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Introduction

The aim of this paper is to rethink the theory of prices of production through a
consideration of Marx’s theory of value. As Moseley and Kliman1 point out,
the “transformation problem” is a false problem. Nevertheless, for a long time,
this false problem has been one of the most important issues in Marxian eco-
nomics. It is not only because most Marxian economists failed to understand
the concept of prices of production, but also because they have failed to un-
derstand the concept of value as an attribute of the commodity, the law of
value, and the unique concept of equilibrium that inevitably results from it.
This is why rethinking the theory of prices of production must begin with a
consideration of these points.

This paper presents, perhaps for the first time, the concept of Marxian equi-
librium. As this seems to be a completely new concept, it is not possible to
present the entire theory in this paper, but I want to provide an overview. A
more detailed theoretical development will be presented in separate papers.

1. Marx’s Value Theory

1.1 Prerequisites for Understanding the Concept of Value
Marx’s concept of value is not intended to explain, trans-historically, the ex-
change rates of goods under any form of society. Rather, value can be under-
stood solely as an attribute of the commodity, which is a historically specific
form taken by labor products.2 Marx himself noted that “for me neither ‘value’

1 Fred Moseley: Money and Totality. A Macro-Monetary Interpretation of Marx’s Logic in Cap-
ital and the End of The ‘Transformation Problem’. Leiden 2016; Andrew Kliman: Reclaiming
Marx’s “Capital”: A Refutation of the Myth of Inconsistency. Lanham 2006.

2 In Volume 1 of Capital, Marx defines labor as,

Marx-Engels-Jahrbuch 2019/20. S. 135–157.

“first of all, a process between man and nature,
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nor ‘exchange-value’ are subjects, but the commodity”.3 In other words, what
Marx considered is not “value” as an abstract concept, but rather the value of
commodities.4 In order to understand the concept of value, it is not valid to
separate the quantity of value from the so-called “quality of value” (i.e. the
commodity form) and focus only on the former.5 Also, needless to say, it is not
valid to reduce the concept of value to socially necessary labor-time.6

In the opening sentence of Volume 1 of Capital Marx points out that “the
wealth of societies in which the capitalist mode of production prevails appears
as an ‘immense collection of commodities’; the individual commodity appears
as its elementary form”.7 The commodities that he deals within Capital are
basically the commodities that exist under the capitalist mode of production,
and are constantly produced in large amounts and supplied to the market. In
other words, they are “the commodities within the market economy that people
have to bring to the market to sell every day in order to continue living, and
commodities as the particular form taken by the wealth that supports the con-
tinued existence of human beings and society”.8 In order to understand the
concept of value, we must understand the form of commodity in the sense
described above.

a process by which man, through his own actions, mediates, regulates and controls the meta-
bolism between himself and nature” (Karl Marx: Capital: A critique of political economy
Volume One. Translated by Ben Fowkes. London 2004, p. 638). This is the sense in which
“labor” must be understood in this paper. Some regard labor as the metabolism between human
and nature, but this interpretation is incorrect. Indeed, labor is itself part of the metabolism
between human beings and nature. However, the uniqueness of labor is not merely that it is a
material metabolism, but that it is a process that “mediates, regulates, and controls” that me-
tabolism. Therefore, the view that interprets Marx’s understanding of “labor” as limited to
“material labor” is also incorrect.

3 Karl Marx: Notes on Wagner’s Lehrbuch der politischen Oekonomie. In: MECW. Vol. 24,
p. 534.

4 Marx also writes: “I do not proceed from ‘concepts’, hence neither from the ‘concept of value’,
and am therefore in no way concerned to ‘divide’ it. What I proceed from is the simplest social
form in which the product of labor presents itself in contemporary society, and this is the
‘commodity’.” (Ibid., p. 544).

5 See e.g. Kliman: Reclaiming Marx’s “Capital” (fn. 1) and Paul M. Sweezy: The Theory of
Capitalist Development. New York 1942.

