growth
of population—with a swen Iml ofpu'nductmty——the sysbem will create the
ket it neads irresp ly of the ing 0CC. G proves thet

eapila]jsmcmnmsuminsuchnpm“omwmhenguuthattham
army of lobour coused by the deficient ecrumuletion of capitel iv a different
mnﬂmﬂnmﬁmmﬁmdwhembymcmms The latter fa & tormal
of Jiwt competition and technical
chmggandh.ppmmninpbumﬁbmm Conh'aﬂly,unmplwm ent caused
which is, alw, g ted by the TRPF due to the
mmmgﬂw—hamﬂpwuhnnhwuowymunphmomownm

Baver—Grossuann wrd Harrod

Orzech and Grell {1983), Bronfankremner and Wolfson {1934) and Samuelzon
arxd Wolfaon (1886) have brought forward the similarities between the Eaver-
Grossmanz snd the Harred model. [n order 1o do so they have fermul siod gingle-
sector models by sggregating the typical Marviar two departients of prod netica.
This e a path that Groasmann, after Bswr, had also followsd in his mathamatical
aradel; although be kept in his oumerical simulations the two settore. What
follaws is an exposition of tire Banse—G mode) following Orzech and

The main assumptions srs the apnve, of course, with thoss presented in the
previous chapier with some notatiocal changes.

1. Population's rate of growth 14 equal Lo the rate of growth of the workfores
and, consetpoently, to the rate of growth of variable capital. The later iz poslted
asconstant at a level b, Therefore, the increase of varieble capital .4 Bhe portion
of surplus-value that goes b finance the ncrsase of variable capital) b

AV =¥, = V=140, m
11 The rate of rurplus-value is posited an conatant: s = 3.
Consequently, the mest of surplus-valoe (M) i M = pV.

A3 a result, the growth rate of surplus-value is determined by the growih
rate of variable eapital-

MoV oWl MV, @
The mesz of surplus-value finances (a) the growth of constant capital (AC),
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(b} the growth of variable capital (AY)and, (¢} capitaliets’ p P
share (Kk

M=AC+AV+ K

oI mmﬁmﬁmwwmwmdnmnulwaa
™

fore, the eapital is:
AC,-uC,:vC,—{l-vu}Cu =]
IV_Aceording to the Labour Theory of Value, total income squals new value
¥ oV M,
which, via (1) and (2), is transformed fo:
FmilapiV, ¢ u(+ PV, )
The time expressions of all these relations are-the following:
¥ =Vil+pr {1a)
€= 01 kaft 128
Mo ¥ (e pH [3a)
Y u(l+phil ey, (da}
And aceordingly:
AC, waC (14 oyt (5}
AV, = p¥iL+ pr? [L:3]

V. Beeause the OCC iy posited s incressing OCC, then o> .

VI. Becauss p is constant md the OCC 18 incyeasing. o ever increasing
rate of accomulation is required in order to secure the:
of the arystam. That b, the ratio of total investment A {in constant and variable
um]wﬂwwtﬂsurp]uwalmﬂlmminmmmmﬂmmmm
in TS

A _AC +AV, aC(+ar +AVil+ Pt l+u [
o Ol 1 BRA BT _o v 2
n n

M, M WVl + Pyt T+5
From this it follaws that the rate of: lxtion st 1 ina ¢
rafationship to o and B:
[
1+p
VII The rate of profit Eally because of tha incrassing QCC:
. M, ¥ L -0 +V, C+v ¢ [
ey c+v'“[ Ta¥, [cw"c.v]:&"‘[' v

which, ¥ia {1a) and (2a}, is tranaformed to:
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Cil+a)!
@

R'="[1-C(1+u}'“+1’(l+ﬂ)'"
Slmapiummnt.themofpmﬁxdependswthepmomeum
mthmﬂ.w w>g, the incresses faster than the
and, yuently, B, ia g gt anid bonds to 0. This it proved

as follows:

The limit of (8} depends on the imit of the mio wﬂtnn the parenthegis
which, divided by the faster i g term, is

lim C,(h-a“
Gyl +af! C (1 +a¥! _
Cil+af T+ Wil pFt L Glteal L V81T
il +of! +lml’-',(1+a)’"
1 1 Ba}
1+km TP AR
ca+rar’ &, flear

litn

1
Because a >, then 1%5 <1 and thevafore it tands to 0. Thua, (80 becotnes

1
l+_ll=l and (8) tends to 0 a8 the parwnthesis is nilled.

