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[The law of the tendential fall ithe rate of profit] is in every respect the most
important law of modern political economy, and the most essential for
understanding the most difficult relations. It is the most important law from the
historical standpoint.Marx, 185758

[Tlhemostimpr t ant | aw of pol i tratecoBplofikas@ n o my
tendency to fall with the progress of capitalist productiddarx, 186163,
emphasis in original

And given the great importance that this law has for capitalist production, one
might wel say that it forms thenysteryaround whossolutionthe whole of
political economy since Adam Smithvolvesi Marx, 1894*

! Marx (1973, p. 748; 19, p. 104:1991a, p. 314).
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|. Introduction
This paper which focuses on the analysis of movements in the rate of prafie U.S. corporate
sector, is part of a largstudy. The overall purpose of tletudyis toground an explanation of
why thecurrenteconomic crisis erupted in a lotgrm analysis of the underlying conditions that
led to the crisis.

In an earlier pper (Kliman 2009) that also constitutes part of this study, | argued that the
rate of profit has a persistent tendency to fall but that this tendency is reversed by the destruction
of capital (physically and in value ternmtbgat takes place during econongiises and slumps.

The destruction of capitaéstores profitability anthys the foundation for a new boom.

However, in contrast to what occurred in the Great Depression and World War I, capital was not
sufficiently destroyed during the global economsliemps of the mid1970sand early 198Qs

largely because of demaimdianagement policies meant to prevent a repeat of the Depression
Thus the rate of profit has remained at a level too low to sustain a new boom

The result has been relative stagnationnmaasured, for instance, by profitability that has
not rebounded aniy falling rates of growth of per capita GDBovernments have repeatedly
attempted to fimanageo the relative stagnati on
expansion of debt. ®y have thus artificially boosted profitability and economic growth, but in
an unsustainable manner that has repeatedly led to burst bubbles and debt crisis. The present
crisis is the most serious and acute of these.

In this paper, my main aim is to suéstiatethe claim thatthe rate of profit in the U.S.
corporate sector hateclinal since the mid 950s and that the decline has persisted until the
present. By substantiating this claim, | wiklp support my claim that theng-term buildup of

debt that led to the current crisis is in turn the result of a longstanding profitability problem and



my claim that capital was not destroyed during the slumps of the 1970s and early 1980s to a
degree sufficient to reverse the decline in the rate of profit.

This paper is therefore, in part, alagesponse tthecommon view that, owing to free
mar ket or fAneol i ber alwagesptoeteihasibesrsa saong] indées alinastn i n g
completerecovery in profitability since the early 1980d1e argument guorward by some
Marxist economists that the current economic crisis is a purely financial &rgisly unrelated
to and separable from movements in profitahilisyrooted in this view and in the evidertbey
adduce in order to gyort it. | arguettat this evidence has two crucial flaws. Fisstie
researchers chenpick trough and peak profrates years in order to find a rebound in
profitability that a more consistent approach to data analysis does not reveal. Second, the
evidence is evidencd movements ircurrentcost (replacemert 0 st ) fAr ates of pr o
are actually not rates of profit in any meaningful sense.

In this paper, Imeasure trends in the rate of profit by comparing one trough to andther
in order to ascertain whethesagainablerecovery in profitability took placd alsomeasure the
rate of profit as the ratio of profit to the original, historical cost of capital assets, the actual sums
of money spent in the past to acquire capital assets (net of depreciation). | engptbiferent
measures of profit and two different measures of advanced capital in order to measure the rate of
profit in four different ways. | find that the rate of profit either increased very slightly (by 1.1
percentage point) between the trough @2.9nd the last trough before the current crisis, that of
2001, or it failed to rise, or it continued to fall.

The paper alstests a hypothesis | advanced a decade ago (Kliman 1999, 2003) as to why
the rate of profit tends to falln the long run, theate of profit tends to converge upon the

incremental rate of profit theextra profit resulting from arextradollar of investment



hypothesized that the incremental rate was low and roughly trendless, and thereforerétat the

of profit tends to falsimply because its level at th&ast of a boom is unsustainable, because it is

far in excess of the incremental rate. The empirical results presented in part IX of this paper
support these hypothesés.particular, the notion thahe observed ratef profit to converge

upon a lower incremental raite strikingly confirmedand | show that this is tendency was by far

the dominant cause of the decline in the observed rate of pnadibntrast, changes in the
relationship between wages and profit, andges in the degree to which the rate of profit is
propped up by increases in the nominal values of commodities in relationship to their real values
(as determined by labdime), played only minor roles.

The next part of this paper discusses the sourcteafata | employ, the computations |
performed, and several methodological issié®& section on methodology discusses why
different measures of the rate of profit are needed in order to adiiffessntquestions, why |
do not worry about constructifgt he Mar xi ano rate of profit, ani
rather than say the business sector as a whole, is my unit of anaysst Ill, | examine the
basic trends in the rate of profince | find that much or evehe entiredecline in the ra of
profit occurred by the early 1980s, a quaktentury before the current crisis erupted, | also
explain in part 11l why a long lag between falling profitability and economic crisis does not mean
that the former failed to set the stage for the latter.

Parts IV and V discuss why some Marxist economists nonetheless dismiss the idea that
Marx6s | aw of the tendential fall in the rate
these parts, | discuss the clyepicking problem and various issuesrfaining to theurrentcost
Ar at e .@Use opaurcefitiod rates is sometimes defended on the ground that they adjust

for the inflation that affects historicalost rates. | explain why currenbst rates actually do not



adjust for inflation in tk general price level, and | presestimates of rates of profit thdo
adjustfor this and for increases in the monetary expression of faer(MELT), i.e., the rise in
nominal prices relative to commodities actual values. | find that there is elyrétile
difference between the trend in the unadjusted histecmst rates of profit andhé trends in the
adjusted ratesn the period since 1982.

In part VI, | examine the relationship between the rate of profit and the rate of inflation.
Some resarchers have pointed to an apparent paradox: the rate of profit is supposedly rising
while the rate of accumulation (the ratio of new investment to advanced capital has been falling).
If this were in fact occurring, it would support the claim that theemtreconomic crisis is
essentially a financial crisis without roots in a profitability probléshow, however, that the
paradox is aimply a byproduct of the mismeasurementprbfitability that occurs when the
currentcost rate is used. The rate otamulation has tracked the actual (hist@l-cost) rate of
profit quite closely.

Part VII examines the effect of changes in income distribution, specifically changes in the
relationship between profit and employee compensation, on the rate ofIghiafitthat, except
for a onetime fall in the rate of profit in the late 1960s that is attributable to a sharp fall in the
profit share of income, there has been almost no sustained change in the relationship between
profit and employee compensation in tlogporate sectoiChanges in this relationship have
therefore had almost no sustained effect on the rate of profit. Thus, except for a brief period in
the late 1960s, the entire fall in the rate of profit over the-pastid War Il period can be
attributedto a rise in the value composition of capital. Or putting the matter in a slightly different

way, as | also do in Part Viihe entire fall can be attributed to a fall in the maximum rate of



profit, the rate that would exist if workers received no wagsber than to a fall in the profit
share.

Part VIII reports on my test, discussed above, of the hypothesis that the rate of profit
tends to fall toward a lower incremental rate of profit and my estimates that suggest that this
tendency was thdominantcauwse of the fall in the rate of profit during the postwar perind
Part | X, I |l ook at the effect of what Marx cal
obsolescence) on the rate of profit. There has been a sharp rise in the rate of depreciaidn of f
assets since 1982, which seems to be mostly if not entirely the result of increased investment in
computers, software, and the like. | argue that the depreciation they undergo is almost entirely
moral depreciation, and that this causes measuredafpesfit to have diverged significantly
from the ratio of surplusalue to advanced capital. Adjusting for the increase in moral
depreciation that seems to have taken place since 1982, | firnttieredjusted rates of profit,
and thus the ratio of surghvalue to advanced capital, have fallen in relationship to the rates
computed on the basis of U.S. government data. This further weakens the empirical basis for the
claim that profitability has substantially rebounded since the early 1@8dslusions fdlow in

part X.

[I. Data and Methodology
A. Data
This paperfocuses on profitate movements in the corporate sector of the U.S. economy
between 1929 and 2007, especially the Mistld War Il period All of my data have been

obtained fronpublicly avaibblesources, and the main data are contained in an Excel



spreadsheet file thawill make availablevery shortly Table 1 provides theources of the main
data serigsalong with the symbols used here to refer to them and discussion of the computations
| performedin order to generate some additional data sefilesost all of the data come from
the fixed asset tables and National Income and Product Accounts (NIPA) tables pubyished
Bureau of Economic Analysis (BEA) of the U.S. Department of Comedfdrwill discuss afew
additional variabletater in thepaper as they are introduced.
Except in a few places wher&daveindicatel otherwise, the data are for the corporate sector of
the U.S.economyl will discuss below the reasons why I restricted analysis to the corporate
sectorHere, | wish simply to note that the corporate sector as defined here inbhattes
financial and noffinancial corporationsThus,my profit figures include profits of financial
corporations. In addition, the profibefore tax and profits after tax figures are for all U.S.
corporations, not only domestic corporations, and they therefore include net profits received
from t he ar.e@heotbhef meashre of prafiremployed here, whichlllgroperty
income,is based upogross value added data, which anedomestic corporations onlin order
not to unduly complicate the analysis by producing novel measures, | decided not to create an
alternative propertyncome measure that includes profits received fronoad.)

| completed Amost all of my data analysis befditee second half of 2009, when tBEA
began to publish comprehensivegvised data, and before it published data for 280&e the
revisions affect the entire set of data from 1929 to the preseinonly the most recent years, |
would have had to start over if | had chosen to use the revised and updatédel@tied not to

do sobecause¢herevisionshave a quite modest effect through 2001 (see Tables 3 and 6,

% Fixed asset and NIPA tables are available at http://bea.gov/national/FA2004/ and

http://bea.gov/national/nipaweb/index.asp, respectively.



Table 1 Sources and Definitbns

Vﬁgfnbele Table Type |Table No. & Line Description
CCFA | BEA fixed asset 6.1, line 2 currentc o st net stock of codofyean llions ofuldlads f i
COMP BEA NIPA 1.14,line 4 compensation of employees of domestic caafions; billions of dollars
DCC BEA fixed asset 6.4, line 2 curentc ost depreciation of corporati onsf¢
DHC BEA fixed asset 6.6, line 2 historicatc o st depr eci ation of corporations:e
E BLS employment, thousands of persons in the adult civilian noninstitutional popula}ion
E/P S&P reciprocal of "S&P 500 Historical As Reported P/E Rafin)’
GIR BEA NIPA 1.1.7,line1 |GDP inflation rate (annual percentage change in GDP price index)
HCFA | BEA fixed asset 6.3, line 2 historicalcostnets t o c k o f  {@Gxedrapsets atdrt bf gaardbidions of dollaryc)
Ig BEA fixed asset 6.7, line 2 i nvest ment in corporatiofsdé fixed ass
INV B][iz)ng IaPs:\et()& inventories of corporations, valued at current cost; billions of ddl&rs
MELT monetary expression of labtme; thousands of dollars per workygzar.(f)
NomG BEA NIPA 1.1.5,line1l |nominal (currendollar) gross domestic product; billisrf dollars
NVAc BEA NIPA 1.14.line 3 net value added of corporations, valued at current cost; billions of dollars
NVAh BEQQ‘;Z@; net value added of corporations, valued at historical cost; billions of d@@ars
PAT BEA NIPA 6'19|’"¢;Tu D, corporate profits after tax; billions of dollafts)
PBT BEA NIPA 6.17|,i:et2ru D, corporate profits after tax; billions of dollats)




Table 1. Sources and Definitiongcontinued)

Variable . :

Name Table Type |Table No. & Line Descripton

PIC BEA NIPA property income of domestic corporations in current dollars, with depreciation valu
current cost; billions of dollar@)

PIH BEA NIPA property income of domestic corporations in current dollars, with depreciation valu
historical cost; billions of dollar§)

Notes
a. ABLS0O stands for the Bureau of Labor Stati st i cs nsudgovstatab/

hist/HS29.pdf; data for later years are at www.bls.gov. The figusesl here are annual averages of monthly figures. Figures are for persor
and over, through 1946, and for persons 16 and over, from 1947 to 2007.

b. AS&PO stands for Standard and Poor 6s. D a t pageaapie indices 990/ t p :
2,3,2,2,0,0,0,0,0,1,5,0,0,0,0,0.html. The raw data are quarterly. The figures used here are the annual averages td.the raw da

c. The BEA reports endf-year figures. Thus their 2006 figure is my 2007 figure, and similarly f@rotears.

d. Ig is gross investment, used in both curedt and historical cost computations. Net investment valued at histoogtahvestment is the
change in HCFA.

e. Corporate inventories are not reported by the BEA. | estimated them by asthahthg ratio of inventories to fixed assets is the same
corporate and neoorporate businesses. The estimated inventories are (i) "Private inventories" of businesses at current cost (NIPAfable
and B, line 1) times (ii) corporations' sharébokinesses' "Curres@ost Net Stock of Private Fixed Assets." Each year's figure for (i) is the sir
average of the quarterly figures reported by the BEA. The data used to compute (ii) are in BEA fixed asset Table @drdorat®), line 5
(noncoporate), line 8 (nonprofit institutions) and line 9 (households);, (ii) is line 2 divided by the fixed assets of all esiglimesg plus line 5
minus lines 8 and 9). The BEA does not report inventories for 1946 and earlier years.

f. I approximated th#ELT by dividing nominal GDP (NomG) by Employment (E). | then multiplied the ratio by 1000, in order to mea
the MELT estimates in thousands of dollars per woglear.

g. NVAh is not directly reported byeAddecof Bomdstic Corporate Businessen Cdrierit
Dol l arso (NIPA Tabl e -Qo slt4 ,Dedpirneec ila)t iaonnd oifHiPsrtiowatceal Fi xed Asse

h. Raw corpoate profits data are imillions of dollars. | hae converted them into billions.

i |l am using the term fAiproperty incomeo to refer to nhetermi
mine; it should not be confused with "propetype income," a term once used by thefBtB refer to a similar but not identical concept that it n
call s fAnet operating surplus. o
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below)?2 andmy conclusions depend very little updata of later yearsn particular| am
concerned with whether there wakag-termandsustainablaecovey of profitability

following the slumps of the 1970s and early 1980s, scomglusions about trends in the rate of
profit are based almost exclusively on trotigkirough comparisong8ecausehe last troughn
rates of profit prior to the current crisiscurred in 2001, theswvisions to and updating of the
datahave no #ects on my conclusions about this matter.

B. Measuring the Rates of Profit
In this paper, fixed assets are generally measured in terms of historical costs, and, for purposes of

comparson, in terms of current costs. In order to adjust for inflation, | have also computed a
Adef | at edfdixecdhassets and a measure that adjusts for changes in the ME£T.
currentcost measure ithe value of fixed asse#t theendof the yearthe other threare
measures of the value of fixed ass#tthestart of the year

Al | four measures utilize the BEAOGs figures:s
assetsin historicat 0 st t er ms. The finet 1 nveos$shme,ndta) dur i n
investment minus the depreciation that took place during that year. The histostalet
invest ment figures are nominal, i.e. measured
report these figures directly; by definition,ayege® net i nvestment is the d
historical cost of fixed assets at the end of this year and the end of the preceding year. In this

section of thegaper net investment during yealrJ is denoted as;.