6 See David Harvey: A Companion to Marx’s Capital. London 2010. Although Harvey empha-
sizes the importance of understanding the commodity as a unity of dual aspect, he carelessly
defines “something called value [. . .] as socially necessary labor-time” (ibid, p. 23).

7 Marx: Capital. Vol. 1 (fn. 2), p. 125.
8 Teinosuke Otani: A Guide to Marxian Political Economy. Berlin 2018, p. 59.
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1.2 Distribution of the Total Labor of Society as a Prerequisite
for Understanding the Commodity Form

In addition, understanding the commodity form requires us to understand the
significance of the distribution of total social labor. In any society, in order to
establish social reproduction, it is necessary to properly allocate the finite total
labor of society to each sphere of production according to social needs. In so
doing, labor on the one hand has a social character as useful labor in the sense
that it produces useful products for society, while on the other hand it has a
social character as abstract human labor in the sense of society expending a
certain amount of labor among the finite total labor of society.

For instance, if the population capable of laboring numbers 1,000, and on
average each person labors 10 hours a day, the society would have 10,000
hours of labor available each day. If the main productive sectors are for cloth-
ing, food, and lodging, the 10,000 hours would have to be distributed between
them depending on social needs. In this case, we could assume that 7,000
hours are dedicated to food production, 2,000 to clothing production, and
1,000 to housing production. For the distribution of labor, it is necessary to
consider how much of the total labor should be expended to which sectors to
produce the use values society requires.

For the question of “which” production sectors, we are considering useful
labor, because the focus is on the quality of labor (i.e. what sort of use values
labor will produce). In contrast, when we consider “how much” of the total
labor is expended in a particular sector, we are thinking in terms of abstract
human labor, since here the question concerns the relation between the total
quantity of labor and the proportion of it allotted to each production sector. If
the total labor were unlimited, the question of “how much” would be irrele-
vant, but given the limit to the amount of labor that can be carried out in
society, the appropriate apportionment of labor is not possible without consi-
dering how that limited labor should be distributed to each production sector.

Thus, labor will have a dual character in any society with some sort of social
division of labor. One aspect of labor is its social significance as useful labor
to produce a specific use value required by society, while the other aspect is its
social significance as abstract human labor expended as a portion of the limited
total labor. In order for human beings to appropriately distribute the aggregate
social labor, this dual social character of labor must be considered in some
manner or another. In pre-modern societies and in the communist society, the
dual social character of labor directly appears (or is taken into consideration),
but it is not so in capitalism based on private production. As we shall see in
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1.3, the dual social character of labor in capitalist society appears in the com-
modity form.

Grasping the dual character of labor in the distribution of total social labor is
crucial for understanding the commodity form and the concept of value, but its
importance has been overlooked. Marx in his later years wrote: “Mr. Rodbertus
has the measure of the magnitude of value from Ricardo; but he himself has
neither examined nor grasped the substance of value any more than Ricardo
did; e.g. the ‘communal’ character of the labour process in the primitive com-
munity as the common organism of the labor-powers belonging together, and
hence that of their labour, i.e. the expenditure of these powers.”9 Marx dis-
cussed the social character of labor expenditure (abstract human labor) by
citing concrete examples (stories about Robinson Crusoe and the communist
society) in the first chapter of Volume 1 of Capital, but as he tended to regard
it as self-evident, he did not sufficiently emphasize its significance. Also, in
regard to this point, Marx did not criticize Ricardo’s labor theory of value. In
Volume 1 of Capital, Ricardo’s labor theory of value was mainly criticized on
the ground that he failed to ask the question “why labor is expressed in value,
and why the measurement of labor by its duration is expressed in the magni-
tude of the value of the product”.10 This is part of the reason why it is difficult
to understand Marx’s value theory correctly.11