In this model the Harrodian mate of growth of net income (g} follows
population's rate of grewth:
Y., -5 _lll+u)(‘.l+BYV| =(1+pXL+ BV _(1+MXI+D)'"IWI -t

5F Tepdl+ BV, L+l + BV F,

Respectively, the rate o’ growth of gross income (g, ) i

SV e MG Ve MY (G, Y ) - 4T
&" C+V, + M, {+¥,

C (Leaf +{L+pKL+ YV, - O+ al {1+ pKL+pF 'V,
Cil+ a1 +pil + PPV,

wile af ' +{L+ pil +«BY 1AV,
Coil+ 0f " 4L+ phl+8F7W,

Because a > P and ineome (¥ + M) increases at the rate  (as both Vand M
fo]lowthurhythmlwi‘nleoonmtcapltalmcreasosatdnrawofu them in the
procese of time g, app: iy o C , there is &
deviation from the balancsd growth pm.h
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The mechanism of this & and, ulid , of eollapee—tan be seen
dearb'ahamthaﬂwmd:mmulahmulmwl]hwn for the Harrodian
Imife-edge equilibrive to hold it is required that the warranted accomulition
rate 1s equal to the actusl avcmmylation rate and both of them equal 1o the
population growth rate,

‘The warranted growth eate is:

Gy = AYIY m 3y
where Y: income, S: savings, 9 average (and marginal) propensity te inve, o
output—capital ratio, It capital stock, and it holds that: § =#Y, & = AFiaT.

The Harrodian savings (income minus dion) is the i in
Baver-Grossmann:

B mY, =V, 4 AV, + K)u (V4 B}V, 4 AV, + E) = (V, 4 AC, + AV, + K} = (V, &
AV + E)=AC,

An it can be sesn From this relationship, for Harred inved it is only the
nerease of constant capital.

The Harrodian average propensity to save 8 the ratio of kotal aavings to
tota] jucotne, [n Buuer—Grossmazn borins this iz translated as follows:

aCyil+a)’
bom ST, = LY, ACKY, + M) = i ®

The output = capital catio js:

U+ IV 0L+ P
- - BL+ w1+ DY
G = AT 2 AYAC = Clear 1103

From (8} and {10} it ia darived that:
soep
That is, the Bauer—Grossmann model fulfils Harrod's balanced growth

condition:. However, Drzeth and Groll has shown this similatity to be superficial.
In the Harred model o and 4, are ounitant Cootraziwize, in tlls Baum*—

Groasmann model s, iz i lon must
whemas ais d.emnsmg Slmply the ch of the one p ter are
lidated by the opposite changes of the other. From (9) it can be seen that:
__a Cflee -
Al [HB] {11
Beenuse [(1 + w1 + Bl = 1 by definition. £ n without
Similarly, from (8) we gut: .
R
¢ e Ohl+a o

Because [(1 + fM1 + )] < 1, o decreases without constrainta,
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Till noer there would not be any probism of reproduction desgite the fact,
Mlh.mmbmmhgmmmdmempﬂdlnmwandﬂumm—
capital ratio iz i Eut, the B ot model
ddlﬁnnnﬂymmammm)ﬁmﬁwlhwhkhnqwui B contivigonaly
lm:raaainz Prwe'nﬂty to gave {ie mvestmenls rate of growth) so a5 to

product: t (that i
mﬁmwmwwwmﬂlemsmmomﬂm
incrense while the rate of surplos-vaiue remains conatant, [n order to sustain
the rhythm of accumylation funds gre being frapsforred from capitalists’
conaumption share, This ia possible 1] thia share i# completely drained. Then
the grstom collapess

This process of collapse has beens proved by Bronfenbrenner and Wolfsca
{1884), [n the Bausr-Grossmann model workers do not save and capitalists
#ave a portion ir he total Jue-value, i and Wolizon {1984
argue that the Magrisn equivalant of Harred's rete of savings is,) i aqual te the
product of the propensity to save o of surplus-value (¢} and the surplus-
value (uV,) divided by total income (F,). T'Insdwﬂnﬁim bd.ween the !O‘dﬂaﬁ
meandlho;mpmdtymanoum pl ¥ b
velue is divided hatween i t and capitalisis' ion ghare. Tha
portioet that goes for investment is further sub-divided betwest the pert that is
sxpemhdforvmableeapltdmdlhepmlhatmexpendedﬁwwnutantwpﬂal
The former part ia indj ion and only the
latter part constitutea—in i{armd’a Iarms«—mvostment. Consequently:

