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Following Brazil's recent success in obtaining new credit, financier George Soros and Michel Camdessus of the International Monetary Fund have declared that the global crisis is over.  What they mean is that the world has again been made safe for the inflow of capital.  Even if this proves to be true, hundreds of millions of people throughout East Asia, Russia, Brazil, and elsewhere have been –– and continue to be –– subjected to immense suffering as a result of the crisis.  Nor does the putative end of the crisis mean anything more than that permanent crises do not exist under capitalism.  Rather, the system lurches from crisis to crisis.  Soros himself is awaiting the next one.
The fundamental problem, I will suggest, is the antagonism between two aspects of the production process –– the production of use-values (goods and services) and the production of value –– that is the very nature of the capitalist mode of production.  On the one hand, it “tends towards an absolute development of the productive forces ... while on the other hand its purpose is to maintain the existing capital value and to valorize it [expand its value] to the utmost extent possible” (Marx, 1981, pp. 357-58).  As productivity rises, values fall.  This failure of value to “self-expand” sufficiently leads to slumps in use-value production, precisely because use-value production and value production are but different aspects of one and the same production process. 

I may not be telling you anything you do not already know.  The problem, however, is that almost all of the experts will tell you that what you know, or think you know, just isn't so.  This includes almost all of the Left, including the Marxist Left.  Simply to reassert a view in the face of counterarguments and opposing views would be dogmatic.  It is important, instead, to answer them directly. 
So let me begin with some alternatives to what I myself will argue.  First, the modern version of the “overproduction” thesis.  In a much-discussed work on crisis written last year, Robert Brenner (1998, p. 8) argues that the “unplanned, uncoordinated, and competitive nature” of private capitalism compels firms to compete by expanding.  They systematically expand faster than demand will permit in the long run –– “there is insufficient demand to allow the higher cost firms to maintain their former rates of profit” (Brenner, 1998, p. 25).  The result is a crisis of excess capacity and overproduction, i.e., production in excess of demand. 
One fundamental shortcoming of this account is that it is actually a tautology, not an explanation of crisis.  To attribute crisis to an excess of production over demand is merely to restate that there is a crisis.  To explain what has caused it, one would need to explain why the volume of output has proven to be excessive –– why, that is, demand has been too sluggish to enable everything to be sold at existing prices. 
Brenner makes little effort to formulate such an explanation.  William Greider (1997), another recent advocate of the overproduction thesis, likewise fails to do so.  The tendency to substitute tautologies for explanations can also be seen in the fashionable attempts to attribute the Asian crisis to an overexpansion of credit.  That a sudden outflow of capital from the region occurred means precisely that the prior inflow has, in retrospect, proven to be excessive.  Yet the excessiveness of the inflow is itself left unexplained.  With reference to what was it excessive?  Just as writers like Brenner and Greider need to explain why demand cannot keep pace with production, finance-based accounts of the crisis would need to explain why the economy's ability to absorb credit cannot keep pace with its creation.  What determines the volume of debt that is sustainable?  Only by answering such questions does one move from tautology to explanation.
Prior underconsumptionists, in contrast, have indeed tried to explain why demand does not keep pace with potential production.  This is a considerable merit.  Yet their crucial claim, that the expansion of capitalist production is limited by consumer demand, happens not to be true.  This was first demonstrated by Marx, in his reproduction schema in Capital II.  He did not dispute the tendency toward underconsumption, but showed that this tendency constitutes no insurmountable obstacle to the expansion of production (Dunayevskaya, 1958, p. 126). 
One part of total output consists of consumer goods, and another of means of production that will be used, directly or indirectly, to produce consumer goods in the future.  Consumer demand does set a limit to the expansion of these parts of output.  Yet Marx demonstrated that there exists a final part of output that is not constrained by human consumption, since its demanders are not humans, but capitals.  Iron, for instance, is used to produce steel, which is used to produce mining equipment, which is used to produce iron, etc. 
Marx also demonstrated that growth under capitalism generally requires an expansion of this final part of output in relation to the total.  Thus, rather than being a system that produces for consumption's sake, capitalism increasingly becomes a system of production for production's sake.  
Instead of attempting to refute these demonstrations –– which, since they are valid, cannot succeed –– the underconsumptionists simply reject them in favor of what they believe to be reality, namely their dogma that capitalist production is production for the sake of consumption. For instance, in his Theory of Capitalist Development, Sweezy (1970, p. 172) wrote:  “Any attempt to get away from this fundamental fact represents a flight from reality. ... [The existence of] reproduction schemes which apparently demonstrate the opposite does not change matters one whit:  production is production for consumption.”  Explanations must of course correspond to reality; the problem, however, is that Marx's reproduction schemes demonstrate that the underconsumptionist dogma fails to do so.
