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: INTRODUCTION

both the money price of a unit of output and the value of a unit
of money are constant. This of course merely plasters over all
the problems of measurement connected with the use of index
numbers, but provided that the techmnique of production is
unchanging, and normal prices are ruling, those problems
are not serious, and we can conduct the analysis in terms
of money values.! (Rosa Luxemburg regards it as a matter of
indifference whether we calculate in money or in value.?)

The assumption of constant real wages presents a difficulty
which we may notice in passing. The operation of the capitalist
system is presumed to depress the level of wages down to the
limit set by the minimum subsistence of the worker and his
family. But how large a family? It would be an extraordinary
fluke if the average size of family supported by the given wage
of a worker were such as to provide for a rate of growth of
population exactly adjusted to the rate of accumulation of
capital, and she certainly does not hold that this is the case.®
There is a reserve army of labour standing by, ready to take
employment when the capitalists offer it. While they are un-
employed the workers have no source of income, but are kept
alive by sharing in the consumption of the wages of friends and
relations who are in work.* When an increase in the stock of
capital takes place, more workers begin to earn wages, those
formerly employed are relieved of the burden of supporting
some unemployed relations, and their own consumption rises.
Thus either they were living below the subsistence minimum
before, or they are above it now. We may cut this knot by
simply postulating that real wages per man are constant,’ with-
out asking why. The important point for the analysis which we
are examining is that when employment increases the total con-
ssumption of the workers as a whole increases by the amount of
the wages received by the additional workers.®

We may now set out the model for simple reproduction—
; that is, annual national income for an economy in which the

stock of capital is kept intact but not increased. All output is

1 Exchanges between industries, however, must take place at “prices of
production’ not at values. See below, p. 15, note. '

2 See p. 113. 3 See p. g61. 4 See p. 134.
5 Later it is assumed that real wages can be depressed by taxation
(p. 455)- v ¢ See p. 116.
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‘divided-info tWO departments I, producmg capital equlpment '

- and raw materials, (producers’ goods) and II, producing con-
sumption goods Then we have * s -

I: cl+vl+sl=al—|—az o
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T

Thus , _
C ‘ 5=01+5;

This means that the net output of the producers’ goods depart-
ment is equal to the replacement of capital in the consumers’
goods department The whole surplus as well as the whole of
wages, is currently consumed.

Before proceeding to the model for accumulatlon there is a
difficulty which must be discussed. In the above madel the stock

of capital exists, so to speak, off stage. Rosa Luxemburg is per-
fectly well aware of the relationship between annual wear and

~ tear of capital, which is part of ¢, and the stock of fixed capital,!.

but as soon as she (following Marx) discusses accumulation she
equates the addition to the stock of capital made by saving out
of surplus in one year to the wear and tear of capital in the next
year. To make sense of this we must assume that all capital is
consumed and made good once a year. She seems to slip into
this assumption inadverténtly at first; though later it is made
explicit.? She also consciously postulates that v represents the
amount of capital which is paid out in wages in advance of
recelpts from sales of the commodities produced. (This, as she
_says, is the natural assumption to make for agricultural pro-
duction, where workers this year are paid from the proceeds of
last year’s harvest.)® Thus ¥ represents at the same time the
-annual wages bill and the amount of capital locked up in the
wages fund, while ¢ represents both the annual amortisation of
ca.pltal and the total stock of cap1tal (other than the wages fund).
This is a simplification which is tiresome rather than helpful (it

arises from Marx’s ill-judged habit of writing asm for the rate of

profit on capital), but it is no more than a simplification and ‘
does not invalidate the rest of the analysis.
Another awkward assumption, which causes serious trouble

1 See p. 85. 2 See.p. 3556 -3 See p. 76, note g55.,
I



INTRODUCTION

later, is implicit in the argument. Savings out of the surplus
accruing in each department (producers’ and consumers’ goods)
are always invested in capital in the same department. There is
no reason to imagine that one capitalist is linked to others in
his own department more than to those in the other depart-
ment, so the conception seems to be that each capitalist invests
his savings in his own business. There is no lending by one
capitalist to another and no capitalist ever shifts his sphere of
operations from one department to another. This is a severe
assumption to make even about the era before limited liability
was introduced, and becomes absurd afterwards. Moreover it
is incompatible with the postulate that the rate of profit on
capital tends to equality throughout the economy,* for the
mechanism which equalises profits is the flow of new investment,
and the transfer of capital as amortisation funds are re-invested,
into more profitable lines of production and away from less
profitable lines.?