EATL A AT B L
, ==t = e e e 29
ATTF TR prY, T1ep (3

Moreover, the propensity to gave out of surplus-vaine hes to be greater
ﬂlanmro (1e. greaterthallms >0] But, beeausecapdta]jmaxpemd aparlol'

wndencybonvnsmallerthmumwoc.a:s’cl
From (9) and, (13} it is derived that:

- -1
s _ & Gflra -_gﬁ[“ﬂ]
I+h 1+pv;[1+s) SE LT AT 143
Eequatiou (24 ahows that the gave out of surpl d
uponanumberofﬂlmrs(u,p,plmdcﬂrmweMaIDOC]whidimaﬂ
exogenously predetermined. I'\n'\‘.lleratsof 1] !.obe o—as
the increasing OCC causes the fall of the pr it in requi ity

10 save oul of aurplus-value to incronse ramdly 'ﬂuswhlﬂlesdwn capﬂalishs
consumprion share till the eystem collapses.

QROSEMANN AND B3 CRITICS
Oromsmann’s theory has baen seversly criticised both during his days and
later. Mom of the mritiques durizg his Hme were either diasgresments in
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principle (usually from other erisis theoretical st |
taes Exha {1505, 20047). Howeaver, anumhenﬂnueanjuquujnparﬁuﬂu
attention.

Onua line of eritique foensed on the political aspects of his thesta and sccused

hmn{mnmhﬂhmmdhmgma&dlmmmdm“am
) B theory). has incingly refuted this
riticiats (aoe Kuhu (1595, 20047). This eriticians hag been veiterated, in a slightly
ditferent form, by Howard and King (1988} who argued that becauss of thess
Gmmannmnﬂmbcwmmhmmmﬂmmuemmwﬂm
Thig1s an unjust critieism becanss Groasmann was one of the first that combined
o theory of criviz with a theory of cyclical fuctuations. He bad very dearly
clarified that ¢rises fanction as a healfng mechanism for the system through
mm:mdmmmmw%m&muﬂan
Cyelical fi of the cyclical suceession of pheses of
mandwwymddependupmthelevdofﬂwooc the rats of surplus-
value and the growth rates of constant and veriable capital.

Sweezy's (1948) critique has & specinl pasition. For quite a long time his
presentation of Grosmmann's theory has heen ita sole available sxposition to tha
English-speaking readarship. It was a presentation thet did not do much justice
10 Grosemann, Bweezy criticized him from his vwn undermnsumpﬁnmst

the

ive. His first jon was that &
pmbIBN{Le the heart of the und i/ }. This iz an unjust
mhdmsineeﬁmsammhas,&mthewry inning of hi lywig, clarified

that while the probdem of renlization existy he doas got conuider it a8 thie causs
of erisis but vather ax a soncomftant event, Thus he velegates it to a Jower level
of abglraction. Sweegy's second criticism is that he negl the role of the rate
of i of population that can d the i of the OCC, Thie i
obrrious hut lﬂsalsn well knoen that Mere when atudrmz mma ahstractad
trom thed for valid reasms {presanted in the beginni
simply foliowed Marcs path on this espect Thlrd‘ly. Swmy ambubsd the
" incrense of the OCC to the temdenclas to increase the wage vate partioaserly in
A tight labour ket) This ia & comph erronvecus enalyeis for the reasoms
presented in chapter 2. Finally, Bweozy rrgued thet the rate of accumulotion in
" the independrot variable {unlikes the Babor-Groasmann hypothesis). This is
true in practics but in formal modelling-as in the schemes of reproduckion—it
makeg 1o senge st wll. In these modals the rats of avcumulation depsnds upen
tbemwthntunfmmtmﬂmﬁablcmm aslthasbeendwwninﬂle
previous section. These rates are given; # ﬂnrahuf l CARDIA
be an independent variable.
Bntnfnﬂtbcuinqnesadvamdtwo—bnthuimdby}hwardandlﬁnsﬂm}
k. Firsk, thet G implicitly edopted Juy's Law hocause
mpplynsequmdwdemmd(aasmmeqnmdwmmJ Second,
M&nrmuf!urplmvdmmnmbemdnmhmbmwthmﬂnn
can ba no extraction of ralative swph
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Grossmann and Say