3 The main effects ahe revisions are to lower profitefore tax and profitate measures based
upon it during the 2002007 period, and to lower what | am calling property income and profit

rate measures based upon it in 2006 and 2007.
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The value of fixed assets historicatcost termsgH | is simply the sum of the annual net

investments through the end of the preceding year:

t-1

Gl =g+ I+ .+ 1 1= = Ig
G0
To adjust for i nf | aetinvestment figurahy the GD® gricee ac h y e ¢

index, G, of that year(In Table 1, above, the symhible GIR is used instead @.) The sum of

these ratios is theeflatedor constanjprice measure of advanced capitaP:

¢
CtD:|0+|1+ +|t1_t1p|U§

G G G1 o @
The above adjustment for inflation, which is the most common, implies that inflation occurs if
there is an increase in the money price of a given set of physical items. HoMlaver,
employeda different concept of inflation, according to whimflation occurs if there is an

increase in the money price of a set of items that has a given cost in terms -tintetSor

“I'n some cases, mighhbe thevaduboéthissetbf itéms, deterniined by the

socially average amount of labor needed to produce.tHene, and in most cases, however, the
relevant cost is the sum of value that the ownerg@egivefor the items, i.e., the labdaime

equialent of their money pricéMarx utilizes the concept of inflation noted here in many places.
Hereareafewit he same monet a®ypwngkophe dcsstudasntheoalue val ue
of money itseld denotes different values [at different timeBhe difficulty here lies in reducing

the money priceto valuesd ( Mar x 198 9, ifpayard38fdingn has valie.ofRsand a

price of 1s., theé price is nott the adequate monetary expresstorof its value.

Nevertheless, it remains th@onetary gpressiorof its valued thevalue expressioof the yard

of linend in so far as the labour contained in it is represented as general social labour, as

12



To adjust for inflation in this sense, |

expression of labetime (MELT), M, of that year. The sum of these ratios isltt®or or

constarttMELT measure of advanced capital::

L_lo_ 11 l.1 _tPIgg
Cht=—0+ L4 + 1 - l_E
Mg M Mi 1 @Go Mg

Finally, fixed assetin currentcost termsc® can be thought of asdtcurrent price of what the

di vi

BEA call s the fAreal costo of the net capital

year 06s net i nvest ment an dforfixediassedig (ratheerthary t hat

dividing by a general price index duas the GDP price index). Thus, the real cost of the net

t L £
stockof fixed assetat theendof yeart equals::&+ Ly lea leo H_Ug andso
U

-
o h Fo1 R @oF

To compute the rates of profit associated with each of these measthesrafueof

fixed assetsl also had to compute measures of profigssociated with eacfihe historicalcost

and currentcost rates of profit use BEBased monetary profit figures (profits before tax, profits

money (Marx 1994, p. 114, emphasesanginal). filf the price of gold is now halved or

doubled, in tle first case the same capital that was previowsith £100is now worthA 2 0 0

In the second casthe capitafalls to a value of £5@ . Il n bot h ¢ asherswouldhoweve

benorealchange in theapitalvaluein any case such as this, but simalghange in the

monetaryexpr essi on of the sameid37al ueo (Marx 1991a,

>| did notactually @mputec€in this manner, or compute™ using the expression given above,

since they are directly repged in BEA tables.

13
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after tax, and what lamka i ng f pr o j Ehedeflatedanlabormeasyres of profit,

however, adjust the monetary figures in order to take into account changes in the general price

level and the MELTDeflatedpr of it of any year i s tls&DPyear 6s

price index, while théeabormeasur e of profit is the yeards pr
Any rate of profit is the ratio of profit to advanced capital. Thus, if we useatue of

fixed capital as our measure of advanced capital, the almonputations give rise to four groups

of rates of profitAn historicalcost rate of profiof yeart is

adeflated rate of profits

alabor rate of profitis

anda currentcostfirate of profip is

®Any yearods properdost ntceormms iins htitsatoryearlds gr
corporation, mi n ucso stth adte pyreeacri Gast i hoins toofr iccoalpor at
that year déds compensat onsProperty incemean cornt-eost ermBig Cc 0O r p
the same, exceéphat currenicost depreciation, not historieabst depreciation, is subtracted

from gross value added.
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The righthandsde expressions reveal the fact that the final three measures of the rate of
profit are analogous in some sense. Each can be expressed as the ratio of money to one or
anothe measure of the current cost of an inflatemjusted sum of net investments. (The
historicatcost rate of profit is also analogous if we think of it as having a price iRdeat

-1Phy . £
always equals 1, smce. lg can then be rewrlttens.aPt - -_—Ug
Go

On occasion, this paper also examines rates of profit in which the cost of inventories of
the year is included gmart of advanced capital. Iggective of the way in which cost of fixed
assets is measured, tti@rrentcostof inventories of theurrentyear, not the preceding year, has

been used.

C. No Single Rate of Profit

I have made no attempt to construct a measur e
are many different legitimate ways of measurintgsaf profit’ and that none serves as an all
purpose measure. The most relevant rate of profit always depends upon the particular question
being addressed.

Here are some examples of what | mean. | f

investment behavior, &vshould look at measures of profitability that they know and care about,

"However, as | shall discuss below, currenst (replacemert 0 st ) fAr atenst of prof
legitimate measures of the rate of profit, since they are not actually rates of profit in the normal

sense of the term.
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not Aunderlyingo ones, and we should ideally I
actually realized rateslowever if we are concerned to assess historical trends intabdity,
we should refer to actually realized rates of profit. If we wish to inquire, as | do below, about the
relationship between rates of profit and stocéirket rates of return, a rate of profit based on a
Anarrowo defi nit i safterafmaybeapprogriat@nuhe btheahandp r o f i t
we wish to inquire into the effect of clabased changes in income distribution on the rate of
profit (as | shall also do), a rate of profit based on broad definition of profit such as my property
income measure is called for. If we wishdrplainfluctuations in observed rates of profit, then
theorybased measures of the rate of profit, such as a rate of profit that adjusts for changes in the
monetary expression of labome (MELT), and/or a rate thadjusts for changes in the price
level, may play a significant role in the analysis. And if we wish to explain phenomena such as
economic crisis, theorpased measures of the rate of profit may well be more appropriate than
more directly observable meass.

Because thereisnoglur pose measure of Atheo rate of
reject a particular measure on the ground that it fails to fulfill apwaibose role. For instance,
the ratio of nominal profits to advanced capital (in termisistorical cost) measures the actually
realized nominal rate of return on capital investment. Itisnotgmalr pose i ndex of A
of the economyo or of how Metatlishotnoeanfioibe thd eithert s ar ¢
of these thigs, and it is therefore not legitimate to reject it because it fails to serve these
functions.

One reason why the nominal rate of profit is not afpatpbose index of how well
capitalists are currently doing is that inflation raises the average nomiaadfrprofit even

though it erodes the real wealth of investors and hurts those businesses whose nominal costs

16



happen to increase more rapidly than their sales revenues. This does not mean that the nominal
rate of profit i s s odfprofimhiityatrcorréctlymeasures ehattites me a s L
intended to measure. What it means is that rates of profit generally, and the nominal rate in
particular, are not the only things that matt e
how well capialists are doing needo look at a variety of factors and perhapsploy other

measures of profitability such as rates of profit adjusted for changes in the MELT and/or the

price level Tnadditionto the nominal rate, in order to address questions thae ones about

movements in the actually realized nominal rate of return on capital investment.

D.AiThe MaRatg of Brofi®

|l have also made no attempt to construct AnAthe
is that there is no sucianal. Marx employed several different rates of profihimeconomic

writings. With regard to units of measurement, his theoretical discussions generally refer to a rate

of profit measured in terms of labtme (and, equivalently, what can be calledihe o nst a n't
MELTO rate of profit or rate of profit adjust e
empirical data, he discussed not only this rate of profit but also the nominal rate (N3Qrxh9

93/ 94). With regard to the magnitude of the ratgudfit, he sometimes used the actual surplus

value created in the numerator, while at other times he used the profit actually receivedgwhich

eqgual in the aggregate, according to his theory, but not at the firm or industry Aain

addition to aate of profit in which the numerator includes all parts of surphise (industrial

profit, interest, rental income, etc.), he also referred to a rate with only industrial profit in the

numerator (Marx, vol. 3, chap. 15).

17



Another reason why | have notetmpt ed t o construct Athe Mar x
the data that would be needed to estimate it with any precision are not avMlabiex 6 s | aw o f
the tendential fall in the rate of profit pertains to the total social capital, which in our da&y is th
capital of the world economy as a whole, not that of any one nation or régpoeover, there is
a serious discrepancy between surplakie as defined by Marx and profit as defined by the
BEA, because depreciation dmer dlo dbdbpoéteiszrinc
reduce surplusalue but does reduce profits as defined by the BEA. And because capital
advanced figures are net of depreciation, they too are seriously affected by this problem.
However,reliable profitability data for the wid economy as a whole do not exist, nor do data
that would allow one to reliably correct for the moral depreciation proBlem.

Inadditon t he rates of profit to which Mar xds
some resear cher sMaraxviea ncoh rri asttee.n eTdh iids hies because
include only fixed assets (fixed capital) or sometimes fixed assets and inventories in their
measures of advanced capital, while Marx included items such wage payments, stocks of money,

and purchases odihd and financial instruments and excluded some inventbries.

8 Although estimates of the absol@eountof moral depreciation would be very unreliable and

difficult to produce, later in thipaper | shall present my profitability estimates that adjust for the
apparentncreasein moral depreciation that has taken place since the early 1980s.

% In national accounts, the teiimventoriesrefers to tocks of raw materials, seffinished

good$ i( i ncl udinmpg ofgweersks, 0 i . e. , partiiadnly compl et
finished goods that have not been sold. (Se©IBEED Glossary of Statistical Terms

(http://stats.oecd.org/gleary/detail.asp?1D=1444the BEA seems not to provide a definition of

its own) But unsold stocks of finished goods are clearly not part of what Marx meant by
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Anot her reason why | have not tried to con:¢
task of theory is to account fobservedghenomena. Thus the purpose of a study of profitability
shoud be to account for movements what businesses and investors mean when they talk about
the rate of profit or rate of return, rather than to account for movements in a theoretical construct
The latter is of interest only insofar as it plays a role in agtiog for the former
It may well be (and | believe it to be the case) that some theorptadféhbility
constructs ddelp significantly to account for realorld phenomena. Howewerand this is my
final reason for escheawixniga ned friosgsutlescomstfactpareonfsittr u c
notdeterminant®f reatworld phenomena; they play a role in analysis but not a causal role in
the real world. It is thus strictly speaking wrong to say that a rise or fall in the Marxian (or value,
etc.) rate bprofit caused a rise or fall in the observed rate of profit. | think this hypostatization is
the source of the persistent, misguided search for thecholya i | rate of profit,
that is the supposedly the underlying cause of observedmpiara.
The actual causes are processes resulting from human actions, such as technical
innovation. Not only movements in the observed rate of profit, but also movements in theoretical
profitability constructs and their subcomponents (the raseigflus \alue the value composition
of capital) areeffectsof these processes. Thus what theorists should do, and what | attempt to do
in thispaper is to account for observed phenomena in terms of the processes affecting them
As long ashypostatizationsre ot thought to be really entities, it does no harm to say

that a theoretical construct 1ridorihseamcethaitan a pr c

advancecapital. In terms of the circuit of capitalil ¢é P 'TM’, ependitures on unsold
finished goods were not part of the capital advanceddMefore production (P); they are

instead a component of C
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rise in the technicatompositionof capital rather tharthe process dechnical innovation

A ¢ a u theerat@of profit to fallBut there is naeedto do so, and thus there is needto

construct fAthe Mar xioamd gruet e vefr pwho fhet rat e i s
analysis can be conducted in terms of the processes actually doing she.on explanation in

whi ch the causal processes are those of Mar xo:¢
an appeal to Athe Marxiano rate of profit doe:c
never estimated a Marxian rate of praind that he was able to explain movements in

profitability and economic crises quite well without one.

E. Why Focus o the Corporate Sector?

| have restricted my study to corporations, rather than the entire U.S. economy, for two reasons.
One is that orporate businesses are the dominant part of the private sector. The other is that |
believe that inclusion of data for partnerships and sole proprietors can lead to seriously
misleading conclusions if we are concerned, as | am here, to analyze U.Sistg@piteluction

During the last 40 years of the period under study, the corporate share of the national
income of domestic businesses has been roughly constant, 76.6% on aV&regeorporate

share of the busi ness s atcos) madeenfsimbare@b.4% ens et s ( \

“This figure is based on the BEA®&s NIPA Tabl e
of Organizati on, a n(dbméstic pusiness) and linec3docorporate | i ne 2

business).
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average; since 1999, it has consistently exceeded'¥ By.these measures, then, somewhat
more than thredéourths of the private business sector is corporate.

Although the above percentages are quite large, they redasthsignificantly
under esti mat e c o rcapdatisgptoductians Ibis thisomithewhichrwe rdust®e
concerned when we talk about profits and rates of profit. Between 1970 and 2005, corporations
received between 83% and 90% of the totakipts (revenues) of busines$é3he absolute
numbers are even more revealing. Il n 2000, for
that filed federal tax returns was $12,008 for nonfarm proprietorships, $130,709 for partnerships,
and $183,944 focorporations. Now, from what economists call a functional perspective, in
contrast to a | egal per spect i-copagratetbisigessesigs or i t y
not profit (or interest or rental income); it consists of payments made to thesoamer
compensation for their work.

If we assume that all corporate net income consisted of profit and other nonlabor income,
and that the ratio of nonlabor income to total receipts was the same for corporations and
noncorporate businesses, then the avenag&abor income of businesses that filed federal tax
returns was $2701 for nonfarm proprietorships, $53,302 for partnerships, and $183,944 for

corporations. And if we assume that the average number of partners per partnership was the same

“"These figures are based on tiCest\NetBhcksf fi xed a-c
Private Fixed Assets by Industry Group and Legal Form of Orgariizan, 6 | i ne 2 (cor
5 (noncorporate)jne 8 (nonprofit institutions), and line 9 (householdhat | am calling the
business sectords fixed assets is |line 2 plus
12 All computations in this paragraph and the next are based on data reported in Tables 722 and

727 of The 2009 Statistical Abstract
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in 2000 as it wa in 2005, the average nonlabor income per partner came to $9088. It thus seems
that the majority of partnerships, and certainly the overwhelming majority of sole
proprietorships, do not generate enough nonlabor income to allow their owners to live without
working. They work (in these businesses or elsewhere) out of necessity, not by'¢hoice.

Although the proprietorships and partnerships that do not really function capitalistically
are typically very small, they are also numerous, and together theyhaféect on the
aggregate figures. The size of this effect is very difficult to estimate. As a rough guess that may
be a bit conservative, | would say that the corporate share of the receipts and nonlabor income
(and probably also the output and fixededskof those privatsector businesses that do function
capitalisticallyhas been about 90% over the last 40 years.

Thisisonefactorthas uggest s that it is reasonable to
corporate sector. A second is that figui@snoncorporate businesses that operate on a capitalist
basis would have to be estimated, and the estimates would depend heavily on several
guestionable assumptions. In particular, | would have to make the very dubious assumption that
trends in the caplistic and norcapitalistic components of the noncorporate sector have been
similar. I much preferupd awh thisigpassitiies withboute s ent e d
being subjected to elaborate manipulations and guesswork, so that readers caeptasilg the

results. A third factor is that it is likely that those noncorporate businesses that are operated

“The case of partnerships in the Areal estate
According to Table 727 ofFhe 2009 Statistical Abstraalmost half of all partnerships (46.9%)

were in this industry i005. Their average net income (minus Idskgforemaking any

adjustment in order to estimate nonlabor incorias $55,643 per partnership or $11,161 per

partner.
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capitalistically have experienced trends (in profitability, investment, employee compensation,
etc.) that are similar to those in the corporsetor. If that is so, then the trends reported here for

the latter are applicable also to the former.

[ll. Trends in (Historical -Cost) Rates of Profit

A. Data
Figurel depicts the movements in one measure of the rate of profit, the ratio of pradite teef
to the historical cost of fixed assets, since 1929. This ratio plummeted drastically in the early
years of the Great Depression, recovered somewhat throughout the rest of the 1930s, and then
shot up markedly during World War. However this was ot a wartime phenomenon nor one
driven by government stimulus alone. The rate of profit remained quite high through the mid
1950s, long after foreign purchases of military equipment and government borrowing to fight the
war had endedBetween 1941 and 195the rate of profit averaged 28.2%, and it wasdless
throughout this period. Then the average rate fell to 20.3% during thé& 1988 period, during
which the rate of profit was again trendless.