The assumption that there is no lending by one capitalist
to another puts limitation upon the model. Not only must the
total rate of investment be equal to the total of planned saving,
but investment in each department must be equal to saving
in that department, and not only must the rate of increase
of capital lead to an increase of total output compatible
with total demand, but the increase in output of each depart-
ment, dictated by the increase in capital in that department,
must be divided between consumers’ and producers’ goods in
proportions compatible with the demand for each, dictated by
the consumption and the investment plans in each department.

18eep. 79- . - .

2 Tn the numerical example quoted in chap. vi. (p. 117) the rate of profit
is much higher in Department II than in I. Marx has made the rate of
exploitation equal in the two departments, and the ratio of constant to
variable capital higher in Department I. This is evidently an oversight.
The two departments must trade with each other at market prices, not in

terms of value. Therefore s, must represent the profits accruing to Depart-
ment I, not a proportion (half in the example) of the value generated in

s s,
Department I. = should exceed 2 15 an extent corresponding to the higher
v v

1 2

organic composition of capital in Department I. The point is interesting, as
it shows that when off guard Marx forgot that he-.could make prices propor-
tional to values only when the organic composition of capital is the same in
all industries.
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INTRODUCTION

There is no difficulty, however, in choosing numbers which
satisfy the requirements of the model. The numerical examples
derived from Marx’s jottings are cumbersome and confusing,
but a clear and simple model can be constructed on the basis of
the assumptions set out in chapter vii. In each department,
constant capital is four times variable capital.! (Constant capital
is the stock of raw materials which is turned over once a year;
variable capital is the wages bill, which is equal to the capital
represented by the wages fund.) Surplus is equal to variable
capital (net income is divided equally between wages and sur-
plus) and half of surplus is saved.? Savings are allotted between
constant and variable capital in such a way as to preserve the
4 to 1 ratio. Thus four-fifths of savifigs represents a demand for
producers’ goods, and is added to constant capital each year,
and one-fifth represents a demand for consumers’ goods, and
is added to the wages fund (variable capital). These ratios dic-
tate the relationship between Department I (producers’ goods)
and Department IT (consumers’ goods).? It can easily be seen
that the basic assumptions require that the output of Depart-
ment I must stand in the ratio of 11 to 4 to the output of
Department II.t We can now construct a much simpler model
than those provided in the text. ) ‘

¢ v s Gross Output
Department I 44 un 66
Department IT 16 4 4 24"
’ Total 90

In Department I, 55 units are saved (half of 5) of which 44 are
invested in constant capital and 1-1 in variable capital. In
Department IT 2 units are saved, 1-6 being added to constant
and 04 to variable capital. The 66 units of producers’ goods
provide 44 +4-4 constant capital for Department I and 16416

1 See p. 129. 2 See p. 130. .

8 Since, in this model, the organic composition. of capital is the same in
the two departments, prices correspond to values. ’

4 Of total gross output, £ is replacement of constant capital; surplus is
# of gross output, and of surplus half is saved; thus savings are ¢ of gross
output; of saving % is added to constant capital; thus 1% of gross output is
added to constant capital. The output of Department I is therefore 3+ por
1t of total gross output. Similarly, the output of Department IT is & of
total gross output. '
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INTRODUCTION

constant capital for Department II and the 24 units of con-
sumers’ goods provide 11 -4 wages of labour already employed,
5542 for consumption out of surplus, and 1-1 40-4 addition to
variable capital, which provide for an addition to employment.