WlngG&mmnnnﬁmbedmacm:to-S is tetally inmecurate and it hinges
upan & t distectica! mathod and the very parposs
of the Marxian sch £ ductin and the reproduction models in gensral,

Ehoul {1967}, in a moneermg article, bas shown how Marx trests Say's Jaw.
Whilshsmmbdsuwﬂymomnnamnlmmdwﬂwhamfor

bon of & he mpl nmtheloycof
Say’l Iw but the equahonoprplyand d d [evela of ab
This ia not analytd url & prrisciph am ol

of his dialectical methodology of lagered levals of abairaction, For Marx
dinqw]lbm of supply and demand are a normal phenomenon of the eapitalist
lysis cannot be baged on th ktion of supply and
detnand tlmm;h wmeﬁmtlous auctionearing process. [netead, its operation iy
baged op the sophisticated process of deterrmination of pricas by labour valums.
In this process the sphers of production has the primary role and the sphere of
circplation—to which these equilibria belong-has 2 aubordinate role. Tharsfors,
&k the more abstract level of analysix thase disequilibria pre beimg absiracted
and the equ&ﬁunufsupphaﬂddemandmproﬁslonnlly posited in order o

analyes the fi tions of deter Yy, at & lawer
Tevel of ab jom, in the determination of markat valm these disequilibria
ara peintroduced g a sina gua Do &l tof th andasone

of the causes of deviatinn of actup) prices from their labour

From within this perapective Mark, in his schemes of reproduction, he posits
the equation of supply and demand. Since he wmled i sty the procass of
aquilibrivem and smonth reproductivs of the rapi he degitimately
ahstracted every disequilibeating procesa. In this vein it is equally legitinete a4
memmlwdsufabskuhmafmiathewwhwemmmdmdshm
term di i g from markes £ ‘and changes in {ncome
dumbumnmordertoiocuaanmt‘undammtal long-term causes of crisia,
These stem from the prlmanly debermnunt sphem of pmduu..[nn and jts

with the most fi ta of intre <om|
‘This analysis does not constder yet artual competition whith it conducted
iha basis of markes pricos and, ik the i ! ofaupply
and d d- Instead, it £t the long-ran o i ofiptra
i ia.ll\e draet of anch individ upﬂnlandns
Y stherindividuslcpitals, This analysis refars
w]abourvnlmanﬂpﬂmofpmdmﬂonandmtyettumarhtpneen%en
the fund: ! erigis b ieg have been di ] then i is ponsible G
lower the level of abstract] and PARS IROTE te (i.e. more Fpecific
end &t the same time of i 1, s sich ag digequilibria

of sepply pnd demand apd the ﬁ:rmahnn of marked prices but alss the formation
and the charaster of the ganeral aqmvalent {the money), the strocture of the

fi ial gystam, the inter Intions and clase struggle over
lnmmedls‘trlhnmon This, mmmuhﬂﬂediwmmylsmtame-wath
an int; of d tion: the more fund.

process
Pprocesses detormins the loss ones but in their tum they are bemgmﬂwenoed by
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them as well in the time process. Hence, a fully developed Marxist model of
crisis and reproduction in the end encompasses, in a dialectical hierarchy, the
most abstract fundamental and the more concrete features.

Grossmann foltows exactly this analytical course and, therefore, he certainly
does not lapse to Say’s law.

Making the Rate of Surplus-Value Variable

The second criticism is more acute. It is logical that technical change will be
accompanied by a rising rate of exploitation particularly through the extraction
of relative surplus-value. Of course, in theory technical change can, under certain
conditions, lead to an improvement of labour productivity without affecting the
intensity of labour and the rate of exploitation. But in practice these two processes
go together. Is this then a fatal error of Grossmann's model?