The rate of profit then fell again, between 1981 ar@41% an average of 14.2%
between 1981 and 2004. During this period, it trended upward to a modest degree. Yet if we
compare the first and last troughs of this period, 1982 and 2001, in order to ascertain whether a
sustainedecovery of profitability tookplace wesee that it did not. The rate in 2001, 11.9%,
was a tad below the rate in 1982, 12.1%.

Finally, there was a sharp rise in profitability in the middle years of this decade. As we

now know, however, it was driven by an asset bubble and wassastanedrecovery. Revised
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Figure 1

Profits Before Tax as % of Historical Cost
of Fixed Assets, U.S. Corporations
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and updated BEA data indicate that the rate of profit fell from a peak of 25.0% in 2006 to 17.9%
in 2008
The data thus indicate that, after a sharp rise during the first daoadehalf following
the Depression, the rate of profit experienced two prolonged declines anewblealoff.
Notwithstanding the cyclical upturns in profitability during the 1990s and 2000s, there was no
sustainedecovery of profitability in the U.S. corporatector.
It may be wondered whether tlienclusiondepends upon the particular variables that
were used to measure profits and advanced capital. The answer is no; the result.is robust
Figure 2 compares the rate of profit discussed above with one in winnttch broader
measure of Aprofit, o property income (with deyg

numerator. Property income is the term | am using here all nonlabor income, gross value added
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Figure 2

Before-Tax Profits and Property Income, as % of
Historical Cost of Fixed Assets, U.S. Corporations
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minus d@reciation minus compensation@hployeesMovements in this second measure of the
rate of profit are a bit less volatile on both the upside and the downsideveuall,the two
series are rather similar.

Themain difference relevant to the preserdlgsisis that therate of profit in which
property income appears in themeraor did not fall sharply from the late 1970s to the early
1980s and then level off; it experienced a more gradual decline that continued through 2001.
Hence, it not only failedo recover since the early 198(@scontinued to fall or, more precisely,
resumed fall that was temporarily offset by accelerating inflation during the 1960s and 1970s
(as we shall see belown the 1982 trough, this rate of profit stood at 31.8%h&é2001 trough,

its level was 23.3%, which is a substantial 26.7% (not percentage points) less.

25



Some researchers prefer to use fixed assets plus inventories rather than fixed assets alone,
as their measure of advanced capitéle Tatio of property incos(or some closely related
measure) to the sum of fixed assets and inventories is sometimes regdidechae  Mar xi an o
of profit, i.e., a close proxy favhat Marx meant by the ratio of surplualue to avanced
capital™*

Figure3 uses profits beforek in the numerator of the rate of profit, and the two

measures of advanced capital in the denominaftrs.series in which inventories are included

Figure 3

Profits Before Tax, as % of Historical Cost of Fixed Assets,
w/ & w/out Inventories (at current cost), U.S. Corporations
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4 See footnote 10, above, for a discussion of the tewentoriesand of why some inventorse

are not actually advanced capital.
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in the denominator begins with 1947 because that is the first year for which the BEA @siblish
inventory data.

Here again, there is little difference between the movements in the two rates of profit.
The rate of profit in which inventories are included in the denominator fell somewhat less in
percentage terms during the postwar period. It atperenced a slight increa®el.1 percentage
points (12.9%) between the trough of 1982 and the trough of 2001, during which time the rate
of profit in which inventories are excluded from the denominator fell by 0.2 percentage points
(1.4%)

With two numergors and two denominators, we have four rates of profit altogétheir
movements between key trough years are reported in 2ablaee of the four measures,
including 0t RIE/(HARBAH XNV )R didnot reaoting after 1982, but actually
continued to fall, to varying degrees, between 1982 and 2001. The rise in the remaining measure,
PBT/(HCFA + INV), was very modest indeed, less than-bftke of the rise that would have
been needed (6.1 percentage points) to raise it from its level in 1982) (& its averge level

in the 1960s (14.8%). Thus the conclusion that the rate of profit of U.S. corporations failed to

Table 2. Rates of Profit, U.S. Corporations, Selected Trough Years
PBT/HCFA  PBT/(HCFA +INV) PIH/HCFA PIH/(HCFA + INV)

Percentage
point change
19492001 I 13.7 5.7 i 16.0 4.6
19491961 i 7.0 122 7.8 113
1961-1982 i 6.5 4.6 0.3 0.3
19822001 i 0.2 1.1 i 8.5 i 3.7
Percentage chang
19492001 I 53.4% i 36.8% I 40.7% i 19.5%
19491961 127.4% 114.3% 119.9% 15.4%
1961-1982 134.9% 134.7% 1.0% 1.4%
19822001 1 1.4% 12.9% I 26.7% 1 16.1%
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experience austained recovery after the early 1980ss not depend on the selection of any

particular numeratoor denominator

B. Intermediate Link®etweerFalling Profitability and Economic Crisis

The data presented above show that (histeadoat) rates of fit either failed to recover

between the troughs of 1982 and 2001 or continued to detlatehey also show that there was

a sharp rise in profitabilitin the middle of the current decadmtil the economic crisis erupted.
Even the revised BEA datagsented in Tabl8 indicate that profitability rose sharply (though

by a bit less than the unrevised data). Given this last fact, and given that rates of profit with
beforetax profits in the numerator flattened out rather than continuing to fall ind@@sland
1990s, it may be thought that the fall in the rate of profit cannot help to account for the current

crisis; the lag is just too longiowever, | do not think this is the case.

Table 3. Effectof BEA Revisions on Rates of Profit
1982 1982 2001 2001 2007 2007 2008

revised revised revised

PBT/HCFA 12.1% 12.0% | 11.9% 11.8% | 25.4% 23.0% | 17.9%
PBT/(HCFA +INV) 8.7% 8.8% 9.8% 9.9% | 20.6% 19.2% | 14.8%
PIHHCFA 31.8% 31.2% | 23.3% 22.8% | 30.7% 29.0% | 27.1%
PIH/(HCFA+INV) 22.9% 23.1% | 19.2% 19.1% | 24.9% 24.2% | 22.6%

Note: 1982 and 2001 were trough prafite years

It is certainly true that a fall in thate of profit was not thproximatecause of the crisis.
If we seek to move beyond journalistic accounts that merely correlate current eventgmowev
we must look for longeterm developments that set the stage for crisis and thus served as

indirect causesThis paper argues that the fall in the rate of profit was arkadigect cause.
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To be legitimate, an explanation in terms of indirect causest give an account of the
intermediate links (intermediate causes) by means of which the indirect causes led to the

phenomenon in question. In this section, | focus on two such intermediate links.

1. The Level of the Average Rate of Profit
The first is hat a decline in the rate of profit can set the stage for economic crisis not by
continuing to fall up to the moment of crisis, but by producing an average rate of profit that is too
low (albeit constantroeven rising a bit). As Farjouand Mahover(1983 pp. 163 66) pointed
out a quartecentury ago, relatively few businesses will be in serious trouble when the average
rate of profit is relatively high. Even businesses whose rates of profit are well below average will
be able to surviveddowever,if a fall in the rate of profit has led to an average rate of profit that
is relatively low, businesses whose rates of profit are below average to a similar degree may well
be in serious trouble, because their profitability is less than the minimum neededr itoorde
survive. This is just as much the case when the average rate of profit has stabilized as when it
continues to decline.

If, moreover, rates of profit are distributed such that relativelylfesinesseés r at es ar e
far below average, and a greater patage are only somewhat below average, then the
percentage of unviable businesses increases at an increasing rate as the average rate of declines.
As Table4 illustrates, if rates of profit are normally distributed (as in a bell curve), if the average
rateof profit has fallen from a level that is 2.5 standard deviations abovaitheumIevel
needed for survival to a level that is 2 standard deviations above it, an additional 1.7% of all
businesses become unviable. But if the average rate has fallea femal that is 1.5 standard

deviations above thminimumlevel needed for survivalo a level that is 1 standard deviation
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Table 4. Non-Linear Effect of Falling Profitability on
Viability of BelowAverage-Profitability Businesses*

Average Rate of Profit 25 2.0 15 1.0 0.5 0.0
(standard deviations great
than minimum viable rate)

Unviable Businesses (%) 0.6 2.3 6.7 15.9 30.9 50.0

* The figures in the table assume that rates of profit are normally distdbut

above it, aradditional 9.2% of all businesses have become unviafie and a half times as

many as before. Sherérm (cyclical) declines in profitability of similar amplitude will therefore
havemuch more widespread consequeneisn the averagete of profit is low than when it is

high, and a fall in the average rate of profit will thus have destabilizing effects that persist even if

it stopped falling a long time ago.

2. The Credit System
Another key intermediate link between falling prafit&y and economic crisis is finance. It is
i mportant to note that finance (fithe credit
tendential fall in the rate of profit, especially in Chapter 1&apital, vol. 3, which sketcheout
the relationkip between the falling tendency of the rate of profit and economic crisis.

I n other words, Marxés crisis theory is
fall in the rate of accumulation (net investment as a percentage of advanced edpdtalithen

causes a economic crisis, in the manner of one billiard ball hitting a second one and the second

S

not

one hittingathirdHe does argue that #@Athe r ath¢hemtEofé accu

prof it o 14, pm9), but heT@asothold that the fall in the rate of accumulation is a
direct cause of an economic crisis. This is largely because he distinguished bzigieén

rupture in the reproduction process of capital) stagjnation(slumps, recessions, depressions).
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Thebusines cycl e consists of fAper i odpsoduation crisisder at e
and stagnationo or fAperiods of average activit
stagnat i on,p580agsxA fallinghe rate of accumulation cdinectly cause a
fall in the rate of growth of output, but the fall in the rate of accumulation must be mediated by
other factors in order to result in a crisis

Marx (1991, pp349 50) does regard a decline in the rate of profit, and the decline in th

rate of accumulation to which it leads, as indirect causes of a crisis:

e in view of the fact that the rate at whi c
profit, is the spur to capitalist production (in the same way as the valorizatoapitdl is

its sole purpose), a fall in this rate slows down the formation of new independent capitals

and thus appears as a threat to the development of the capitalist production process; it

promotes overproducti &®n, speculation and cr

Because thé&ll in the rates of profit and accumulation lead to crises only indirectly, they
donotdosoimmediatelf hey | ead first to shorter or | onge
the rate of profit falls, ¢é weindling,theoughwi ndl i ng

desperate attempts in the way of new methods of production, new capital investments and new

*Marxregardsit he f or mati on of new independent capi't
of the capital, i.e. accumulation, appediar instance, he noted that devaluation of the existing
capital i aec caecl ceurnaut|[aetsijlont hof capital value by t

19913, p.358).
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adventures, to secure some kind of extra profit, which will be independent of the general average
[profit determined by the average rate of praith d s uper i or afp®67)!t 6 ( Mar x
It is only when debts finally cannot be repaid that a crisis erupts, which then leads to

stagnation:

The chain of payment obligations at specific dates is broken in a hundred places, and this
is still further intensified by an accompanying breakdown of the credit system, which had
developed alongside capital. All this therefore leads to violent and acute crises, sudden
forcible devaluations, an actual stagnation and disruption in the reproduction process, and

herce to an actual decline in reproductifiarx 1991a, p. 363]

This account has a very modern ring. Capitalism has changed far less than many people,
its critics as well as its supporters, wanted to think.

Several facts about the current crisis may sedmlig to suggest that it did not result
from the fall in the rate of profil he crisis erupted well after most or all of the fall had occurred
(depending upon whether befetax profits or property incomservesas the measure of profits)
Its main immédiate cause was the bursting of an apsiele bubble And it was immediately

preceded by speculative frenzy and a huge rise in asset prices that led to a sharp (but temporary)

181t should also be noted that the slowdown in the rate of accumulation tends to increase the
share of profits that flows into financial markets, and that this gresteni and the increased
inducement to engage in speculation tend to lower interest rates and thereby add to the

speculative fever. See Potts (2009).
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increase in the rate of proffAs we have seen, howeecislythat Mar x 6 s
crises are only an indirect and delayed result of the falling rate of profifallheadsfirst to

increased speculation and the build of debt that cannot be repaid, and these are the immediate
causes of crise3hus,the timing of thecurrent crisis and the sequence of events leading to it do

not contradict the theory, but are fully consonant with it and lend support to it. Nothing

anomalous has occurred that requires us to look elsewhere for explanations.

IV.Mar xi st E c ienmssahof thet Relévanbe of
Mar x6s Law of the Tendenti al Fal |

A. Dismissal

Some prominent Marxist economists have recently asserted that the rate of profit in the U.S. has
almost completely recovered from the fall it underwentugio1982. Therefore, they contend,

Ma r Ya@ of the tendential fall in the rate of profitTFRP) is of little value, if any, when

trying to explain the roots of the current economic crigistead, they attribute the crisis to
financialsector phenomeda, whichthey portray as largely unrelated to and separable from

movements in profitability Last July, Fred Moseley (2008) wrote,

Three decades of stagnant real wages and increasing exploitation have
substantially restored the rate of profit [in theSU, at the expense of workers

This i mportant fact should be acknowl edged.

71t seems that the rise in asset prices led to the temporary rise in the rate of profit largely
because amsumers regarded the increases in the values of their homes and stock shares as extra

income, which they tended to spend and against which they borrowed
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crisis is the financial sector. & The best
iIs Hyman Minsky, not Karl MarxXThe current crisis is merof a Minsky crisis

than a Marx crisis.

Earlier this year, and despite the fact that the crisis has worsened considerably since last
July, Moseley (2009, pp. 36m1) also argued that the substantial restoration of the rate of profit

verges on Iiatl enorsé c @wenpy O :

the rate of profit I s now approaching the j
The last several years especially, since the recession of 2001, has seen a very
strong r ec ov.econclude that fherech&sibéen a wery substaanticl

probably almost complete recovery of the rate of profit in the U.S.

Estimates by Gérard Duménil and Dominique Lévy (2005) indicate that the rate of profit
of the overall business sector in the U.S. has not recovered so substardaliyth regard @
the corporate sector, their view echoes Mosel e
sectore r ecovered to its |l evel of the |l ate 1950s.
since World War Il, the recovery of the profit rate agusenearly complete within the entire
Corporate sector DUménil and Lévy 2005, p. 9, p. 11, emphases omittadight of this view,
a report on comments made Dyménil at the November 2008storical Materialism
conference come a$ Bomepekpridyet heAiDdm@nit hat Ot
behind the crisis.o6 . . . [H]e thought the cri
been relatively steady and had little to do with #he same report states that Costas Lapayitsas
anotherwelk nown Mar xi st economist, -wate filail s®@0 d{ B eng

2009) Harman (2009, p. 386 n73) also reports haméniln d eni ed t he r el evance
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profitabilityo as a cause of t Infereneecandimo mi ¢ cr i ¢

conversation at a May 2008 conference on financialization.

B. CherryPicking Troughs and Peaks

Before arguing that the cristkeshave a | ot to do with Marxo6s LTI
no sustained recovery of corporate profitabilitthe U.S., | want explain why Moseley and

Duménil have put forward the contrary vielihey do so, in part, because they fail to distinguish

between cyclical variations in profitability and longerm (secular) trends in profitabilitit is

obvious tha in order to ascertain the trend, one needs to set aside or control for cyclical effects
Otherwise, onenight take a completelyendlesdata series (such as the sine wave depicted see

Figure 4) andconclude that it exhibits a rising trend simply byealy-picking a trough point (A)

and comparing it to later peak point (B)r one might say with equal validity (i.e., none) that

Figure 4
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the series exhibits a falling trend, simply by chguigking a peak point (B) and comparing it to
later troughpoint (C).