After the investment has been made, and the labour force
increased in proportion to the wages bill, we have

¢ v § Gross Output
Department I 484 12'1 12'1 726
Department II 146 44 4°4 26-4
. Total 99

The two departments are now equipped to carry out another
round of investment at the prescribed rate, and the process of
accumulation continues. The ratios happen to have been chosen
so that the total labour force, and total gross output, increase
by 10 per cent per annum.?

But all this, as Rosa Luxemburg remarks, is just arithmetic.?
The only point of substance which she deduces from Marx’s
numerical examples is that it is always Department I which
takes the initiative. She maintains that the capitalists in Depart-
ment I decide how much producers’ goods to produce, and that
Department IT has to arrange its affairs so as to absorb an
amount of producers’ goods which will fit in with their plans.3
On the face of it, this is obviously absurd. The arithmetic is
perfectly neutral between the two departments, and, as she her-
self shows, will serve equally well for the imagined case of a
socialist society where investment is planned with a view to
consumption.4

But behind all this rigmarole lies the real problem which she
is trying to formulate. Where does the demand come from
which keeps accumulation going?

She is not concerned with the problem, nowadays so familiar,
of the balance between saving and investment. Marx himself
was aware of that problem, as is seen in his analysis of dis-
equilibrium under conditions of simple reproduction (zero net
investment).? When new fixed capital comes into existence, part

1 This model bears a strong family resemblance to Mr. Harrod’s ‘War-
ranted rate of growth’. Towards a Dynamic Economics, lecture II1.

% See p. 110. 3 See p. 125.

4 See p. 128. 5 See p. 91.
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. INTRODUCTION

of gross receipts are set aside in amortisation funds without any
actual outlay being made on renewals. Then total demand falls

* short of equilibrium output, and the system runs into. a slump:
Contrariwise, when a hurst of renewals falls due, in excess of the
current rate of amortisation, a boom sets in. For equilibrium it
is necessary for the age composition of the stock of capital to
be such that current renewals just absorb current amortisation
funds. Slmllarly, when accumulatlon 1§ ta.kmg place, current ‘
investment must absorb current net saving.

It is ini connection with the problern of effective demand, in
this sense, that Marx brlngs gold-mining into the ana1y51s When
real output expands- at constant money prlces, the increasing
total of money value of output requires an increase in the stook
of money in circulation. (unless the velocity of circulation rises
'_approprlately) The capltahsts therefore have to devote part of
their savings to increasing their holdings of cash (for there is no
borrowing). This causes.a deficiency of effective demand.. But
the increase in the quantity of money in circulation comes from.
newly mined gold, and the expenditure of the gold mining in-
dustry upon the other departments Jjust makes up the deﬁc:lency
-in demand.?

Rosa Luxemburg garbles this argument con51derab1y, and

: brushes it away as beside the point. And it is beside the point
that she is concerned, with. She does not admit the savings and
investment problem, for she takes it for granted that each
indiyidual act of saving out of surplus is accompanied by a
corresponding amount of real investment, and that every piece
of investment is financed by saving out of surplus of the same
capltahst who makes it.? What she appears to. be concerned with
is rather the inducement to invest. What motive -have the
capitalists for enlarging their stock of real capital?* How do
they know that there will be demand for the increased output of
goods which the new capltal will: produce, so .that they can
‘capitalise’ their surplus in a profitable form? (On.the purely

-1 See pu 115.

2 See p. 102: The phrase zalzlzmgqﬁzhzge nachfrage’, translated, ‘effective
demand is not the effective demand of Keynes (roughly, current expendi-
ture) but ‘appears often: to-mean demand. for new capital, or; perhaps, pro-
spective future demand for goods-to.be produced by new. cap1tal .