Marx (1981, p.318)-in the 13th chapter of Capital vol. III, when defining the
TRPF-makes explicitly the assumption of a fixed rate of surplus-value:

“...then this gradual growth in the constant capital, in relation to the variable,
must necessarily result in a gradual fall in the general rate of profit, given that
the rate of surplus-value, or the level of exploitation of labour by capital, remains
the same’. '

His aim was to prove that crisis is generated in capitalism because of its own
inherent characteristics (and particularly the nature of technical change dictated
by intra-capitalist competition) and in abstraction from workers’ class struggle
in preduction. That is the falling profit rate is not caused by a profit squeeze
caused by increasing wages. In this way he wanted to confront Ricardo, who
ascribed the falling profitability of capital in the increase of corn’s relative price
and, hence, to the increasing nominal wage and wage share.

Marx was fully aware that labour productivity increases are related to the
rate of surplus-value. However, he argued that the law of the TRPF stands
even with an increasing rate of surplus-value:

“The law of the falling rate of profit, as expressing the same or even a rising rate
of surplus-value, means in other words: taking any particular quantity of average
social capital, e.g. a capital of 100, an ever greater portion of this is represented
by means of labour and an ever lesser portion by living labour. Since the total
mass of living labour added to the means of production falls in relation to the
value of these means of production, so too does the unpaid labour, and the portion
of value in which it is represented, jn relation to the value of the total capital
advanced. Alternatively, an ever smaller aliquot part of the total capital laid out
is converted into living labour, and hence the total capital absorbs ever less surplus
labour in relation to its size, even though the ratio between the unpaid and the
paid parts of the labour applied may at the same time be growing. The relative
decline in the variable capital and increase in the constant capital, even while
both portions grow in -absolute terms, is, as we have said, simply another
expression for the increased productivity of labour.(Marx (1981, p.322)).

Marx argued so because he maintained that the processes that increase the
rate of exploitation are the same with those that displace living labour by dead
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labour, i.e. the processes that lead to an increasing QCC. Thus, the tendency to
increase the OCC goes together with that of increasing the rate of surplus-
value:

‘However, as the same factors that increase the rate of surplus-value ... tend to
reduce the amount of labour-power employed by a given capital, the same factors
tend both to reduce the rate of profit and to slow down the movement in this
direction. (Marx (1981, p.342)). )
But, he argued that the tendency of the OCC to increase is stronger than that of
the increase of the rate of surplus-value because the latter is possible only ‘within
certain definite limits’ (Marx (1981), p.333). Therefore, the former is stronger
and constitutes a law’ whereas the latter is weaker and more erratic and, thus,
constitutes a counter-tendency:

‘The rise in the rate of surplus-value-particularly since it takes place under
circumstances in which, as mentioned above, there is no increuase in the constant
capital as against the variable, or no relative increase - is a factor which contributes
to the determination of the mass of surplus-value and hence also the rate of
profit, This does not annul the genéral law, But it has the effect that this law
" operates more as a tendency, i.e., as a law whose absolute realization is held up,
delayed and weakened, by counteracting factors.’(Marx (1981), p.341-2).

Marx (1981, p.340) had also argued—contrary to Grossmann’s critics—that these
hold partict_ﬂarly in the case of refative surplus-vaiue:

‘It has already been shown, moreover, and this forms the reql secret of the
tendencial fall in the rate of profit, that the procedures for producing relative
surplus-value are based, by and large, either on transforming as much as possible
of o given guantity of labour inte surplus-volue or on spending as Hitle ns possible
labour in general in relation to the capital advanced; so that the same reasons
that permit the level of exploitation of labour to increase make it impossible to
exploit as much labour as before with the same total capital. These are the
counteracting tendencies which, while they act to bring about a rise in the rate of
surplus-volue, simulianeously lead to a foll in the mass of surplus-value produced
by a given capital, hence a fall in the rate of profit.’
Conversely, absolute surplus-value is much more effective in counteracting the
TRPF: *...the tendency for the rate of profit to be reduced, in particular, is
attenuated by the increase in the rate of shsolute surplus-value that stems
from the prolongation of the working-day’ (Marx (1981, p.341). In this case the
tendency to replace living labour with machines is weaker and capitals would
prefer labour-intensive technologies in so far as they can increase the work-
time without any (or an analogous) increase of the wage.