1.3 The Commodity Form
In the case of premodern societies, where the communal order still exists, it is
easy to consider how much of the total labor should be expended in each
production sector. But that is not the case for a commodity-producing society
(i.e. capitalist society). In this society, no one is considering the social cha-
racter of labor because the producers who participate in the market are only
concerned with their own private interests. Here, production is not carried out
by producers regulated by the community, but by private producers. They are
not bound by regulations and customs of communities, and they work privately
and exchange their products with each other privately. Therefore, they treat
their products as objects to sell as high as possible and to buy as low as
possible in terms of their respective private interests. Such treatment of pro-
ducts gives them “value” to be distinguished from use-value, making them
assume the commodity form. This is why Marx said that “[o]bjects of utility

9 Marx: Notes on Wagner’s Lehrbuch der politischen Oekonomie. MECW. Vol. 24, p. 552.
10 Marx: Capital. Vol. 1 (fn. 2), p. 173.
11 In light of this, it becomes clear that, unlike Moseley’s claim, Ricardo’s theory of value and

equilibrium is quite different from that of Marx.
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become commodities only because they are the products of the private labors
that are independent of each other”.12

How, then, is labor distributed within the commodity-producing society?
The social distribution of labor is made possible by expressing the social
character of labor as useful labor in a commodity’s use value and the social
character of labor as abstract human labor in the commodity’s value. In other
words, in the commodity form, the social character of useful labor is taken into
account indirectly and afterwards through the use-value of commodities
(whether they can be sold); the social character of abstract human labor is
taken into account indirectly and afterwards through the value (or the price that
expresses it) of commodities (for how much they can be sold). The details of
this mechanism are presented below.

Although commodity producers do not consider what sort of labor society
needs, they must for their own benefit at least try to produce a commodity with
a use value other people want. If their expectation turns out to be wrong, and
the commodity is not desired by anyone else, it will not be sold and would not
likely be produced much longer. This is the way that commodity producers
indirectly consider the social character of useful labor by means of the use
values of commodities.

Furthermore, commodity producers want to produce commodities with a
favorable exchange rate. If the exchange rate is unfavorable for the commo-
dities that they currently produce within one sector, the producers are likely
shift to a sector with a more favorable rate and invest their labor there. The
standard used in such cases for determining whether an exchange rate is fa-
vorable or unfavorable is the quantity of labor expended on a commodity’s
production, i.e. abstract human labor, since the ultimate cost for producing a
commodity is labor.13 Since anyone who engages in labor has to expend a
certain amount of effort and time, the amount of labor that commodity pro-
ducers can expend is limited. Thus, the quantity of labor serves as their stan-
dard for determining whether an exchange rate is favorable or unfavorable, and
they act accordingly. Commodity producers, who must obtain the provisions of
life through commodity exchange, are compelled to act by determining, on the
basis of the amount of labor required to produce a commodity (i.e. the quantity
of value of commodity), whether the exchange value of their commodity is
favorable or not. Thus, when exchange value is in line with value, supply and
demand coincide, an appropriate social allocation of labor is realized. If de-

12 Marx: Capital. Vol. 1 (fn. 2), p. 165.
13 Here, we are setting aside the issue of the means of production.
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mand exceeds supply, so that a commodity’s exchange value exceeds its value,
the labor actually expended will be evaluated in the commodity’s exchange
value as being a greater quantity than actual, leading to an influx of labor to
that production sector. In the opposite case, where supply exceeds demand,
exchange value will sink below the commodity’s value, so that the labor ex-
pended will be evaluated in the commodity’s exchange value as being a lesser
quantity than actual, resulting in an outflux of labor from the production sector.
Thus, by constantly adjusting their production activities, private producers are
able to allocate total labor of society. We will see this point in 1.5 as well.