3 This assumption is made explicit later (p 342)

¢ See pp. 131 et seq. L
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INTRODUCTION

analytical plane her affinity seems to be with Hobson rather
than Keynes.) ‘

Needless to say, our author does not formulate the problem
of the inducement to invest in modern terminology, and the
ambiguities and contradictions in her exposition have left ample
scope for her critics to represent her theory as irredeemable non-
sense.! But the most natural way to read it is also the clearest.
Investment can take place in an ever-accumulating stock of
capital only if the capitalists are assured of an ever-expanding
market for the goods which the capital will produce. On
this reading, the statement of the problem leads straightfor-
wardly to the solution propounded in the third Section of this
book. '

Marx has his own answer to the problem of inducement to
invest, which she refers to in the first chapter.? The pressure of
competition forces each individual capitalist to increase his
capital in order to take advantage of economies of large-scale
production, for if he does not his rivals will, and he will be -
undersold. Rosa Luxemburg does not discuss whether this
mechanism provides an adequate drive to.keep accumulation
going, but looks for some prospective demand outside the circle
of production. Here the numerical examples, as she shows, fail
to help. And this is in the nature of the case, for (in modern
jargon) the examples deal with ex post quantities, while she is
looking for ex ante prospects of increased demand for commodi-
ties. If accumulation does take place, demand will absorb out-
put, as the model shows, but what is it that makes accumulation
take place? o

In Section II our author sets out to find what answers have
been given to her problem. The analysis she has in mind is now
broader than the strict confines of the arithmetical model. Tech-
nical progress is going on, and the output of an hour’s labour
rises as time goes by. (The concept of value now becomes
treacherous, for the value of commodities is continuously falling.)
Real wages tend to be constant in terms of commodities, thus
the value of labour power is falling, and the share of surplus in

net income is rising (;, the rate of exploitation, is rising). The

amount of saving in real terms is therefore rising (she suggests
1 See Sweezy, loc. cit. 2 See p. 40.- '
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later thatthe proportion of surplus saved rises with sﬁrplus, in
which case real savings increase all the more?). The problem
is thus more formidable than appears in the model, for the
equilibrium rate of accumulation of capital, in real terms, is
greater than in the model, where the rate of exploitation is con-
stant. At the same time the proportion of constant to variable
capital is rising. She regards this not as something which is
likely to happen for technical reasons, but as being necessarily
bound up with the very nature of technical progress. As pro-
ductivity increases, the amount of producers’ goods handled per
- man-hour of labour increases; therefore, she says, the proportion
of ¢ to » must increase.? This is an error. It arises from thinking
of constant capital in terms of goods, and contrasting it with
variable capital in terms of palue, that is, hours of labour. She
 forgets Marx’s warning that, as progress takes place, the value of
‘the commodities making up constant capital also falls.? It is
perfectly possible for productivity to increase without. any in-
crease in the value of capital per man employed. This would ‘
occur if improvements in the productivity of labour in making
producers’ goods kept pace with the productivity of labour
in using producers’ goods to make consumers’ goods (capital-
saving - inventions balance labour-saving inventions, so that
technical progress is.‘neutral’). However, we can easily get out
of this difficulty by postulating that as a matter of fact tech-
nical progress is mainly labour-saving, or, a better term,
capital-using, so that capital per man employed is rising
through time. R , .

Rosa Luxemburg treats the authors whom she examines in
Section II with a good deal of sarcasm, and dismisses them all ™"
as useless. To some of the points raised her answers seem scarcely,
adequate. For instance, Rodbertus sees the source of all the
troubles of capitalism in the falling proportion of wages in
national income.* He can be interpreted to refer to the propor-
tion of wages in gross income. In that case, she is right (on the
assumption of capital-using inventions) in arguing that a fall in
the proportion of wages is bound up with ‘technical progress,
and that the proportion could be held constant only by stopping