A third attempt to explain economic crises attributes them to rising wages.  Certainly rising wages can cause profitability to fall.  There exist strong theoretical arguments, however, that any wage increases which threaten profitability will be temporary and self-negating (Marx, 1977, pp. 769-72).  Falling profitability leads firms to reduce production and lay off workers, which depresses wages.  Rising wages, moreover, induce firms to substitute machines for workers, and this likewise depresses the demand for labor and thus wage rates.  The temporary nature of “excessive” wage gains, together with strong empirical evidence of sluggish and even negative wage growth, suggest that the stagnation in the global economy that has lasted for a full quarter-century cannot be explained principally on the basis of rising wages (see Brenner, 1998, pp. 16-21). 
A final alternative to Marx's theory is the dominant one among Marxist economists today.  I’m referring to theorists such as Okishio, Shaikh, Foley, Dumenil and Levy, Laibman, and so on.  The peculiar thing is that their theory is the exact opposite of Marx’s.  He argued again and again that “The profit rate does not fall because labour becomes less productive but rather because it becomes more productive” (Marx, 1981, p. 347).  They on the other hand contend that rising productivity raises the profit rate.  Thus, if a falling profit rate tendency is to arise from within production, it must be because productivity is falling!  In a 1997 book, for instance, in order to derive a falling tendency to the profit rate, Laibman (1997, p. 56) explicitly postulates “severe diminishing returns to mechanization.” 
This is, in Brenner’s (1998, p. 11) apt phrase, an “impeccably Malthusian proposition.”  What he's referring to is Thomas Robert Malthus’ theory that, as accumulation proceeds, less and less fertile lands are cultivated, leading to diminishing agricultural productivity.  David Ricardo based his theory of the falling profit rate on this decline in productivity, and it was against this flight from economics into organic chemistry that Marx directed his own theory.  The modern Marxist economists have simply substituted diminishing returns in industry for those in agriculture. 
The truly bizarre thing, however, is that Brenner attributes this notion to Marx himself!  He is made responsible for a theory diametrically opposed to his actual one.  So, although Brenner has a good critique of the theory of the Marxist economists, he in fact nowhere confronts Marx's own theory.  He does not need to.  It is precisely because Brenner can cite a sizable body of alleged logical refutations of Marx’s internal inconsistencies, coming from eminent economists with impeccable Marxist credentials, that he has no need to deal with Marx's actual theory.  If it is illogical in its own terms, it simply cannot be right, no matter how well it may seem to explain matters. 
Yet why does Brenner attribute to Marx a theory diametrically opposed to his actual one?  I think it has to do with the way the Marxist economists proceed.  Instead of stating their disagreements with Marx’s theory, they purport to show that it is logically invalid, and then they have gone on to “correct” his alleged errors.  And once it is “corrected,” the theory comes to conclusions exactly opposite those of Marx himself!  Unfortunately, Brenner takes this stuff about “correction” of errors at face value.  So he charitably critiques Marx’s theory, not in its supposedly flawed original form, but in its supposedly sturdier “corrected” form, and then he demolishes the latter. 
One of the principal aims of my work, and several other theorists around the world are doing similar work, has been to combat this myth of inconsistency, in order to make possible a return to the Marxism of Marx himself, in “uncorrected” form.  As the Brenner episode indicates, as long as the inconsistency myth is accepted, it is unnecessary to grapple with the original.  Even worse, it is actually impossible to do so.  Marx’s value theory and theory of the falling profit rate are two key pillars of Capital, his greatest theoretical work.  If they are internally inconsistent, then the Marxism of Marx does not really exist.  What we have, instead, are fragments that do not form a coherent whole. 
As I have discovered, and others around the world have independently discovered as well, the key to overturning the alleged proofs of internal inconsistency is the repudiation of the static, equilibrium, atemporal models from which Marx’s critics draw their conclusions.  The alternative is what we now call the temporal single-system interpretation.  There is a lot I could say about this, but the short version is this:  the critics’ profit rate cannot fall due to rising productivity for one of two reasons.  (1) In their static models, prices cannot fall during the course of the production period; or (2) They “define” the profit rate in a atemporal way, and that atemporal rate cannot fall due to rising productivity.  The only problem is that the profit rate thus defined is not what capitalists or Marx mean by a profit rate –– they instead are referring to the rate of expansion of value over time. 
By repudiating such models and definitions, the internal logic of Marx’s theory of the falling profit rate has been vindicated (see, e.g., Kliman, 1996; Freeman and Carchedi (eds.), 1996).  So yes, we may in good conscience study the “uncorrected” version. Let us do so, and let’s start from the beginning.  I don’t mean just the beginning of Part 3 of Volume III, but the beginning of Chapter 1 of Volume I. 
In his return to Hegel’s Science of Logic, specifically the “Doctrine of the Notion,” Lenin remarked that the simplest abstract notions signify “ever-deeper knowledge of the objective world connections,” and he related this to “the individual act of exchange of a given commodity with another, [which] already includes, in undeveloped form, all major contradictions of capitalism” (quoted in Dunayevskaya, 1958, p. 339).  In Marxism and Freedom, Raya Dunayevskaya (1958, p. 99) seems to repeat this view, but in fact locates the source of the contradictions ever deeper; not in the exchange of two commodities, but in the individual commodity itself: 
There is nothing simple about a commodity. ... the commodity, from the start of capitalism, is a reflection of the dual character of labor.  It is, from the start, a unity of opposites –– use-value and value –– which, in embryo, contains all the contradictions of capitalism. 