Grossmann follows faithfully Marx’s logic on this issue. For this reason,
immediately after the presentation of his TRPF theory, he studies four cases of
counter-tendencies; the change in the rate of surplus-value being one of them.
As Kuhn (1995) has accurately point out, for Grossmann the equilibrium between
the TRPF and its counter-tendencies is a short-run empirical question. In the
long-run the law’ (the main tendency) will prevail over its opponents. For these
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reasons, although he assumed a constant rate of surplus-value, Grossmann
argued that this can be rectified without compromising his approach.
Bronfenbrenner and Wolfson (1984, p.179) and Samuelson and Wolfson (1986,
Part EEE)) have incorporated satisfactorily a variable rate of surplus-value in
the Grossmann modei. The result is not the cancellation of the breakdown
tendency but simply its delay.

A variable rate of surplus-value has to follow a rule. Let us suppose that —
similarly to constant and variable capital - it increases at a constant rate; for
example 7. This is logical since the rate of exploitation is a long-run factor
depending upon certain structural features (technological paradigm, balance of
power between capital and labour in the production process etc.). Thus, it does
not change easily and moreover its movement cannot be very erratic. Then:

s =8 Lyt - (15)
Accordingly, the mass of surplus-value is;
M =5"V=s (1+y/V,(1+py! _ (16)
Substituting in (9): .
8,=8/Y=1)Y=AC/V+M)=
aC,(1+a)” - aﬂ( (1+a)™ an

APV +A TS AP,V @+ B L8 L4y
The limit to which tends the (17), dividing by the faster increasing term, is:

aC(l+a)™ _
A+ BV + 1+ ) s 1+ BV,
aC(l+a)™
() _
i +ﬂ)"*_f/. RN ETORCNC +_lﬁ)'“‘ 4
(1+a) (+a)

- aC, _
s+ B,
(l+a)!
N aC, _ - aC

R Z)(L +) By “’“[Hﬁ]i :; + B o

lims, =lim

lim

oF, + lim L7)

The limit of the last equation depends upon the relation between 1 + ccand -
1+ B + 7+ By or, simplifying, between o and § +y + By. That is 5, depends upon -
a complex relationship between o, p and y. More specifically, if' '
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B + v + By > o then s, tends to nil, i.e. capitalists do not save anything.

B + v+ By < o then s, tends to infinity, i.e. capitalists save all their income.

B + v + By = o then s, tends to a specific number that ensures the smooth
reproduction of the system.

The first two cases are economically irrational. In the first case capitalists
end up with saving nothing. In the second case they end up to save all their
income. Only the third case is viable. However, there is no economic reason
what so ever that can justify this specific relationship between these three rates.
Thus, since the third is a very special and rare case, it is more probable that one
of the other two cases will actual happen. In these cases the system breaks
down again.’ : _

There is another important point regarding a variable rate of surplus-value.
As Yaffe (1972) argued, in order for the rate of surplus-value (s*) to offset the
increasing OCC its rate of increase should be unrealistically big and, thus,
difficult to sustain. A simple numerical simulation can easily show that
abnormally high and, thus, unsustainable rates of surplus-value are required.

Concluding, technical change based on an increasing QCC must probably
lead to an increased rate of surplus-value. There is, however, a limit to the
increase of the latter, imposed by humans' physical limits within a specific
technological moedel. This limit can only be surpassed with a new technological
model. If this limit is violated within the existing technological model-
particularly regarding the intensification of labour then the produectivity of the
latter will fall instead of increasing. On the contrary, there are no such limits in
the increase of constant capital. For all these reasons the increase of the rate of
growth of surplus-value may counteract but it cannot cancel the TRPF,

CONCLUSIONS

Henryk Grossmann work can be justifiably characterised as a pioneering
contribution in Marxist Political Economy and in macroeconomic dynamics in
general.

As Bronfenbrenner and Wolfson (1984, p.180-1) argued, the 1920s generation
of Marxist economists (Luxemburg, Bauer, Grossmann etc.) was the first to
study—even in a primitive way—-macroeconomic dynamics long before any other
orthodox economist. They constructed models which, under certain rules (given
rates of growth of the main variables), study if a steady growth path can be
achieved. And if so whether it is stable, i.e. in the case of deviations from that
whether there exist forces that can restore it. Keynesian and neo-classical
economics discovered this field quite later and explered it with a rather inferior
analytical toolbox. Whereas the Marxist economists followed the great tradition
of both Classical Political Economy and Marx by recognising social classes and
their rele in the economic analysis, Neo-clasical and-to a certain extent—
Keynesian theory preferred the a-social framework of marginal analysis.
Furthermore, they posited economic crisis at the centre of their investigations
whereas for Neo-classical economics this is completely alien since crisis is
considered as something non-inherent in capitalism: if market forces operate
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unhindered there want be any of it. On the other hand, Keynesianism analyses
crigis solely through its underconsumptionist lenses.