Yet this is exactly what Moseley and Duméhivy da When he asserts that the rate of
profit has almost completely recovered from its prior fall, Moseley is comparing his rate of profit
duringtroughor neartrough yeargfrom the mid1970s hrough the early 198Dwvith the rate
duringapeakperiod(20042007 or 20082007). He does soven though it is clear to him that an
unsustainable assptice bubble was underway during the latter period (Moseley 2009, esp.
section 5)Had he compared ¢htroughs in his data, Moseley would have reported a rise in the
rate of profit from 10% in 1980 to 14% in 2001, rather than the rise of twice that amount (to
17%1 9 %) t hat induced him to refer to aAnd ial mosH
hewould have reportedo recoveryin trough rates of profit from 1987 through 2001, the most
recent trough year

Similarly, Duménil and Lévy (2005) chose to analyze movements in profitability only
through 1997They made this choice, for reasons they dbaxplain, even though their paper
actually presents data through 2000, and even though a few more years of data, including data
for the trough year of 2001, were available when they published their. Bapek997 was a
peak profitrate yearThus whenh ey st at e t hat the corporate sec
through 1982 andetbearvynfér twbat] adgnpeilands near |
Lévy are comparing &roughto apeak

Why do Moseley an®uménil Lévy choose to cherrpick ther data in this manner? |
do not know. I can only speculate that they 0f:¢
subsequent declines, as sigantdlgantcaCapitald si babd

Resurgen{Duménil and Lévy 2004)niwhich a neoliberal, fremarket counterevolution gave
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rise to a new, sustainable boom on the backs of the working Thissvision has helped many
on the Left find an Aobjective basisodo for bott
have exprienced and for the resignation to the status quo, or mildly reformist alternatives to it,

that they have taken to advocating. The data themselves do not tell suchauthktary.

C. CurrentCost Valuation

Another reason why Moseley abdiménitLévy find that the rate of profit has strongly

recovered is that they valaelvancectapitalat its current cogalso known as replacement cost)
rather than at its historical cost. In other words, the denominators of their rates of profit measure
the amount bmoney that would be needed at the end of the current year to rafilatéhe

capital assets, rather thdre actuasums of money that were expended in ordexaguie these
assets originally. This issue is of such importance that the whole ofthpareof thispaperis

devoted to it.

D. Logical and Methodological Bases of the Dismissal

| have focused above on empirical arguments, but it must be stressed that two main reasons why

the LTFRP is dismissed as irrelevant to an explanation of thent@wtenomic crisis are not

empirical, but logical and methodologickirst, mainstream Marxist and Sraffian economists

have long dismissed the law, and have even regarded reference to it as a sign of dogmatism and
obscurantism, on the ground that itagically impossibleWhile Marx argued that labesaving
technical change produces a tendency for the
supposedly proved that profitaximizing capitalistsvould never adopt any labesaving

technical change$at have this effecAny technical changes that raise their own rates of profit,
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given current prices and wages, will result in a higher (or constant) ecewatayate of profit,
when all is said and done
Oki shi obs theor em h gmporsentofvehat s rosviknowniastper ov e d
temporalsingesy st em i nterpretation of Marxo6s .value t
However, the myth that Okishio showed that the rate of profit cannot possibly fall for the reasons
Marx stated remains pralent among Marxist and Sraffian economi$tse myth affects the
debate over the causes of the current crisis, by making it less than respgecableconsider
Marx6s | aw as a potential determinant of the ¢
There is also a methodologicaiasorwhy both the LTFRP and the historieadst rate of
profit are dismissed. In an effort to be scientific, or at least good economists, mainstream Marxist
and Sraffian economists have long embraced equilibrium modeling and what Steedman (1977, p.
217) calledt he Aphysical quantities approacho to val
compels one to measure the rate of profitlirentcost terms® So the historicatost rate of
profit is dismissed simply because one would violate the methodological wéegsilibrium
economics and physicalism if one were to use it to assess movements in profitability. And since
the reclamation of the LTFRP against the Okishio theorem requires repudiatiomenftcost
valuation,the LTFRPmustalsobe dismissed, dedpithe fact that the theorem has been
disproved, in order to protect these methodological norms. | cannot think of another plausible

way of explaining why, although Duménil and Lévy (2005) study a great variety of measures of

18 static-equilibrium prices are constant pric8herefore in a static equilibrium, the prices at
which capital goods were acquired are the prices at which they can now be replaced. And when
prices are constant, the only remaining determinants of the rate of profit are physical quantities.

Thus,the replacementost or current o gdte ofiprofid is anessentially physical rate.
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the rate of profitcapital investments are valued #eir currentcostin every single one of these

measures

V. Current-Co st

A. Divergent Trends

Figure 5 shows the movemelmsthe currenicost analogs of the four rates of ptafe

considered above.

Figure 5
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In order to see similarities and differendegweerthe trend of historicaland current
cost rates between selected trough pretfie years, one can compare Table 5 with Table 2,

above.

Table 5. Current-C o s Rategiof Profit, &.S. Corporations Selected Trough Years

PBT/CCFA  PBT/(CCFA +INV) PIC/CCFA PIC/(CCFA + INV)

Percentage
point change
19492001 5.9 3.2 i14.5 1.2
19491961 12.0 10.7 10.5 08
1961-1982 6.2 4.6 6.0 4.1
19822001 2.2 2.1 1.9 2.2
Percentage chang
19492001 141.7% 131.0% 122.6% 18.3%
19491961 113.9% 17.1% 12.6% 5.1%
19611982 150.4% T147.7% 130.4% 126.6%
19822001 36.6% 42.2% 14.2% 18.8%
Table 6, which is anal ogous to Table 3, abc

comprehensive revisions on curreast rates
Figure6 focuses on the pied since 1982. lie currertcost and historicatost rates
diverged markedlyluring this periodTheratio of profits before tax to the current cost of fixed

assetsose by 93.0% from the trough year of 1982 to the peak year of 199@nélmgous

Table 6. Effect of BEA Revisions onCurrent-C o s Ratesiof Profitd

1982 1982 2001 2001 2007 2007 2008

revised revised revised

PBT/CCFA 6.1% 6.0% 8.3% 8.3% | 159% 14.3% | 11.0%
PBT/(CCFA + INV) 51% 51% 7.3% 7.2% | 13.9% 12.7% 9.8%
PIC/ICCFA 137% 13.3% | 15.3% 156% | 18.0% 17.0% | 15.6%
PIC/(CCFA+INV) 11.4% 11.3% | 13.5% 13.6% | 15.7% 15.1% | 13.8%
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Figure 6

Profits Before Tax as % of Historical and Current
Cost of Fixed Assets, U.S. Corporations (1982 = 100%
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historicatcost rate also rose sharply during that period, but by only half as much in percentage
terms, 46.3%. Bothates then fell to a similar degrbetween 1997 and 200This left the
currentcost rate 36.6%igherat the 2001 trough than at the 1982 trough, while the histerical
cost rate was 1.4%wer in 2001 than in 1982T' hus the currentost rate has indeeda@vered,

even when we compare trough to troumh, as | emphasized abovbkere has beemo sustained
recoveryof the historicalcost rateFigure 7shows the relationship between curreast and
historicatcost rates of profit since the end of the Gig@apressionWhen the rate of profit is

computed on the basis of befdaex profits and the cost of fixed assets, the ratithe current
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Figure 7
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cost rate to the historicabst ratdell by 31%(not percentage pointflom 1941 to 1947, then
rose by 35% from 1947 to 1964, then fell by 32% from 1964 to 1981, and then rose again, by
51% from 1981 to 2002Vhen property income replaces befta profits in the numerator, the
relationship is even more volatile; the percentelggnges in the ratiof the currenicost rate to

the historicalcost rateduring the same four styteriods aré 34%, 42%, 39%, and 69%T he

fall in the ratio that took place from the ml®60s through the early 1980s was the result of the
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accelerating iflation ofthat subperiod and the subsequent risethe ratio is the result afie
deceleration of inflation (disinflation) that took place thereafter. In other words, because
replacementost valuation retroactively revalues capital assets, insteaalohg them at the
prices at which they were acquired, it inflates the denominator of the rate of profit in periods of
rising inflation, artificially lowering the rate of profit, and it deflates the denominator in periods
of disinflation, which raises thete of profit artificially®

Thuswe see thathe relationship between the curreaist and historicatost rates of
profit has been quitenstable over the last 60 yea@®wing to this instability, judgments as to
whether profitability has or has notcevered depend largely upon whighthe two rates is
discussedMoreover, claims that the current crisis is rooted in distinct and separable firancial

market disturbances, rather than in a persistent slump in profitability, can be valid only if the

191t follows from the definitions of the rategvenin part II, section B of thipaperthatif (a) the

currentc ost Arate of profito i s c ostapaftheydarintheé ng t h
denominator(b) the pofit measures in the numerators of the curegt and historicatost

rates are the samand (c)the cost of fixed assets is the sole component of the denonsinator

then the following statement holds trdéne ratio of the curreat o st fir a tteetheof pr of i t
historical-cost rate of profit rises (falls) when the percentage rate of growth in the disset

price index, F, is less than (greater than) the difference between the initial histoosand

currentcost ratios of net investment to advancaegital, i.e.,CI—H- # Thus, all else being

equal,thecurrent o st Arate of profito widcdstrateaoiptofiti n r el
when fixedasset inflation accelerates and rise in relationship to the histonstate of profit

when fixedasset inflation decelerates.
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curreri-cost rate of profit is &alid measure of profitabilitylt is therefore clear that
replacementost versus historicatost measurement is a matter of considerable empirical

significance’® A choice must be made

B. Why the CurrerC o0 s t ifiRatlesmdt POmod it o

It is therefore worth assessing the argument in favor of replacesosnvaluation of capital
investments. Mainstream Marxist and Sraffian economists have now used the replaazstent
or currentcost, rate of profit to assess movements ififadaility for nearly a halicentury, at
least since Okishio (1961s it really the case (I have been asked) that they have all been guilty
of an outright error?
My answer i s a nbhacurrgnécast ratd of pradit isisigngysnat rate of
profit in the normal sense of the teffn.
First of all, thecurrentc o st fArate of profito i s not what
maximize They base their investment decisions on saess of profitability such as the internal
rate of return and n@iresent valueVhereas theurrentc o st fAr ate of profito \

investment expenditures and future receipts Bameously, using a single set of prices, these

291 point this out because some critics of the temporal siagfest em i nt er pret at i on
value theory (TSSI) have dismissed its critique of replacemasttmeasurement of the rate of
profit by aguingd incorrectly, as we séethat the issue has little empirical relevance.

*1 The BEA publishes data for capital stocksérms of current costs, bitsc o n ¢ e gapitalo f  fi

stocklo was not developed in connect i @omeaswestofh t he |
netinvestment t i s based up asughdandietors of whethed tiomrespanding e A
capital stocks have been mairn®ained intacto (1}
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measures use current prices to value current investment expenditures, but use éxpeeted
prices to compute future receipts
Secondly, theurrentc o st fArate of profitdo fails to acc
i nv e adtvalraedof return, their profits as a percentage of the original amount invElsted
discrepancy can be welarge Imagine, for instance, an investment that would generate a
constant revenue stream over a very long time, if the price of the product produced by means of
the investment remained constdfithowever, the price rises or falls by a constant peeggn
per period, it is easy to show that the actual rate of reftand thecurrentc o st fir at e of p

CC are related as follows:
A= @+ BrOC+ &

where Bisthepetper i od percent age ce(adegimal formf> Thosdf pr o d u c

rR¢=10% (i.e., 0.10) but the price of the product falls by 2% per period (es, i 0.02), then

ris 7.8%.

22 Denote the amount investedlaand the peperiod revenue streamf t he product 6s

remained constant & Then, applying the standard internal rate of return formula, we have

npb 1 b ! . .
l=RaI—=¢ g dl = RZ . If the number of periods is large, then
=11+ T i1 1+r
P 1 2. P1f . .
R - 1CC ¢ R- é gand RZ[ 1+ #j 1+ Pl . Since the two righhand
=11+ PR Ty i \1+r 1+r2]-[1+ H

sides both equd) they can be set equal to each other, and the relation given in the text is then

easily derived.
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Thirdly, contrary to what proponents of simultansemaluation (e.g.Laibman 1999, p.
223) often claim, theurrentc o st Ar ate of profito fails to acc
i nvestor sd expect. lendginé that aifirmeinvesta in Bes equipment that aosts
$100, 000 at t od a yeéulingpncreaseensts outpuh i valued sirhultandaiesly
ii.e., also on t Héds3$b0aDBOiper anourihdcomdreay @ st pfii &tees of
on this investment is 10%. Yet if the price of its product is expected to decline by 2% per, annu
as in the example above, only the most naive firm would overlook this information and expect a
10%, rather than a 7.8%, rate of return on its investment.
Finally, thecurrentc o st fAr ate of profito bears no cl ec
accumu |l ati on ( or A ¥a thisrelationship ¢s peohags thé main reason why the
rate of profit is of economic importandéis well known, for instance, that the rate of profit is
the maximum rate of accumulatiddowever, if prices are fallinghecurrentc o st fAr at e of
profitdo can exceed the maxi mum rate of accumul
Imagine an economy without fixed capital, in which seed corn and labor are the only
inputs, corn is the only output, and workers are paid in.@&trthe start of the year, the capitalist
farmers obtain ongear loans totaling $40 million from their bankeB@nce the price of corn is
$5/bushel, they use the $40 millidmey haveborrowed to purchase 8 million bushels of corn,
which they then plant aseed and use to hire farmworkest year 6 s end, 10 mi ||
corn are harvested
Now imagine that the price of corn has fallen in the meantime to $4/b&stie$ revenue
is $4 x 10 million = $40 million, and theurrent costof the 8 million bushels of corn invested at
the start of the year is $4 8 million = $32 million Profit computed on the basis of replacement

costs is therefore $40 millidn$32 million = $8 million, and so the replacentc o st fAr at e of
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prof %%rgllll%ﬂ& 25%. In terms of valudor price) however, there is no profieven if we
million

ignore the interest that the capitalist farmers must pay the bafker$40 million in sales
revenue r ecei v egreatartthanytre $40 indlionenmedtediatthe stdre actual
value (or price) rate of profit is therefore 0%.

Which of these two rates of profit, 25% or 0%, more accurately depicts the maximum
rate of capital accumulationi . e. , t he tbexpantetreisaperadidns next year?
Proponents ofurrentcost valuation contend that the maximum rate of accumulation is indeed
25% The farmers invested initially 8 million bushels of corn, but end the year with 10 million
bushels, which is a 25% ireaseThus they can supposedly expand their operations by up to
25%, by investing 10 million bushels of corn at the start of next year instead of the 8 million
bushels that they invested at the start of the current year

The farmers themselves, howevare a wee bit disappointetiheir oneyear loans must
now be repaid, and they have to use their entire sales revenue of $40 million to repay the $40
million that they borrowed at the start of the y@aih e f a r me r hanoinceedsedvatoall t h
and,after repaying their loans, they have nothing left over with which to expand their operations
Even in physical term#hey are unable tocaumulate Moreover, they have not yet paid, and
cannot pay, the interest they owe the bankéthe same situationccurs year after yeawith
corn output exceeding corn input by 25% each year, but the price of corn falling byh20%

farmers are soon drowning in débt.

23 The farmers canontinue to produgeof course, and even produce an increasing amount of
corn each yedi if they can persuade their bankers to extend them new. [Bhisss not very

likely. Simple spreadsheet computations show that, as long as the farmers must pay a positive
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C. Rates of Profit and EquitiMlarket Rates of Return

It is also worth notinghat historicalcostrates of profit have outperformed curreust rates of
profit as predictors of stoekarket rates of return. Tabfaeports results of regressions that
measure the ability of different rates of profit to predict the earrtiogsice ratio of $andard
and P &80D(S&Ps500)corpaations during the 19 2004 period”
Using the coefficient of determinatioR?, as the measure of the in
predictive power, we see that historicalst rates of profit outperform currecst rates as
predctors of the earningg-price ratio to a huge extent. For instance, in the regressions in which
profits after tax are used and the rate of profit is lagged, the histodsatate of profit accounts
for 47.9% of the variation in the earninggsprice ratio while the currentost rate of profit

accounts for 14.5% of the variation, which is only tht@aths as mucihese results are an

rate of interest, the ratio of their debt to their sales revenue will grow exahgrsind the

absolute level of their debt will also grow exponentially in the long term, even if the physical

vol ume of corn they produce doesné6t iothingr ease
is really different if the farmers are ableftoance their own operationgheir books may not

show that they owe interest to themselves, but if they agedtinextend zeranterest loans to

themselves, they continually forego the interest that they could acquire by investing their money
capital exernally.