The contradiction between the material form, use-value, and the social form, value, appears innocuous when it first appears in section 1 of Chapter 1.  It still appears innocuous enough in section 2, when Marx (1977, pp. 136-37) remarks that 
two coats will clothe two men, one coat will clothe one man, etc.  Nevertheless, an increase in the amount of material wealth may correspond to a simultaneous fall in the magnitude of its value.  This contradictory movement arises out of the twofold character of labour[,]

the concrete useful labor that produces use-values, material wealth, and the abstract labor that produces wealth in the abstract, value. 
The rest of Capital is in large part a development of this same contradiction between material form and social form.  In Chapter 3, on “Money,” we read:  “The bourgeois, drunk with prosperity ..., has just declared that money is a purely imaginary creation. ‘Commodities alone are money’.”  Yet when the crisis hits and debts must be repaid, “the opposite cry resounds over the markets of the world: only money is a commodity.  As the hart pants after fresh water, so pants his soul after money, the only wealth” (Marx, 1977, p. 236).  Marx calls this an “absolute contradiction” (ibid.). 
In Chapter 4, he confronts us with the difference between exchanging to satisfy limited material wants and the quest of capital for “ever more wealth in the abstract” (Marx, 1977, p. 254).  In Chapter 7, we see the contradiction as a living, active one; a contradiction but indissolubility between the process of material production and the process of production of value and more value.  
In Chapter 13, Marx (1977, p. 450) argues that cooperation under capitalism is “twofold in content, owing to the twofold nature of the process of production which has to be directed.”  It is a method of coordinating a social labor process, but also a despotic method of suppressing workers’ resistance to the domination of capital” (Marx, 1977, p. 449).  We then see how the requirements of value production come to dominate over the material process, as the drive to produce ever more abstract wealth revolutionizes production in accordance with this notion, and abstract labor acquires a palpable material reality –– the worker is just a “hand”; a farmhand or a factory hand, it make no difference. 

This contradiction between the social form and the material form culminates, I think, with the law of the tendential fall in the profit rate and its manifestation as economic crisis, developed in Volume III.  Economic crises are “momentary, violent solutions for the existing contradictions” (Marx, 1981, p. 357).  Marx argues that the general nature of the contradiction that gives rise to crisis is “The Conflict Between the Extension of Production and Valorization,” which is the title of section 2 of Chapter 15 (of Capital III).  I think Raya Dunayevskaya (1991, p. 42) was right in calling this section the “center of his [Marx's] analysis” in that chapter. 
The contradiction between the material form and the social form appears here as follows.  On the one hand, 
the capitalist mode of production tends towards an absolute development of the productive forces irrespective of value and ... surplus-value ... while on the other hand its purpose is to maintain the existing capital value and to valorize it to the utmost extent possible. ... The methods through which it attains this end involve a decline in the profit rate [and] the devaluation of the existing capital.  (Marx, 1981, pp. 357-58, emphases added). 