1 See p. 303. » 2 See p. 258.

® This point is, however, later admitted (p. 337). ‘

4 See p. 252. :
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progress. He can also be taken to refer to the share of wages in
net output, and this is the more natural reading. On this read-
ing she argues that the fall in share of wages (or rise in rate of
exploitation) is necessary to prevent a fall in the rate of profit
on capital® (as capital per man employed rises, profit per man
employed must rise if profit per unit of capital is constant). But
she does not follow up the argument and inquire what rise in
the rate of exploitation is necessary to keep capitalism going
(actually, the statisticians tell us, the share of wages in net in-
come has been fairly constant in modern industrial economies?).
It is obvious that the less the rate of exploitation rises, the
smaller is the rise in the rate of saving which the system has to
digest, while the rise in real consumption by workers, which
takes place when the rate of exploitation rises more slowly than
productivity in the consumption good industries, creates an out-
let for investment in productive capacity in those industries.
The horrors of capitalism, and the difficulties which it creates
for itself, are both exaggerated by the assumption of constant
real-wage rates and, although it would be impossible to defend
Rodbertus’ position that a constant rate of exploitation is all
that is needed to put everything right, he certainly makes a
contribution to the argument which ought to be taken into
account.

Tugan—Baranovski also seems to be treated too lightly. His
conception is that the rising proportion of constant capital
in both departments (machines to make machines as well as
machines to make consumers’ goods) provides an outlet for
accumulation, and that competition is the driving force which
keeps capitalists accumulating. Rosa Luxemburg is no doubt
correct in saying that his argument does not carry the analysis
beyond the stage at which Marx left it,® but he certainly
elaborates a point which she seems perversely to overlook. Her
real objection to Tugan-Baranovski is that he shows how,
in certain conditions, eapitalist accumulation might be self-
perpetuating, while she wishes to establish that the coming

1 See p. 259. Marx himself failed to get this point clear. Cf. my Essay on
Marxian Economics, chap. v.
2 Cf. Kalecki, Essaysin the Theory of Economic Fluctuations, pp. 14 et
seq.
3 See p. 323.
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o INTRODUCGTION-
disintegration of the capitalist system is not merely probable.
on the evidence, but is a logical necessity.!

“The authors such as Sismondi, Malthus and Vorontsov, who
are groping after the problem of equilibrium between saving
and investment, are treated with even less sympathy (though
she has a kindly feeling for Sismoendi, to whom she considers that
Mazxx gave too little recognition?) for she is either oblivious that
there is such a problem, or regards it as trivial.? We leave the
discussion, at.the end of Section II, at the same point where we
entered it, with the clue to the inducement to invest still to find.

Section III is broader, more vigorous and in general more
rewarding than the two precedmg parts. It opens with a return
to Marx’s model for a capitalist system with accumulation going
on. Our author then sets out a fresh model allowing for tech-
nical progress. " The rate of explo1tat10n (the ratio of surplus to
wages) is rising, for real wages remain constant while output, per
man increases. In the model the proportmn of surplus saved. is
assumed constant for simplicity, though in reality, she holds, it
. would tend to rise with the real income. of the capitalists.t T he -
ratio of constant to variable capital is rising for technical
reasons. (The conventi‘o,n;by which the annual wear and tear
of capital is identified with the stock of capital now becomes a
great irnpediment to clear thinking.) The arithmetical model
shows the system running into an impasse because the output of
Department I falls short of the requirements of constant capital
in’ the two departments taken together, while the output of

o Department IT exceeds consumption.® The method of argu-

ment is by no means rigorous. Nothing follows from the fact.that
one particular numerical example fails to give a solution, and
the example is troublesome to interpret. as it is necessary to dis-
tinguish between discrepancies due to rounding off the figures

1See p. 314. Marx did not find himself'in this dilemma because he
held that there is a fundamental ‘contradiction’ in capitalism which sHows
itself in a strong tendency for the rate of profit on capital to fall as technical
progress takes place. But Rosa Luxemburg sees that the tendency to a falling
rate of profit is automatically checked and may even be reversed if real-wage
rates are constant (p. 338).
2 See p. 217, note.
-3 One passage suggests'that.she sees the problem, but thinks it 1rre1evant
to the real issue (p. 342).
4 See p. 338. 5 See p. 337. .
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