24| excluded the years 2008007 because they were very anomalous. Inclusion of these years

lowered theR? by anywhere from 10% to 72%. The percentage fall irRheas in all cases

about twice as great when a currenst rate of profit servedls the independent variable as when

the analogous historicabst rate served as the independent variable.
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Table 7. Predictive Power of Rates of Profit over EquityMarket Rates of Return

Non-Lagged Regression Results Lagged Regression Results
megﬁzgliem constant  slope R constant slope R
PAT/HCFA 0.009 0.543 0.354 0.000 0.616 0.479
(0.757) (5.545) (0.000) (7.172)
PAT/CCFA 0.042 0.439 0.059 0.025 0.679 0.145
(2.474)  (1.874) (1.559) (3.078)
PBT/HCFA 0.015 0.302 0.343 0.011 0.320 0.400
(1.366) (5.405) (1.058) (6.110)
PBT/CCFA 0.041 0.281 0.078 0.033 0.346 0.123
(2.676) (2.177) (2.247) (2.801)

Note: In all regressions, the dependent variable is the eattapgice ratio (the recimpcal of the
S&P 500 E/P ratio), and the data are for 12004, so N = 58. In the lagged regressions, the
independent variable is the rate of profit of the prior year. Figures in parenthesstatstics.

additional indication that historic&lostrates of profit are more closely related to what actual
capitalist firms and investors care about and talk about when they discuss profitability.
The regression results also indicate that rates of profit in which profits after tax are in the
numerator geerally outperform, by a small amount, rates of profit in which profits before tax are
in the numerator. The r eason faftertadfijuresard s appar
more similar to Standard and Padionaltnsomegner at i ng
Poduct Account s] profits after tax é are the N
the S&P earnings measures. Although there are still differences in depreciation rates between the
two measures, at least the charges fore@ation across the two sets of measures are based on
the historic cost of assetso (Mead et al. 200:¢
In addition lagged independent variables, i.e., rates of profit of the prior year, uniformly
outperform noAlagged ones to a somewhat greatéest. One reason this may be the case is

that rates of profit have a delayed effect on stock prices. Another is that the S&P earnings figures
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ar e ft rnomtH earnirggs,"indther words, earnings throughout the prior 12 months. This

implies that a oeyear lag on the independent variable actually represents orlganth lag

between BEA profits and S&P earningswsBEA pr of it figures of any \
worth of profits receiveaftert he end of t he peri od feportedwhi ch S
earnings and which therefore cannot affect the S&P earttgsce ratio (unless the latter

responds to anticipated rates of profit rather than actually realized rates of profit).

D. Adjusting for Inflation

My critique of the current 0 s te forfatpr of i t 6 may per haps be con:
unaware of the difference between nominal and real profitability, or that | believe nominal
profitability measures to be superior to real ones. The critique should not be construed in that
manner. A | noted in part Il, section C, of this paper, my view is that it is appropriate to study
the movements in the nominal rate of profit in order to answer some questions, while it is
appropriate to adjust for inflation and study the movements in inflaijusted rates of profit in
order to answer other questions

Hence, the problem with currenbst rates of profit is not that they adjust for inflation,
but that they do so in an improper manner. Or, more precisely, the problem with them is that
what theyadjust for is actually not inflatidn & general economywide increase in the price
level or the MELT but increases in the prices of each type of fixed asset. It might make sense
to adjust for inflation in this manner if there were no technical changesny changes in the
relative prices of different fixed assets, that induce businiessesvidually, and as a whoieto
change theompositionof the fixed assets they employ. In such a case, the composition of fixed

assets would remain constant overdjrand the changes in the prices of the fixed assets acquired
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in the past would therefore accurately reflect the changes indigset costs that businesses
currently face.

But when, for instance, businesses were in the process of buyingovomrelssing
programs, computers, and printers insteacépfacingtheir wornout typewriters, changes in the
replacement cogif typewriters became an evieiss meaningful measure of the inflation (or
deflation) they experienced when they purchased what became lasosesktogpublishing
equipment. The replacement cost of typewriters became aslessemeaningful inflation
measure even for businesses that continued to use typewriters, because they were not replacing
the typewriters when they wore out but instealigituting computer equipment. But current
cost measures are, precisely, replacersest measures. They measure the percentage change in
the cost of replacing the entire current stock of fixed assets, which contained a relatively large
number of typewriteprices, not the percentage change in the cost of the fixed assets that
businesses are actually acquiring currently, which contained a relatively large amount of
computer equipment and relatively few typewriters.

Figures 8 and 9 show the trajectories @& tleflated (inflatioradjusted) and labor
(MELT -adjusted) rates of profit and, for comparison, the unadjusted histoastitates, during
the postWorld War 1l period(Definitions of the adjusted rates and the computations |
performed in order to obtathem were discussed above in part I, sectione)see that the
adjustments lower the level of the rate of profit, but they generally do not influence the trend
markedly.The period of rapidly accelerating inflation, the 1970s, are the key exceptiuis to
generalizationThe nominal (i.e., unadjusted) rates of profit rose markedly during that period,
while the adjusted rates in which befdex profits appear in the numerator increased only

modestly, and the adjusted rates in which property incomeaappethe numerator fell. Since
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Figure 8

37%

32% A

27%

22%

17% A

12%

7% A

2%

Before-tax Profits as % of Historical
Cost of Fixed Assets, U.S. Corporations

3

== inflation-adjusted

=== MELT-adjusted (labor ROP)

=== unadjusted (money ROP)

LV6T

C¢S6T -

LG6T -

Z96T -

L96T -

¢L6T -

52

LL6T -

86T -
L86T -
66T -
L66T -
200¢ -
L00¢ -



Figure 9

Property Income as % of Historical
Cost of Fixed Assets, U.S. Corporations
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1982, however, the trajectories of the inflaiamd MELT-adjusted rates of profit have been

very similar to one another and the trajectory of the unadjusted historicakt rates of profit,

as Figure 10 shows. This reflects the fact that the rate of inflation of the general price level and
the rate of inflation of the MELT (i.e., the rate by which the money prices of comp®dge in
relationship to their labetime-determined values) were both roughly constant, relative to the

growth rate of net investment, throughout this pefibd.

|t follows from the definitions of the ratggvenin part Il, section B of thipaperthatif (a) the

cost of fixed assets is the sole componédithe denominata of the rates of profit and (b) the
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Figure 10

Adjusted and Unadjusted Historical-Cost Rates
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The adjustments therefore fail to significantlyeadff the conclusion that the rate of profit
has failed to recover since 1982. Between the troughs of 1982 and 2001, all rates in which

property income appears in the numerator fell. The percentage (not pereeoitatyéall in the

percentage growth rate of (nominal) net investmé%lis greater than the percentage growth rate

in the general price Ieveé‘, and the percentage grtwate of the MELT,N&, then theatio

of the deflated rate of profit to the historigadst rate of profit tends toward- I—&and the ratio

M

of the labor rate of profit to the historieabst rate of profit teds towardl- &
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inflation-adjusted ratefoprofit, 16.5%, was about thrddths as large as the percentage fall in

the unadjusted rate, while the fall in the MER@justed rate, 25.6%, was very close to the

26.7% fall in the adjusted rate. These results all stand in marked contrast to thbse for
analogougonstanicost rate, whichoseby 14.2%. And whereas the unadjusted rate in which
beforetax profits appears in the numerator fell by 1.4% between 1982 and 2001, the MELT
adjusted counterpart remained constant while the infletjusted rat rose by 12.3%, less than
onesixth of the rise (76.9%) needed for it to recover to its 1970 level. Meanwhile, the censtant

cost counterpart to these rates rose by 36.6%

V1. The Rate of Profit and the Rate of Accumulation

The ratio of net investmetd advanced capital is generally known as the rate of accumulation.
Since the rate of profit is the ratio of profit to advanced capital, the rate of accumulation is equal

by definition to the ratio of net investment to profit times the rate of profit:

net investment .. P netinvestmat profit é

U
advanced capital profit advanced cap

... Phet investm
rate of accumulatiotJ =- o efs: “H rate of profy
= profi

The rate of profit is therefore a key determinant of the rate of accumulktadiprofit
were invested, the rate of accumulation would equal the rate of pratite sate of profit is
essentiallythe maximum rate of accumulation. Moreovérthe fraction of profit that is used for

(productive) investment is roughly constant over time, the rate of accumulation will rise and fall
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by roughly the same percentage as the rate of profit. It is therefor@abéesto expect thahe
rate of accumulation willrack the rate of profit.

However, use of the simultaneist physical f
the rather paradoxical result that the rate of accumulation has failed to recovehsirady
1980s despite a signific@dn$. recrowpemragt iongdid hreatr
(beforetax profits as a percentage of the current cost of their fixed assets) was 37% higher in the
trough year of 2001 tmain the trough year of B2. Yd their rate of accumulation (net
investment in fixed assets as a percentage of fixed assets, both in constaatms) was 13%
lower in the trough year of 2002 than in the trough year of 2808 .although the trend rate of
profit increased by @2 percentage points per year between 1982 and 2001, the trend rate of
accumulation increased by only 0.01 percentage points between 1983 and 2002.

It follows from these simultaneist results thatemer smalleof profit is being invested in
production, ad an evegreater share is being diverted into acquisition of financial instruments
and real estate. The above results thus tend to reinforce the view that the financial sector has
become increasingly decoupled from the productive sector of the econ®mg|l as the view
that the current crisis is almost exclusively a crisis of the former without roots in the latter.

The paradox goes away when we look at the rate of accumulation in relationship to the
actualrate of profit.As Figurellreveals, the ratef accumulation has ifact closely tracked the
actual rate of profit, especially during the 192003 periodBeforetax profits as a percentage
of the actual capital advanced (the historical cost of the net stock of fixed assets) fell from a peak
of 242% in 1978 to a trough of 11.9% in 2001, and the rate of accumulation fell from a peak of

13.3% in 1979 to a trough of 2.6% in 2002.
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Figure 11

Rates of Profit & Accumulation, U.S. Corporations
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The data in Figurél, like the simultaneist data above, indicate that the gapdeet the
rate of profit and the rate of accumulation widened from the early 1980s. Whereas the rate of
accumulation was 1.7 percentage points less than the rate of profit in 1982, it was 9.6 percentage
points less in 2001.

However, the widening of this gavas not caused by a rise in the rate of profit, but by
the delay with which the rate of accumulation fell in response to the fall in the rate of profit.
Because of this delayed response, the gap between the two rates narrowed greatly in the early
1980s a the rate of profit fell sharply while the rate of accumulation fell to a much smaller
extent.Yet the rate of accumulation then continued to decline timgilgap that existed prior to

the early 1980s wagstored There was therefoneo longterm fallin the rate of accumulation
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relative to the rate of profit. Instead, there wasnitial rise that gradually dissipateds the
decline in the rate of accumulation gradually caught up with the decline in the rate of profit.

In other words, there was no pterm fall in the ratio of net investment to profit, no
eversmaller share of profit invested in production, no eyeater share diverted into
acquisition of financial instruments and real estate. On average, net investment (in histstical
terms)equaled30.2% of befordgax profits from 1947 through 1965, 43.8% between 1966 and
1977, and 42.8% between 1987 and 2001. Thus the ratio of net investment to profit fell only in
the sense that returned to the levels of 1968@7 after having temporarily shap sharply in the
late 1970s and early 1980s (reaching a peak of 86.1% in 1982 and averaging 75.8% between
1981 and 1985)

In light of the claim that investment behavior has largely become uncoupled from
profitability considerations, it is important tarass that both the shdived upward spike in the
ratio of net investment to profit and the subsequent fall in this ratio were the direct results of
declining profitability Between 1977 and 1979, befdee profits increased by 29.2% and net
investmenincreased by 59.0%. Then, between 1979 and 1981, befopaofits fell by 10.4
and net investment grew by 23.1%, which was less tha#iftlig of the growth rate during the
prior two-year periodY et since investment rose while profits fell, the rationwestment to
profit shot up from 55.8% to 76.6%. In response to the decline in profits, net investment fell by
8.5% 1982. However, befottax profits fell yet again, and more sharply, by 18.5%. This caused
the ratio of investment to profit to shoot upther, to 88.1%. Thus the ratio rose because,
althoughinvestment did decline in response to the decline in profits, the decline in investment

was delayed and offset by a further decline in profits
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Putting the same thing somewhat differentlysinvestal profits plummeted drastically
becausef the delay with which investment was reducedesponséo the fall in the rate of
profit. As Figurel2 shows, urnvested profits as a percentage of total betaxeprofits fell to a
low of 13.9% in 1982, and uimvested profit as a percentage of ateex profits fell to a low of
29.4%. Corporations were investing more after profit than the aftetax profit they actually
had! (Since dividends continued to be paid, this means that corporations were dépdetingls
set aside to replace and maintain their physical capital.) This situation persisted for several years,
had! (Since dividends continued to be paid, this means that corporations were depleting the funds

set aside to replace and maintain their ptatcapital.) This situation persisted for several years,

Figure 12
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but it clearly could not persist forever, so the ldagn ratio of net investment to profit wisen
gradually reestablished.

The data thus tell a story markedly different fromaine put forward by proponents of
the uncouplegeconomy thesislhere has not beenlongterm, voluntary increase in the share of
profit that makes its way into the financial and real estate maaikedgesult ofieichtened
inducements to speculate, reofongterm, voluntary fall in productive investment. There was no
long-term fall in the latter share, and thus the falling rate of accumulation is attributable to the

falling rate of profit.

VII. Distributional Analysis

A. AiWaged and ¢émefi't Shares of I n

The failure of the rate of profit to recover might seem curious, since so much has been
written about the stagnation of real (i.e., inflatejusted) wages, and an alleged redistribution
of income from wages to profits, over the four deca¥festhe former phenomenon is
misleading, and the latter is not actually a fact, at least not in the U.S. corporate sector.

Figure13 shows the rate of growth of employee compensation in the corporate sector.
This rate did indeed undergo a sharp and suddeatfdie start of the 1970s. In the early part of
the postWorld War Il period, 19471969, total compensation rose on average at a 4.8% annual
rate, but the average growth rate then fell by half, to 2.4%, between 1970 anéi@@@¥er, as

Figurel3also slows, the slowdown in the growth rate of compensation went along with, and

can be attributed almost completely to, a slowdown in the growth rate of corpedatiome t v a |
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Figure 13

Net Value Added and Employee Compenstation,
U.S. Corporations, 1947-2007
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added?® The latter also fell from an annualerage of 4.8% in the first subperiod to 2.4% in the

second subperiod.

%6 All references to net value added in this section are to net value addedepitciation

valued at historial cost, i.e., NVAh.

?’The growth rates in FigurelBar e gr owt h r at e s-adustedvahablesiifoe al 0 ( |

adjust for inflation, | used the annual average Consumer Price Index for all urban consumers

(CPIFU), available at the U.S. Bureau of Labor Statistics website (ftp:/ftp.bls.gov/pub/special.
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The slowdown in the growth of employee compensation is consequently not a
distributional phenomenaotit has its roots in the sphere of productiés Figurel4 shows, there
has beewery little change in employee compensation as a percentage of net value added
throughout the posiVorld War 1l period (the coefficient of variation between 1947 and 2007
was just 2.9%). In fact, this percentage (which | shalltcdlle i wa ( leasirredsear e

slightly over time.