This jamming together of the falling profit rate and the devaluation of capital-value provides an important key to the dialectical structure of Part 3 of Capital III.   In Chapter 13, Marx (1981, emphasis added) analyzed the tendential fall in the profit rate one-sidedly:  “The Law Itself.”  (See figure on next page.)  Rising productivity, brought about through mechanization, gives rise to a falling tendency to the profit rate.  If living labor produces all new value, then a given amount of labor produces no more total value when productivity rises:  to the same degree that this labor produces more things, the value of each individual thing falls.  Yet, all else being equal, the increase in productivity is achieved by means of a larger investment of capital.  So the profit rate, surplus-value relative to capital advanced, tends to fall. 
Again, however, this is just one side of the contradiction.  In Ch. 14, Marx (1981, emphasis added) examines the other side, the “Counteracting Factors.”  The most crucial of these factors is arguably the cheapening of the elements of constant capital –– which is pretty much identical to the phenomenon of the devaluation of existing capital.  This cheapening tends to raise the profit rate by lowering the value of capital advanced.  Note that this cheapening, just like the tendency to the profit rate to fall, is a matter of falling values.  It results from precisely the same productivity increases that give rise to the law of the falling profit rate. 
A long series of economists working in the positivist tradition, such as Sweezy and Joan Robinson, have left the matter here, with the tendency on the one hand and the countertendencies on the other.  They thus argue that Marx's analysis ends in ambiguity; if the tendency dominates over the countertendency, the profit rate falls; but if the countertendency dominates, the profit rate rises. 
Yet for Marx the issue was not the relative strength of the tendency and the countertendencies.  Rather than peacefully coexisting side by side, they are brought together in their internal contradiction in Ch. 15.  The title of this chapter (Marx, 1981, emphases added) is precisely “The Development of the Law's Internal Contradictions.”  When the tendency and the countertendency are considered as a unity, what emerges is that the cheapening of the means of production does overcome the tendency of the profit rate to fall –– but not at all in a peaceful manner.  “[T]he falling rate of profit ... has constantly to be overcome by way of crises” (Marx, 1981, p. 367). 