Grossmann’s contribution distinguishes from the others of his era for a
number of reasons.

First, he constructs a value-theoretic model and this continues to be an
inspiration today in contrast to other radical and post-Keynesian non-value-
theoretic perspectives.

Second, he places particular emphasis in Marxist dialectical methodology
as a tool for his economic analysis. Although most of his generation of Marxist
theorists was well acquainted with dialectics, they did not actually use it in
their economic analyses. A characteristic example iy its marked absence from
Hilferding’s influential work and its serious misunderstanding by Luxembourg
in her study of Marx’s schemes of reproduction, It was only after Rosdolsky’s
work that the importance of dialectical methodology was truly appreciated.
Grossmann implements it masterfully and constructs a model through clearly
defined and analytically legitimate’ level of abstraction. He was clearly aware
that their model-building was at a higher level of abstraction and not an
immediate representation of the everyday working of a capitalist economy, as
both Luxembourg and Bauer believed.

Third, his contribution in the Marxist theory of crisis remains seminal and
provides a useful basis for contemporary theories (see Shaikh (1978b)). It is
true that his model is overdetermined in the sense that his exogenous variables
are moere than his endogenous and hecause of its very assumptions it will collapse.
But this is not a problem for a Marxist model of crisis since the latter is its very
-purpose. Furthermore, for Marxist Political Economy—contrary to crthodox
economics—contradictions are not an analytical deficiency but a characteristic
of real life. The capitalist system is permeated by contradictions which can only .
temporary be assuaged.

Fourth, his choice of capitalists’ consumption share as the variable that can
be manipulated is Iogical-contrary to later Kaleckian views (see Trigg (2004)).
At the more abstract level, a capitalist is solely a ‘functioning capitalist’ (i.e. one
geared towards accumulation of eapital) and not a ‘hedonist’ (i.e. one geared
towards a standard of living)-as in many cases it can actually be.

For all these reasons, Grossmann’s work continues to be relevant today.

NOTES

1. For a more detailed biographical account see Kuhn (2004).

The latter is a very popular explanation of crises: a shortage in the labour market
leads to higher wages and thus lower profit rates. However, Marx wanted to argue
" that crises erupt in capitalism even when there is no such constraint.

8. For Marx, because the extraction of relative surplus-value is more subtle and less
conflictual, it pertains more to capitalism. This, however, does not mean that the
extraction of abgolute surplus-value becomes irrelevant. On the contrary, it is always
present and, during specific periods, it can assume a very crucial role.
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4. Fine (1989) points out that the concept of the OCC engulfs processes that do not:
necessarily move to the same direction or with the same rhythm. Marx defined the
TCC as the ratio of the physical amount of the mass of means of production processed
in a period to the physical amount of the mases of means of consumption consumed
in the same periad. As such it is an expression of the ratio of eonstant to variable
capital but in terms of physical quantities, which do not have the same measure.
The VCC expresses the same ratio but both the numerator and the denominator
are in value terms, i.e. they are commensurable. Now a téchnical change that
increases labour productivity increases also the TCC, since the same number of
workers (consuming the same amount of means of production) process a greater
mass means of preduction. The VCC would also increase since the value of the
means of proeduction would increase while the value of the means of consumption
would remain constant. If the technical change is within the same technological -
model then these increases would be proportional. However, if this technical change
leads to a different technological model, then the increase of the TCC would not
necessarily correspond to an increase (or a similar increase)} of the VCC. Thus,
Marx (1982, p.762) argues that there is a close correlation between the VCC and
the TCC and he declares that ‘to express this, I call the value-composition of capital,
in so far as it is determined by its technical composition and mirrors the changes in

. the latter, the organic composition of capital’.

5. Bronfenbrenner and Wolfson (1984, p.179) and Samuelson and Wnlfson (1986, Part
II} reached similar conclusions. Using exponential equations they argued that if:
(1) @ > B + v, then s, increases without bounds. (2} « < B + v, then s, tends to nil.
(3) @ = + v, then s, decreases till a limit that secures a constant rate of growth.
But, as Samuelson and Wolfson (19886, p. 76) recognize, there is nothing that can

_justify this particular correlation.
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