Figure 14
"Wage" Share, U.S. Corporations
(compensation of employees as % of Net Value Added)
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Table 1.14, line 4. The net value added figures are the difference between gross value added of
corporations and the historicelo st depr eci ati on of corporations

BEAGs NI P, limealpbanhdeFixdd.Asset Table 8.6, line 2, respectively.
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Between 1947 and 1968, employee compensation was equal on average to 67.7% of
corporations6é6 net value added 2007 pesad.mMige t o an a\
correspondi ng per c eeftewmygpeosits andpropectyincopme wead2il.8% s 6 b
and 32.3% in the 1947969 period, and 16.0% and 29.1% between 1969 and®2007.

These facts have several important implicatiéist, while the failure of the rate of
profit to recover seems paradoxicaf we | magi ne t hat the fAwageo s
the fact that it has not fallen eliminates the paradox.

Second, there has been no ©eitdarlsetordgaxbut i on fr
profits or property inconge in the corporate sector; tibeovement has been in the opposite
direction This does not negate the fact that the pay of regular (production arslipervisory)
workers in the U.S. has stagnated, both absolutely and as a share of total Indoe®&mean,
however, that the relatvée c | i ne i n regul ar workersod pay has
profit share of i ncome. | nst e a.dbinceidompensatn par t i ¢
of employees has risen as a share ofayhamcome (1
stagnated, the Athird partieso whose incomes
employees other than regular worl@&raxecutives, managers, and professianals

Third, the relative constancy of atelofe fiwagec«
profit is not mostly a distributional phenomenéingure15 helps clarify this fact. The blue line

is the actual rate of profit (property income as a percentage of the historical cost of fixed assets),

8 The predominant reason why befde profits fell more sharply than property income is that
net interest and miscellaneous payments, a component of the latter, increased from 0.2% to 2.7%
ofcor porationsdé net value added. Figures for ne

reported in NIPA Table 1.14, line 9.
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Figure 15

Constant-Profit-Share and Actual

Rates of Profit, U.S. Corporations
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while the purple lineis whattreat e of profit woul d have been

net value added had been exactly constant throughout the2D@Z%eriod® The movements

in the two series are similar, which i s a con:e

indeed remained relatively constant.

9 The hypothetical figure for property income in the numerator of the corstefit-share rate
of profit was computed by multiplyghnet value added by the average ratio (0.3018), between
1929 and 2007, of property income to net value added. Replacement of the latter by average ratio

between 1947 and 2007 (0.3022) has almost no effect on the results.
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Finally, however, since the fiwageo share he
account forsomeof the fall in the rate of profit’ Between 1947 and 2001, the actual ratio of
property income to the historicabst of fixed assets fell by 41.7%, while its constanmtfit-
share counterpart fell by 27.8%. Since the fall in the congtariit-share rate is the portion of
the fall in the actual rate thati®ta t t r i but abl e t o a r i sporignofi wageo
the fall in the actual rate, 13.9 percentage pois@ttributable to that risé'hus,we can say that
onethird of the decline (13/3%11.7= 33.3%) of the fall in the actual rate was due to the rising
iwageod s ha #hedsofthb ddinewas dueto a fall in the ratio of net value added to

the advanced capitat.

B. The Rate ofBurplus Valuand the Value Composition of Capital

However, this last comparison is quite misleadihgreatly exaggerates the impact of
distributional changs on the rate of pfit throughout almost the entippstWorld War II
period.
This is because almost all of thelehge r m r i se i n the fAwageo sha
the decline in the rate of profit attributable to this rise, occurred duringyaovief period, from

1968 to 1970. The average fiwageo share was 6°7.

% However, it doesotaccount fo the failure of the rate of profit to recover after 1982, because

t he A waegswpgpedsising after1980f t he fiwaged share had rise
between the constaprofit-share and actual rates of profit would have widened, but thefsize o

the gap in 2001 wagtle different fromits size in 1982, as Figufi& indicates.

31 By definition, the percentage change in the conspaiit share rate is equal to the percentage

change in the ratio of net value added to advanced capital.
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between 1970 and 2007. The difference, 3.2 percentage points, is only slightly greater than the

30percentagp 0i nt ri se i n t he té&AL8%, thattoskiplace ketweehr om 6 8

1968 and 1970. During those two years, compensation of employees jumped by 17.3% while
property income rose by just 1.6%part from this tweyear period, the fall in the rate of profit
of U.S. corporations is due almasttirely to a fall in the ratio of net value added to advanced
capital, not to distributional changes.

To put the matter in Marxian terms, the
between 1947 and 1968, and again between 1970 and 2003, is altimebt #re result of a rise
in the value composition of capital/y, the ratio of the constant capital advanced to the variable
capital) rather than a fall in the rate of surpli@due &/v, the ratio of surplusalue to variable

capital). Since variableapital does not appear in the denominator of the particular measure of

the rate of profit under discussion (property income as a percentage of the historical cost of fixed

assets), the rate of profitséc, and this can be expressed as

(9

wherev/cis thereciprocalof the value composition of capital. When the value composition
rises, its reciprocal falls, and visersa. Of course, the rate of profit could be expressed instead
as the rate of surpleslue divided by the value ogposition of capital itself, but the above

expression allows us to express changes in the rate of profit as the sum of parts, since
.S (s (Vv
% change in- ~ % change w(—j + % change u{—)
c % c

UsingUS. corporationso pr csgmanpdngation of enployeesassa a
proxy forv, and the historical cost of fixed assets as a proxg,frgurel6 shows the

cumulative percentage changeise., the percentage changes since the start ofatiedd in the
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Figure 16

Cumulative Percentage Changes, U.S. Corporations
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rate of profit and its components for the 194968 and 1972003 periodsOn the one hand, we
see that shoierm movements in the rate of profit were strongly driven by movements in the rate
of surplusvalue; the former rosend fell along with the lattei et since the rate of surplkvslue
remained roughly constant over the entire course of each period taken as a whole, the rate of
surplusvalue had only a very minor influence on the rate of profit over longer spans of time
Thus, the longerm decline in the rate of profit throughout each period was almost entirely due
to the rise in the value composition of capital (i.e., the fall in its reciprocal).

Specifically, between 1947 and 1968, the rate of profit fell by a tbte2. 8%, because

the reciprocal of the value composition of capital fell by a similar percentage, 10.6%, while the
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rate of surplusvalue fell by 2.4%. Between 1970 and 2003, the rate of profit fell by a total of
17.2%, the reciprocal of the value compasitof capital fell by 15.3%, and the rate of surplus
value fell by 2.4%.

There is nothing special about the ending year, 2003. Had | chosen an earlier or later
ending point, | would have gotten somewhat different results for the period since 1970. But 200
is a appropriate ending point. That is because the cumulative change in the rate ofvaluplus
since 1970 has fluctuated around zero again and again, and its cumulative change in 2003 was
likewise very close to zero. Thus the selection of 2003 asritieg year allows us to capture
something close to theverageeffect on the rate of profit that changes in the rate of surplus
value have had since 1970.

Actually, it would not be wrong to say that the changes in the rate of swgllus hacho
long-runinfluence, on average, on the rate of profit during either period. The rate of surplus
value crossed the horizontal axis seven times between 1947 and 1968, and eight times between
1970 and 2007. Each time it crossed, its cumulative change was zerothEncismulative
change in the rate of profit at these moments can be attributhasivelyto the change in the
value composition of capital. The most recent of these moments was in late 2003 or early 2004.

Another helpful way of decomposing movementshia tate of profit gives very similar
results If workerswere abletdi | i v e (Marx 19®1ayp0356), receiygmno wages or other
compensation, the whole of the net value added (NVA) would be appropriated as-sahpéys

and the rate of profit woullde at its maximum possiblevel (see Freeman 2009, p. 8husthe

. . PNVAS " - ,
maximum rate of profit @%and the actual rate of profit is equal by definition to the profit

bs £ .. : ,
share of net value add%@, times the maximumate of profit:
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c “NvARTC
This implies that

. S .Ps £ . PNVAS
% change in- ~ % change m_ig + % change VA
c “NVA ~c

or

% change in actual rate of profit

% change in priit share + % change in maximum rate of profit

I f the fiwageo and profit shaNVAisacorfstamhet val L

, . £ . s . PNVAS
multiple ofv, so the % change Ez\i = % change |r|13§g and the % changa :_N—VAE: %
“NVAS v e

change in(!j, and this decomposition yields results identical to those of the previous one. And
c

since the fiwageo and profit shares were in fac
each of theperiods in question, the results are indeed very similar (see Riguréhe
scatterplots depicting the two decompositions look almost the.same
Between 1947 and 1968, when the rate of profit fell by a total of 12.8%, the maximum
rate of profit fell byl1.3% while the profit share fell by 1.6%. Between 1970 and 2003, when the
rate of profit fell by a total of 17.2%, the maximum rate of profit fell by a 15.9% while the profit
share again fell by 1.6%. Thus the ler@gm decline in the rate of profit ismabst solely the
result of a decline in the maximum rate of profit, not a decline in the profit share, except between
1968 and 1970. And because the profit share repeatedly crossed the horizontal axis during both

periods, at which moments its cumulativeeetfon the rate of profit was zerowibuld not be
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Figure 17

Cumulative Percentage Changes, U.S. Corporations
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wrong to say that the fluctuations in the profit shared@ldng-run influence, on average, on
the rate of profit during either period.
Table8 presents the key resultslobth decompasons together. It shows thabanges in
the value composition of capital and the maximum rate of profit had very similar and large long

run effectson the rate of profit. Howevethe rate of surplusalue and the profit share had very

Table 8. Cumulaive Changes in Components of the Rate of Profit, U.S. Corporations

slv vic s/c S/INVA NVA/c s/c
1947 1968 12.4% 110.6% 112.8% 11.6% 111.3% 112.8%
197Q 2003 12.3% 115.3% 117.2% 11.6% 115.9% 117.2%
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similar and small longun effectsas notedabove this will always be the case whenever the rate
of surplusvalue remains roughly constant.

Ther esults of this section are consistent wi
of profit. The law says that lab@aving technical progress undepitalism causes the technical
and organic compositions of capital to increase, that the value composition of capital
consequently tends to increase as well, and that this in turn tends to lower the rate of profit.

Periods such as 196370, in which the tt& of profit instead fell because of rising wages, are
compatible with the law insofar as they are exceptions rather than tH2 rule.

Al t hough the results are consistent with Me
confirm the law. A single countryyot t he wor |l dés t ot al soci al C aj
and the proxies to Marxo6és variables that have
One discrepancy that may come to mind is that my proxy for variable capital is the total
compensation of kemployees, not just regular workers (proletarians). However, adjustment of
the above results in light of this fact would lead to the conclusion that the tendency of the rising
value composition of capital to reduce the rate of profit was actonahg pronounced than the
above analysis suggested. During the last few decades, the compensation paid to managers and
other nonproletarians has risen as a share of total employee compensation. If we were to count it
as profit rather than as variable capital, waild conclude that, instead of remaining roughly
constant, the rate of surplralue has riserConsequently, we would alemnclude that the rate
of profit fell, even though the rate of surptualue rosebecause the composition of capital rose

to an een greatr extent.

% Not Is morgabsurd, then, than to explain the fall in the rate of profit in terms of a rise in

wagesratesven t hough this too may bep3@m exceptional
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Another important discrepancy is that my proxy variables are in nominal terms, and are
therefore affected by changes in the monetary expression oftla(MELT)i i.e., by
changes in the amount of value, in money terms, created bguarof labor. However, when
Marx discussed the rate of profit and the variables that affect it in his presentation of the law of
the tendential fall in the rate of profit, he implicitly abstracted from changes in the MELT.
(St at ement s s uabdur oftlzeser? imilien worlcets allaysl produces the same
magni tude of v al328pwnuldpthvbamsebe ridibulbdsa , p .
Adjustment for changes in the MELT would not affect the rate of sun@lee if we
were to use the shemey MM&il Fadue and vidphldei chpadbueadriset
in the MELT causes variable capital to increase by a greater percentage than constant capital,
ceteris paribusThis is becausall of the variable capital will increase because of the rising
MELT but only a portion of the constant capitill increas#® the investment that took place
after the risg if the advanced capital is measured sihiistorical cost (net of depration).
Increases in the MELT thus tend to lower the nominal value compositicapdal. This is why
the reciprocal of the nominal value composition rose, by 27%, between 1961 and 1979 (see
Figurel6), a periodf accelerating inflation. Once changes in the MELT are removed, the
reciprocal falls by 8% during that periddThus, whik the nominal fall in the value composition
of capital may seem at first to contradict a k
Changes in the MELT can also produce a discrepancy between movements in the
observed nominal rate of profit, wdli have been analyzed here, and movements in the censtant

MELT rate of profit to which the law refers. Consequently, the law cannot properly be tested by

¥To remove the changes in the MELT ompensatonvi de d

by that year 6s ME-hdjustedsaliesths lastbrietdst ef fixbbEakséts.
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means of an analysis that deals only with movements in the nominal rate and its companents

a testof the law, and especially as an explanation of the observed movements in the rate of profit
in the U.S. corporate sector, the decomposition analyatswill be reported in the next part of

this paperis much superior, since it isolates changes in th& M&s a distinct variable, a distinct
source of changes in profitabilityhus, to repeat, the above results@mesistenwwi t h  Mar x 6 s

law, butl do not claim that thegonfirmit.

VIIl. Why the Rates of Profit Fell

A. Incremental Labor Rates of Profit

A decade ago, in Kliman (1999)hypothesized that
(a) the actual rate of profit has a persistent tendency to converge upon the incremental
rate of profit (the ratio of the change in surpliadue or profit to the change in
advanced capital), sothaeth | at t er-rus theefibbnpgrofito; a
(b) the incremental rate is probably trendless; but
(c) the actual rate of profit exceeds the incremental rate at the start of a boom; and thus

(d) the actual rate has a persistent tendency to dettwardthe incremental rate).

In Kliman (2003, pp. 12526), a revised version of Kliman (1999), | expressed the

hypotheses as follows:

Thusr converges over time té‘/U, which we can call g, the longrun profit rate
It seems reasontbthat movements itJ are principally shorterm ones,

associated with the business cycle, and thus hixt essentially trendless in the long
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run. Nor is there good reason to predict any specific tnian§‘.34 Strong theoretical and

empirical arguments suggest that profit will be a more or less constant share of the

aggregate price of output over the long haul, since wage increases that threaten

profitability will be temporaryand selfnegating. Thus [surplugalue or profit] will grow

at close to the same rate as [the aggregate price of output], and there is little, if any,
reason to presume any particular trend in t

There is consequently little, if gnreason to suppose that the leng profit rate
will fall over time! How, then, can the profit rate have a falling tendency?

The answer is that the falling tendency is not a matter of a different steady state (a
declineinrg) , but of Mmtcansitien, dgdpust.Aseent t ow
we saw above, if the profit rate initially greater tham,g, it will tend to fall over time
The tendency of the profit rate to fall is precisely this tendency of the profit rate to adjust
downward toward r g.

Put differently, the profit rate will declineifr is too low to allow the current rate
to be sustainedBut what makes gtoo low? It is limited by the growth rate of profit,
which in turn is held in check by sluggish employment growth addced by

productivity growth To see this, assume as before that profit is a roughly constant

3 §‘ is the percentage change in surphasue or profit, i.e., the change divided by the level of
surplusvalue or profit U is the ratio of net investment to surpmsiue or profit Since net

investment is the change in the advanced capital, it follows that thedongte of profit

§‘/Uis equal to the change in surplaslue @ profit divided by the change in advanced capital,

i.e., the incremental rate of profit.
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fraction of the aggregate price of output over the long.Rroffit then grows at
essentially the same rate as does aggregate price, [the sum of the pegenvttyeates
of employment and of the MELTT hus the profit rate is limited in the long run by the

growth rate of value, which in turn depends upon the growth rate of emplayment

These hypotheses are tested below. | also wish to decompose the movethents
nominal rate of profit in order to identify distinct sources of these movements. In particular, |
wish to distinguish movements in the nominal rate produced by the acceleration and deceleration
of inflation, and movements produced by changes inmmecdistribution across classes, from
movementshat result from other factors.