As Dunayeskaya (1989, p. 93) commented in Philosophy and Revolution:  “Marx’s [Absolutes] are always total diremptions –– absolute, irreconcilable contradictions”; including the one I'm highlighting here, the contradiction “of technical base and social character.”  “Whereas Hegel’s Absolutes are always high points, Marx’s are always collapses, as is the nature of ‘the law of motion of capitalist society.’” 
Let us see in more detail how the law of the falling profit rate –– the law of rising productivity and falling values, in other words –– manifests itself in the form of crises.  Marx emphasizes that “The periodical devaluation of the existing capital ... disturbs the given conditions in which the circulation and reproduction process of capital takes place, and is therefore accompanied by sudden stoppages and crises in the production process” (Marx, 1981, p. 358). What is he talking about?
 	Well, technological progress causes commodities' values to fall.  Falling values tend to lead to falling prices –– this tendency has of course intensified recently –– and falling prices depress profitability.  This is because, in retrospect, “all commodities ... have been ‘overpaid’” (Dunayevskaya, 1991, p. 43):  sales revenue received today is lower in relationship to costs incurred in the past. 
In addition to depressing the profit rate directly, the tendency for prices to fall also leads to what is now known as the “debt-deflation” process.  The current values of goods, and of financial assets, decline in relationship to debts incurred in the past.  Capital –– especially nominal, fictitious capital –– is destroyed. 
On the one hand, this devaluation of capital tends to raise the profit rate:  profit will now be measured against a smaller amount of existing capital.  Yet on the other hand, the devaluation of capital leads to debt service problems, bankruptcies, bank failures, and so forth.  All this, in turn, can lead to a crisis in the “real” economy, i.e., a slump in production and employment, especially because potential lenders are likely to go on a “capital strike” in response. 
What is especially important about this process is that the contradiction between material production and value production, which can seem pretty abstract, appears here in a strikingly concrete way.  Imagine a firm that bought one widget a year ago and used it to produce two widgets, completed today. Its productivity is remarkable –– the rate of self-expansion of widgets is 100%.  But imagine that the firm borrowed $1000 to acquire the first widget, and that, due to rising productivity, the price of widgets has fallen in half.  The two widgets are worth only $1000, no more than the original widget was worth a year ago.  So, notwithstanding its phenomenal productivity, the firm's profit and its rate of profit –– the rate of self-expansion of value –– are a big fat zero.  What is worse, it cannot pay its creditors the interest, on top of the $1000 principal, that it owes them. 
A couple of other links between the tendency of the profit rate to fall and economic crisis are also noteworthy.  First, the falling profit rate has an effect on economic growth and employment.  The economy grows when capitalists reinvest their profits in production, so a smaller mass of profit in relation to existing value –– a lower profit rate –– tends to lead to a slump in growth.  Also, the incentive to invest depends on expectations of even more profit in the future, so a declining profit rate depresses investment for this reason as well. 
Second:  we get excessive buildup of debt.  Earlier, I posed the question:  in relation to what is the expansion of credit excessive?  The answer, I think, is the growth of new value.  If the growth rate of value is less than the average interest rate, the ratio of debt to productive assets rises.  This means that new debt is being incurred, not to acquire additional means of production, but simply to pay interest on outstanding debt.  This is known as “Ponzi finance.”  The financial structure becomes unstable, increasingly prone to crisis when confronted with a shock. 
An important aspect of excessive indebtedness under state-capitalism is government demand-management policies:  the use of government debt to stimulate demand, and easy money policies to encourage private sector borrowing.  Such policies raise prices above values, even in the aggregate, and thus prop up nominal profitability. So the law of the tendential fall in the profit rate is less likely to find immediate expression; i.e., the observed, nominal, profit rate, is less likely to fall.  On the other hand, rather than Keynesianism negating the system's crisis tendencies, I would argue that it displaces them.  It exacerbates the debt problem, precisely because a buildup of debt in excess of the underlying values is the very mechanism that is propping up prices.  Thus, instead of economic crises appearing mostly in the goods market, they instead crop up mostly in the forms of debt crises and of fiscal crises of the state. 
The latter is a global phenomenon.  With the exception of the UK, all of the major advanced economies experienced massive increases in the burden of government debt between 1980 and 1995 –– the 68% rise in the debt-to-GDP ratio in the US was just about average. 

*          *          *          *

I think the ultimate purpose of Marx's theory of the falling profit rate was to locate the barriers to capital's self-expansion. He wanted to show that the barrier is not diminishing productivity as the modern Marxist economists say (quite the opposite).  Nor is the barrier excessive competition, as Adam Smith, and more recently Anwar Shaikh and Robert Brenner, have argued.  Nor is it excessive wages, as the capitalists themselves tend to say.  Rather, 

The true barrier to capitalist production is capital itself. It is that capital and its self-expansion appear as the starting and finishing point, as the motive and purpose of production; production is production only for capital, and not the reverse, i.e. the means of production are not simply means for a steadily expanding pattern of life for the society of the producers.  (Marx, 1981, p. 358). 

If indeed the production of capital as an end in itself is capitalist production's immanent barrier and source of crises, then “[t]he true realm of freedom, the development of human powers as an end in itself” (Marx, 1981, p. 959), is neither mere rhetoric nor utopian morality. On the contrary, this humanist perspective becomes the concrete, practical alternative to capitalism and its unending crises –– and not only as a goal, but also as the way to achieve it. 
This perspective came to life in 1950, when automation was first introduced in the form of the “continuous miner.”  Called the “mankiller” by the coalminers, it would soon bring permanent mass unemployment to Appalachia.  Yet “with automation, the workers began to question the very mode of labor. They thus began to make concrete, and thereby extended, Marx's profoundest conceptions” (Dunayevskaya, 1992, p. 102).  I think this unity of the vision coming from the theorist, and the vision coming from below, from the workers, is the point from which our work needs to begin, and what we need to develop.
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