In order to isolate the influence of accelerating and decelerating inflation, I will focus on
the incrementalabor rate of profit (ILROP). Just as the actual labor rate ofipi®the nominal
rate of profit as adjusted for changes in the MELT, the ILROP is the incremental nominal rate of
profit as adjusted for changes in the MELT. In other words, it is the ratio of the change in
surplusvalue to the change in advanced cagitather than the ratio of the change in nominal
profit to the change in advanced capital). It measures what the incremental rate of profit would
have been in the absence of increases in commodities nominal prices above their values as
determined by labetime.

In order to isolate the influence of clasased changes in the distribution of income, |
will focus on the hypothetical ILROP whose numerator is what the change in sughhes
would have been in the absence of any change in the profit share {hathhéhe actual change in

surplusvalue). Holding the profit share constant in this manner has little effect in the long run
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since, adhypothesizedn the passage quoted above and as shown in part VII gfdpiy the
profit share has indeed been rolygtonstant throughout the pedtorld War Il period.

The ILROP to be considered here is therefore what the incremental nominal rate of profit
would be if prices did not rise in relationship to commodities values (as determined by labor
time) and if the prfit share were constant. If we lestand for surplusalue,c stand for

advanced capital (both in terms of lakiine), andE stand for employment, the ILROP is

e
%
|LROPU£ U_T (VI1.1)

This is simply the labor rate of profit on newestmentsFor instance, if an additional

investment of 100 results in &runitincrease in surplugalue, theng= 8%. If new

investments continue to yield a&ate of profit, then the actual lkabrate of profit heads
toward & in thelong run®
The profit share is defined @soperty incomalivided by net value addéf|f prices did

not rise in relationship to commuathe. Andees 6 Vv al ue

% In the same manner, if the additional guests at a party agightlyears old, then the average
age of the guests gets closer and closeigbtas additional gests join the party.

*®The analysis will be limited to the rate of profit in which property income is used to measure
profit because | am concerned here with the ds®ed distribution of income (i.e.,
compensation of employees vs. the rest of net \adiged) The ratio of property income to net

value added i s a 0 poaseddistribotiera whilerthe ratiofof befdeesk s c | a s s
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value added in terms of labtme is simply employmer{since all new value is created by
l iving | abor, according to Marxb6s theory).
would equal &£. And if we abstract from clagsased distributional changes by holding the profit
share (i.e., s/lE) constantgitity VIl.1 becomes

Ry 14 pg 9 CHE i
oo = =

e B obe,

ILROPU P 32
T P @

o 8]

or, in other words, the percentage rate of growth of employment divided by the share of surplus
value that is reinvestetlly estimates of the incremental labor rate of profit are estimates of this

ratio>’

profits to net value added changes when, to take just one example, profits increase or decrease in

relationship tomterest income.

3" Because of limited data on the early years of this study (which begins in 1929), | have had to
approximatee using the series for employment (the number of employed persons in the adult
civilian noninstitutional population) reported ineth U. S. Bureau of Labor
survey The surplusvalue of any yearis the profit of yeat divided by the MELT of yeat.

Yeart s change in advanced capital tidgideddythe net
MELT of yeart. Historicalcost rates of profit compare the profit received throughout the year to
the capital advanced at the start of the year, and | have computed the ILROP in an analogous
manner. Thus the change in employment resulting from net investment of inyear

employment in year+ 1 minus employment in yedr
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Figure 18presents the ILROP associated with the ratio of property income to the
historical cost of fixed assets, for the whole period since the postwar reconvbegitollowed
World War II. The first year after reconversion was 1947, so the st for which there are
postreconversion changes is 1948. The ILROP in Figure 18 is therefore based on computations
for the years 1948 through 2007, although only the years-2066 are shown in the figure,
since it depicts fivgyear moving averages.

The ILROP hadeen quite low tloughout the entirpostWorld War Il period its

average value is 76 while. Thus,if nominal prices had not risen in relationship to

Figure 18
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commodi ti esd val ue s-tinfegand ifcthe prefit sheirerhaddeeh gonstémt b o r
each$1000 of new investment would havengeatedb76 in additional propertyncome on
average

As hypothesized above, tHeROP has also been essentialigridless throughout the
period Linear regressionfdhe annual (rather than the moviageragg ILROP data against
time indicates that it rose 0196 percentage points per yedieTassociatedvalue was only
0.426,which means that if thé t r IURO® were absolutelfrendlesstheestimatedLROP
would rise or fall by an average of at least 0.0p@8centage poinfser year more than two
thirds of the time. So this risgas statistically insignificant according to usual standarts.
measured trend in the ILROPakso quite sensitive to small chasgn the timepanunder
considerationFor instance, the trerehanges from positive to negative if the last three years,

2005 2007, are removed.

B. Decomposing Trends in the Rates of Profit

The nominal (money) rate of profit can be decomposed intodmmponentsit is the sum of:
(a) the constanprofit-share ILROP;
(b) the gap between the constpnofit-share ILROP and the constgmbfit-share labor
rate of profit;
(c) the gap between the constanbfit-share labor rate of profit and the constprufit-
share money rate of profit; and
(d) the gap between the constgnbfit-share money rate of profit and the actual money

rate of profit
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As noted above, (a) measures what the money rate of profit on new investments would be
if nominal prices did norise relative to values and if the profit share were constant. (b) is what
the difference between the money rate of profit on all investments and the money rate of profit
on new investments would be if prices did not rise relative to values and ifdfitespare were
constant; a decline in (b) captures the tendency for the money rate of profit to decline toward the
incremental money rate of profit. (c) measures the extent to which the money rate of profit is
boosted by increases in nominal prices reato values (i.e., increases in the MELT).

(d) measures the effect of changes in the profit share on the money rate of profit.

According to the hypothes@resented in the previous section, the rate of profit will
exceed the incremental rate at the stathe boom, and the latter will be essentially trendless
over time, so there will be a lortigrm tendency for the rate of profit to head downward toward
and converge upon the incremental r&igure 19 shows that these hypotheses turn out to have
been emarkably accurate.

The tendency for the rate of profit to fall toward the incremental rate is particularly
striking. This tendency is measured by the decline in the gap betheemnstanprofit-share
labor rateof profit and the average constgmbfit-share ILROP. The constaptofit-share labor
fell more or less consistently, from 21.0% in 1947 to 9.4% in 2004, so the gap between it and the
average constafprofit-share ILROP (7.6%) narrowed by 11.6 percentage points (from 13.5
points to 1.9 pointdn 2004. Throughout the 1982007 period, the average gap was just 2.4
percentage points

The decline in this gap was by far the dominant cause, almost the exclusive cause, of the
fall in the actual money rate of profithe actual money rate of profithich stood at 39.9% in

1947, had fallen by 12.2 percentage points, to 27.7%, by 2004. Since 11.6/12.2 = 95%, we can
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Figure 19
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say tha©®5% of the total decline in the actual money rate of profit between 1947 and 2004 was
attributable to the tendency for the rate of profit to fall toward the incremental rate.

The tendency for money prices to rise in re
determined by labetime) had a very large effect on tlevel of the rate of profithroughout the
whole period. This effect is measured by a second gap, between the cpnstitishare money

rate of profit and the constaptofit-share labor rate of profit. For instance, this second gap was
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16.9 percentage points in 1947, which me#as the money rate of profit would have been 16.9
percentage points lower than its actual level if nominal prices did not rise relative to values.

Over the next six decades, the gap remained roughly constant (see Figlir& 203, as
the constanprofit-share labor rate of profit tended downward to the ILROP, the cornstait-
share money rate of profit was pulled down by roughly the same amount, owing to the relative
constancy of the gap between them. And thus, the tendency for nominal pricesrto rise
relationship to commoditiesd values did Iittle
fall toward the incremental rate. Despite their large effect otetredof the rate of profit, the
increases in the MELT did not substantially altetrigsid >°

They did have a modest effect, however. As Figure 20 shows, the gap tended to increase
slightly (by 0.04 percentage points per year on average). In 2004, it stood at 18.9 percentage
points, 2.0 percentage points more than in 1947. This rise sereednteract the fall in the rate
of profit to a slight extent; had it not occurred, the actual money rate of profit would have fallen
by 14.2 percentage points instead of 12.2 points

Finally, there is the effect of changes in the profit share @firecon the rate of profit,

measured by the gap between the actual money rate of profit and the cpnslitishare money

3 Further research is needed in order to account for the relative constancygafthiowever,

it is clear from the doubtdigit inflation of the 1970s and the subsequent disinflationary slump

triggered by Federal Reserve policy that there are strict political limits to the rate of growth of

money prices relative tealuesOwner s of assets wil/ not sit idl
command over labpand goodsind serviceds rapidly eroded by inftéon.

%9 See chapter 7 of Kliman (2007) for further discussion, from aréhieal perpective, of the

limited influence of a rising MELT on the rate of profit.
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Figure 20

Gap Between Money and Labor
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rate. As we saw in part VII, this distributional effect was small. The actual money ratzlesce

the constanprofit-share money rate by 2.0 percentage points in 1947, and fell short of it by 0.6
percentage points in 2004. The decline in the profit share thus served to lower the actual money
rate of profit by 2.6 points. Technically, this meamstt2.6/12.2 = 21% of the total decline in the
actual money rate is attributable to the fall in the profit share. However, since the fall in the profit
share was a oreff event, as | stressed in part VII of timaper so was its effect on the rate of

profit. In the period prior to the late 1960s, and again in the period from the early 1970s onward,
almost none of the fall in the rate of profit is attributable to changes in the profit share, because it

changed very little over either period.
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Although therate of profit in which beforg¢ax profit serves as the profit measure in the
cannot be meaningfully decomposed in the manner it was decomposed above, it is nonetheless
instructive to look at the extent to which the actual labor and money rates ohpnadifallen
toward the (constastrofit-share) ILROP. Figure 21 shows that the actual labor rate declined

rapidly toward the ILROP until converging upon the average ILROP (4.4%) by 1982, and that it

Figure 21
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remained very dse to the average ILROP for more than two decades thereafter, averaging 4.9%
from 1982 through 2004.

The decline in the money rate of profit can be decomposed into the decline in the labor
rate of profit and the change in the gap between these ratemtiEndactor captures changes in
the extent to which the money rate of profit was boosted by increases in the nominal prices of
commoditiesabove their values. Between 1947 and 2004, the labor rate of profit fell by 12.4
percentage points, from 18.5%6d %, while the money rate fell by 15.1 percentage points,
from 33.4% to 18.3%. Thus the decline in the labor rate of profit was the dominant cause of the
decline in the money rate; 12.4/15.1 = 82% of the decline in the money rate is attributable to the
decline in the labor rate. The remaining 18% of the fall in the money rate of profit is attributable
to the fall in the degree to which increases in the MELT served to raise the money rate above the
labor rate. The gap between the two rates, which was &dcémtage points in 1947, had fallen
to 12.2 points by 2004

Whereas Figure 20 presented the movements in the gap betweemnsteprofit-
sharemoney and labor rates of profit, for rates in which property income is the measure of
profit, Figure 22 preents movements in the gap betweersittaalrates of profit, for rates based
on each of the two profit measur&ath gaps fluctuated within a rather narrow band throughout
the entire postWorld War |l period.The standard deviation in the preifitcomebased gap is 2.0
percentage points, while the standard deviation in the b&dsrprofits-based gap is 2.7
percentage points. The former gap has a very slight downward trend (an average of 0.005
percentage points per year), while the downward trend ilattes gap is somewhédrger(an
average of 0.044 percentage points per year), owing principally to the fact thattb&fprefits

as a share of total property income fell sharply in the 1980s. The relative constancy of these gaps
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Figure 22
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again indicates that increases in nominal

by labortime) have done little if anything to ameliorate the falling trends in the rates of profit;

over the long haul, they have had vetildieffect on the trends.

The results of this part of timapershow clearly that the dominacause of the fall in the

observed, money rate of profit was the fallle tabor rate of profit towarthe constanprofit-

share ILROP. The latteristhe@ti bet ween t he very

factor s

tendential fall in the rate of profit: trggowthof employmentand the growth of advanced

capital.
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In the absence of counteracting factors that were in fact dbgesibstantial increase in
theprofit share of income or a substantaalceleratiorof the rate at which prices increase
relative to labottime-determined valuésthe labor and money rates of profit batkvitably
tend toward the constaptofit-share ILROP rate. Moreover, if the labrate of profit is greater
than the constasgrofit-share ILROP rate, then the rate of profitamiditionalinvestments is less
than the existing average rate of profit, and thus the labor and money rates of profit both
inevitablyfall.

That the constantrofit-share ILROP was quite low and trendless throughout the post
World War Il period is thus a tremendously important fact. In light of this fact, the fall in the rate
of profit is no longer a mystery. It is exactly what we should exféwt.rate of pofit fell simply
because a dollar of new investment never generated enough additional stajplago keejit
from falling.

It is likely that these relationships have held true in other periods of capitalism as well
and that they will continue to do ¢ the system survives the present crisis). Thus the difficult

question is not why the rate of profit falls, but why it ever rf8es.

IX. The Effect of Moral Depreciation on Rates of Profit

BEA profit measures are poor proxies for surphatié in other words, profit from
production Targely because of the manner in which the BEA treats depreciation of fixed assets
due to obsolescence, whi ch iMadditiontctadnlateril A mor al

wear and tear, a machine also undergoes whanight call a moral depreciation. It loses

401 am indebted to Alan Freeman for this formulation,
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exchangevalue, either because machines of the same sort are being produced more cheaply than

it was, or because better machinesateerr i ng i nto competition with
The BEA definegsleprec at i on as fAthe decline in value ¢
obsol escence, accidental damapy7®), Singentdloessrptt ngo (|

distinguish between obsolescence and the other sources of depreciation, it regards all of them as
factors thareduce profits and the net stock of advanced capital. However, Marx treated the
decline in value due to obsolescence differently from the decline in the value of a means of
production due to wear and té4r.

The difference is a consequence of his thebay the value of any commodity is the
monetary expression of the average amount of labor (living and past) currently needed to

reproducecommodities of the same kind. If a fixed asset undergoes moral depreciation, a portion

“1 As for the other two sources of dediim value, accidental damage and aging, | interpret Marx

as having treated them like wear and tear rather than like a decline in value due to obsolescence.
Although he does not explicitly discuss these factors as far as | know, he holds that declines in
value due to loss of physical utility (usalue) are transferred to products (Marx 199310

16), and this applies to agingsofar as aging idistinguished from obsolescencs less than it

applies to wear and tear. In addition, he arguesthataince er t ai n fiamount of w;:
and inevitable under average conditiosfesedd t he
to products (Marx 1990, 13). It is thus reasonable to infer that the average amount of value

lost to accidental daage is likewise transferred to products, since it too is normal and inevitable
under average conditions. In contrast, declines in value due to obsolescence cause the prior
averageexpenditure on means of production to be in excess @vwbageexpenditue that is

currently Anor mal and inevitable. 0
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of the labor that was actualexpended in its production is no longer needed to reproduce new
fixed assets of the same kind, so the value of the commodities produced by means of it is less
than it would have been had moral depreciation not occurred. Thus, a portion of the amount of
morey that was spent to acquire the fixed asset will not be recovered if (as is true in the
aggregh e, accor di n gthdseconeditiedassold at thar vajugcontrast, if
the depreciation resulted from material wear and tear of the fixetl #ss amount of labor used
to produce continues to be needed in order to produce fixed assets of the same kind. Hence, the
money that was spent to acquire it will be recovered in full if the commodities produced by
means of it sell at their value.

For instance, consider a machine purchased for $10,000. If the only depreciation it
undergoes is depreciation due to wear and tear, the whole $10,000 will be recostms,
paribus I n Mar x6s tewuwmi wmdl odpy,s tmlae hu i@®G0HAXts ansf er
the products. Imagine, on the other hand, that the price of such machines falls tod®£a06e
of a technological improvement, even before this particular machine can be used in production.
Thirty percent of the labor that was expended in otd@roduce it is no longer needed to
produce machines of this kind, and so 30% of its original cost, $3000, will not be recovered if
the products produced by means of it are sold at their vehesusingup of this machine
therefore ntafaenly$7008 rathey thaan $10,800 to ¢he produ@ts: f , as a r e s
a new invention, machinery of a particular kind can be produced with a lessened expenditure of
labour, the old machinery undergoes a certain amount of depreciation, and therefoeestransf
proportionately |l ess v,@I318 to the producto ( Ms

In other words, when a fixed asset undergoes moral depreciation, its owner realizes a

loss. ThuMa r x s p éadarger of mord tepreciatiomnd he argues that because
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capitaliststry to avoid this danger by using up their machines quickly, before they become

~

obsol et e, Alt is é in the early days of a

ma c |

prolongation of the working day makesitfsel f el t most ac®b28 | yo ( Mar x 1

Now, because depreciation is a deduction from profit, and the BEA treats moral
depreciation just like material wear and tear, its profit figures are not measures of-satpéis
T profits generated in productibnbut of surplusvalueminuslosses due tmoral
depreciatior?
If we denote surplusalue as S, gross value added as GVA, compensation of employees as
COMP, depreciation due to wear and tear as

BEA) as RP, and moral depreciation as MD, then

S = GVAIT COMPT W&TD

RP = GVAT COMPT W&TD T MD

and thus

RP =Si MD.

Because the BEA does not estimate the amount of depreciation that is due to
obsolescencend no independent estimates seem to be available, it is not possible to directly

gauge lhe magnitude afhe difference between surpiualue and realized profifhis might not

“I'n Mar xo6s t heor y-labortkettatahliving labon expefdedsminuspgHe latsor

time equivalent of the wages the workers receive, is the exclusive source of-safpkisSince

moral depreciatin does not alter either the amount of living labor expended or wages, it does not

alter surplusvalue.
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be a significant problent depreciation due to obsaeencewerea roughly constant share of
investment. In that case, althoughvibuld alter the level of the ratd profit, it would not greatly
affect the trend

However, here are strong reasons to suspectdbpteciation due to obsolescence has in
fact risen markedly as a share of investmémthe U.S. corporate sector, total depreciation as a
share of grosswestment (both in terms of historical cost) rose rapidly after 1981, from 42.5% in
that year ® an average of about 68% sirk@95 (see Figur23).*®

It seems that this increase in the depreciation rate is closely related to increased moral

depreciationt®mming fromincreasing usef computer and communications equipment that

Figure 23
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“3The trends in these percentages are similar when ctooshtlata are used, the main exception

being that the rise in the ratio of depreciation tosgrinvestment begins 15 years earlier.
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quickly become obsolesceifitBEA depr eci ation figures are base
l ivesd of the var i oulandodaprécation figurdsirepostat indagx s et s r &
returns.) Okubo e tProduttstha(embBolya highdevel df B&D, swch ast e , i
computers and communication equipment, tend to have relatively short life cycles, paced by the
rapid introduction oh e w, R&D driven technol ogies. 0

BEA depreciatiordata published in a report availalalehttp://bea.gov/national/FA2004/
Tablecandtext.pdprovideexamples of thiphenomenonThe report lists 107 different
categories of equipment and software. Prepadkagéware has the shortest service life,
according to BEA estimates, while customa d e a nadc dioouvnt 6 soft ware hav
than any of the other kinds of equipment except for nuclear fuel (see Table 9). The estimated
service |ifpubifngofdmndeaccomnti ng machineso i s
fallen since 1978. Tabl@also provides data, taken from another BEA publication (Herman et al.
2003, Table B., p. M30), on the resale value ofy®arold used cars and computer equipimen
Whereas §earold used cars were worth almost etheéd of what new cars were worth,year
old used personal computers and printers were worth less than 15% of new ones.

Almost all of the depreciation of computer and compugdatedequipment seents be
moral depreciation. Software undergoes no physical wear and tear. As for computer hardware, in
a paper thaéxamined depreciation of Compaq and Gateway computers prodeteeenl 984
and 2001, Geske, Ramey, and Shapiro (2004, Table 9) estimatenhtbatrage, only one
eighth of their total depr-eel ateda) washdueesbo
depr eci at i on ;obsblesdeice wiars tdluee n aor rilo-eighthseohtaad , whi | e
depreciation was zkheodepoempubaeren whidGbhgeccur

out of the box.
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Table 9. Rapid Depreciation of Computer Equipment

service life
(in years)

software
pre-packaged
custom
own-account

nuclear fuel

office, computig, and

accounting machines
before 1978
since 1978 7

B~ O1TOTW

service lives of private neresidential equipment

number of years 35 6-10 11-15 16-20 21-25 > 25
percentage of all 107
equipment categories 3.7% 14.0% 38.3% 25.2% 12.1% 6.5%

value of byearold asset, as percentage of the price of a new ¢

automobiles 32.6%
computers and peripheral equipme
personal computers 10.6%
printers 13.4%
computer storage devices 17.7%
terminals and displays 22.2%
tape drivers 29.2%

Because computers and related equipment and software depreciate more rapidly than
other kinds of equipment, the@erage depreciation rate rises as investment in compasad
technology increases as a shaf¢otal investment. According to estimates published by Tevlin
and Whelan (2003, p. 7), this phenomenon is the source of almeosttirerise in the rate of
depreci ati on oockcomputers are exctuded,tthe estinfated depreciation rate

shows only a sl ow andltismopbréastto natepghattheyeepcluded enly

t

me

Acomputers and peripheral e ( u esptham ansixth of thhev e st me 1
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tot al I n vnéosnatiorprodessingguigimenands o f t wsaftware idbvestment
accounted for 46% of the total

Since computer investment alone was responsible for almost all of the increase in the
depreciation rate, is reasonable to assume that the rate would be flat or even declining if these
other computerelated investments were excludégd since all software depreciation is moral
depreciation, and almost all depreciation of computers seems to be moral diepresiatell, it
is reasonable to assume that the entire increase in the average depreciation rate since 1982, when
it began to skyrocket, is the result of additional moral depreciation.

On the basis of this assumption, | have computed losses due to @éicreasal
depreciation since 1982. The estimated increase in moral depreciation is the difference between
the depreciation figure reported by the BEA and what the depreciation figure would have been if
depreciation were 42.5% of gross investment, the hatieprevailed in 1981he cumulative
loss due to moral depreciation, as a percentage of cumulative adjusted profit (the cumulative
profit as reported by the BEA plus the estimated cumulative increase in moral depreciation), is
shown in Figure 24. Such lsss increased rapidly in throughout the 1980s and early 1990s and
continued to rise through 2002 that year, the cumulative loss peaked at about 11% of the
adjusted property income, 20% of adjusted betaxeprofits, and 37% of adjusted aftex
profits.

This means that a remarkably large share o$thiplusvaluegenerated between 1982
and 2002 was not realized pr®fit, because of losses stemming from increased moral
depreciation. There is really no way to know how large that share was, becadsaotknow
the extent of moral depreciation prior to 1982ve assume, unrealistically, that there was no

moral depreciation prior to 1982, then the percentage of suvplus that was not realized as

94



Figure 24

Losses Due to Increased Obsolescence,

U.S. Corporations
(estimated cumulative increase in moral depreciation as % of cumulative
adjusted profit [BEA profit + estimated increase in moral depreciation])
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profit was37% in the case of aftéax profits, 20% in the case of befesx profits, and 11% in
the case of property incomehese figures are thminimumpercentages. But every additional
dollar of moral depreciation would raise both the numerator and the deswtmmby a dollar, and
therefore raise the losses as a percentage of adjusted profit (since the numerator is smaller than
the denominator and it would thus rise by a greater percentage).

| shall presently look at how the increased moral depreciationeffestimates of the
rate of profit. Before doing so, however, | need to point out that it affected the denominator of

the rate of profit, the advanced capital, as well as the numerator. This is because the data for
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advanced capital used here (and in #lkeo studies of the rate of profit, as far as | am aware), are
data for the finet stocko of capital. The addit
gross investmenmhinusdepreciation. Thus, when moral depreciation takes place, not only is
profit reduced relative to surplealue, but advanced capital is reduced as well. Because both the
numerator and the denominator are reduced, the effect of moral depreciation on the rate of profit
is indeterminate in principle. Over time, however, the adedroapital advanced tends to be
reduced by a relatively larger amount than profit is reduced, because the reductions in the net
stock of capital, unlike the reductions in profit, are cumulative and permd@nhstance, if a
machine undergoes $3000 worf moral depreciation, the net stock of capital is reduced by
$3000 forever after.

Profit-rate measures based on BEA data are therefore realized profit (stajlasminus
losses due tobsolescengeas a percentage of advanced capitaduslosses redting from
moral depreciation. But what was the ratio of surplakie to capital advanced? Again, we do
not know, because data are not available that would allow us to estimate how much of the
depreciation reported by the BEA is moral depreciation.nbisetheless possible to estimate the
effect of the increase in moral depreciation on the rate of profit.

The procedure | used to estimate the increase in rdepkciatiorafter 1981 was
explained above. To compute the effect of this increase on thefnatefit, | obtained adjusted
profit estimates byddng, as beforethe estimated additional depreciation of each ye#ndo
BEAe st i mat e s befdretak pradits and @apértg income. | obtained adjusted
estimates of advanced capital by adding estimated additional depreciation of each yeaet
investment (in terms of historical cost). Whereas the BEA figure for advanced eapitalstart

of some year is the advanced capital at the start girtbeyear plus the net investment oéth
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prior year, my adjusted figure fadvancecapitalis the adjusted advanced capital atdteet of
the prior yeaplus the net investment ofdlprior yeaiandthe estimated additional depreciation
of the prior year.

Figure 25shows how the adjustmerdffecied each of the three variables. Profits before
tax are increased by a greater percentage than property income is increased, because the
additional depreciation, which is the same in both cases, is a larger share ofdoefm@its.

And the adjustrants eventually cause advanced capital to increase by a greater percentage than

Figure 25
160% - Variables Adjusted for Increased
Moral Depreciation, as % of
150% Unadjusted Variables, U.S. Corporations
140% -
130% -
120% -

110% ~

=== historical cost of fixed assets
=== profits before tax
=== personal income

100%

90%

1861

€86T -
G86T -
/86T -
6861 -
T66T -
€66T -
G66T -
L66T -
666T -
T00¢C -
€00¢ -
G00¢ -
L00¢ -

97



the profit measures increase because, as noted above, additional depreciatstih&wer
advanced capital, but not profit, permangiathd in a cumulative manner.

The effects of the adjustments on the rates of profit are preserfeglie26. Between
the troughs of 1982 and 2001, the BibAsed ratio of beforax profits to the historical cost of
the net stock of fixed assets fell byt%, from 12.1% to 11.9%. When the estimated excess
depreciation is added back into the numerator and denominator of the rate of profit, it falls by
5.5%, from 13.1% to 12.4% he BEAbased ratio of property income to the historical cost of
the net stoclof fixed assets fell by 26.7%, from 31.8% to 23.3%. When the estimated excess

depreciation is added back into the numerator and denominator of the rate of profit, it falls by

Figure 26
Cumulative Percentage Changes Since 1982 in Adjusted
and BEA-based Rates of Profit, U.S. Corporations
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36.1%, from 32.8% to 21.0%. The adjusimbs affect the second rate of profit to a greater degree
than the first one because property income rises by a smaller percentage thatakgiovét

when excess depreciation is added back into the numedtatoalso noteworthy that the
adjustment ompletely eliminates the rise, during the 1990s, in the rate of profit in which
property income serves as the measure of profit. This suggests that the rise in the associated
BEA-based rate stems from the reduction in the estimated advanced capitaduhatwvben a
decline in the values of assets duebsolescences not distinguished from a decline in value

due to wear and tear.

The above adjustments suggest thatratio of surplusalue to advanced capital has
fallen by moresince the early 1980sa bit more in one case, and substantially more in the
otheii than rate®f profiba sed on t he BEAOSs wouwdseggesitheyof depr e
therefore give us an additional reason to be ¢
recovered subantially.

These results also indicate that careful attention to moral depreciation is needed when one
assesses the impact of technological progress on profitability and when one attempts to test
Marx6s | aw of the t endeentmoral beprecatiohisnon t he r at e
distinguished from depreciation due to wear and tear, the measured rate of profit tends to rise in
relationship to Mar x06s -valaetteeadvarfced papitalf Tihis doestndte r a't
mean that the technologigalogress that causes moral depreciation tends to raise the rate of
profit rather than lower it. On the contrary, it means that one way in which technological
progress lowers profitability isy way of the moral depreciation that causes realized profdlto
short of the actual surplaslue generated in production. Just as other sorts of destruction of

capitatvalue first lead to losses that lower profitability, and then raise profitability after the
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losses are writtedownand the value of advanced dapiis reduced accordingly, so too in the
case of moral depreciation. That the measured rate of profit ultimately tendskegasesef

moral depreciation means that the technological prodirsssaused profitability to fall. lother
words, the sulEjuent rise in the rate of profit is not due to technological progress itself, but to

the writingdownof losses.

X. Conclusions

This paperodés principal findings are

1.U.S. corporations6 rate of profit began
War Il and the falling trend has persisted until the present time. Some measures of the rate of
profit leveled off or increased very slightly after the early 1980s, while others have continued to
decline. Nonendicateghat a genuine, sustainable reboimgrofitability took place.

2. Claims to the contrary are based on chercking of the data and on theseof
currentc ost fArates of profito that are not rates

3. The persistence of the fall in the rate of profit iselohinated when rates of profit
are adjusted for inflation in the general price level or in the monetary expression etia&or

4. Because the rate of profit has not rebounded, there has not ¢reevizg
divergence between the rate of profit andrdite of capital accumulation. The rate of
accumulation has tracked the rate of profit quite closely, and the former has fallen in response to
the fall in the latter.

5. Distributional changes account for little of the fall in the rate of pheEtauseapart
from a onetime fall in the profit share of income in the late 1960s, there has been no sustained

distributional change. Once that brief period is set aside, almost the entire fall in the rate of profit
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is traceable to a rise in the value compositboapital rather than to a fall in the rate of surplus
value.

6. The dominant cause of the fall in the rate of profit, by far, was the tendency of the
rate of profit to fall toward a lower incremental rate of profit determined by the growth rate of
empbyment and the share of profit that is reinvested. Changes in the profit share of,iandme
in the relationship between nominal prices and the real value of commodities as determined by
labor-time, had a very minor influence.

7. Since 1982, the ratio surplusvalue to advanced capital seems to have fallen in
relationship to the rasof profit derived from official government data, because of a marked
increase in depreciation due to obsolescence (moral depreciation) resulting from increased
employmenof computer technology.

These results strikingly disconfirm the claim, which is based on the contention that the
rate of profit has rebounded during the last quacesitury, that the present economic crisis is
rooted in nothing deeper than finanes&Ecto phenomengsuch asrresponsibilityand
deregulation that produced unsustainable gase¢ bubbles) that are essentiallyrelated to
and separable frormovements in profitabilityThey therefore fail to lend support to the row
fashionable belief thagreater state control over the financial sectbr suffice to prevent the
recurrence of similar crises in the future.

My findings also indicate that Marxdos | aw
facts remarkably welllThe substantiaéxplanatory power of this law can be seen especially in
the fact that the principal source of the fall in the observed nominal rate of profit was the

pronounced tendency for the rate of profit to fall toward a lower incremental rate of profit that is
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regubted by the factors that the law singles (@& growth rate of employmeand therate of
surplusvalue that is reinvested).

It is time to reclaim this law and the valtieeory in which it is grounded.et they cannot
be reclaimed as long as the mythttthey have been proven to be internally inconsistent is
allowedtopersisif he record needs to be set strdiight, a
whi ch has given us A c ecossratesofenofi that Headteversupwardi o u s ¢
while the economy goes down the tulaes] as a direct resuliarxian theories of theurrent
economic crisis that take surface finangaltor phenomena to be essentialises of the

economic crisis heeds to be repudiated.
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