From the above, it turns out that labor products that take the commodity
form have the two attributes of use value (usefulness) and value (exchange
power), which are expressions, of the social character of useful labor and
abstract human labor, respectively. As Marx pointed out, in the commodity
form, “the equality of the kinds of human labor takes on a physical form in the
equal objectivity of the products of labor as values; the measure of the expen-
diture of human labor-power by its duration takes on the form of the magni-
tude of the value of the products of labor; and finally the relationships between
the producers, within which the social characteristics of their labors are ma-
nifested, take on the form of a social relation between the products of labor”.14

1.4 Value of a Commodity
It is clear from 1.3 that the concept of value is defined as social character of
labor as abstract human labor expressed in the product. Marx himself also
wrote: “the ‘value’ of the commodity merely expresses in a historically de-
veloped form something which also exists in all other historical forms of
society, albeit in a different form, namely the social character of labor, insofar
as it exists as expenditure of ‘social’ labour-power”.15

Therefore, abstract human labor and value are not the same thing. Abstract
human labor is a concept that strictly concerns the character of labor, meaning
its character as the expenditure of human labor power. In contrast, value con-
cerns the exchange power of a commodity, determined by the quantity of
abstract human labor expended on the production of the commodity. This is
why Marx described value not as “abstract human labor” itself but as “objec-
tified abstract human labor.” That is to say, under the market system, the
degree of abstract human labor expended on the production of a commodity,
which is a condition that concerns human beings, becomes a social attribute of
the product produced by labor and is considered indirectly in that form.16

14 Marx: Capital. Vol. 1 (fn. 2), p. 164.
15 Marx: Notes on Wagner’s Lehrbuch der politischen Oekonomie. MECW. Vol. 24, p. 551.
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Further, since the value of a commodity expresses the social character of
abstract human labor in the social attribute of labor product, the magnitude of
value is not determined by the mere labor-time, but by the socially necessary
labor-time.

On the other hand, it is important that value is an attribute of the labor
product. In other words, value needs commodity bodies, from which use value
arises, as its bearer. Therefore, although there is no direct quantitative causal
relationship between the use-value and value of a commodity, the amount of
use-values of certain commodities is proportionate to the amount of values of
the same commodities, if the productivity of the sphere producing these com-
modities is constant.

1.5 The Law of Value
The exchange rates (prices) of commodities in the market fluctuate anarchi-
cally, but value regulates these anarchical fluctuations and forms their center of
gravity. This is because private producers adjust their production activities
according to fluctuations in the exchange rates of commodities, through which
they take the social character of abstract labor into account indirectly and after
the fact. Marx calls this regulation of price by value “the law of value”.

Because private producers act by judging the advantageous or disadvanta-
geous exchange rates for their products, in terms of abstract human labor they
expended, if demand equals supply in all spheres of production, all commo-
dities must be sold at their values. However, since a society of commodity
production consists of countless private producers, in reality, relations of sup-
ply and demand never rest at an equilibrium position. In a sphere of production
where demand exceeds supply, the demand pressure is stronger than that of
other spheres, so the exchange rates of commodities also exceed value. Since
commodity producers act in accordance with the abstract human labor that they

16 The relation between value and abstract human labor presented above is not easy to understand
from the perspective of our everyday economic ideas. In contrast, the relation between useful
labor and use value is exceedingly clear. Anyone can see, for example, that the useful labor of
joinery creates furniture as a use value. Things become complicated as soon as we turn to the
relation between abstract human labor and value. Outside of the market system, the social
character of labor as abstract human labor is directly considered in some way or another, so it is
never objectified as an attribute of the product of labor. But, under the market system, abstract
human labor becomes an attribute of labor products, and in that sense is “objectified” in the
product. Although it is “objectified”, the value is not something that is visible to the eye and
only has a “phantom-like objectivity” (Marx: Capital. Vol. 1 (fn. 2), p. 166). This is the reason
why value needs value-form (in actuality price-form). For more on this point, see Ryuji Sasaki:
A New Introduction to Karl Marx: New Materialism, Critique of Political Economy, and the
Concept of Metabolism. London 2021.
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expend, they tend to concentrate on such spheres and invest a larger amount of
labor therein. Therefore, supply increases, the demand pressure becomes smal-
ler, and the exchange rate falls. Conversely, in a sphere of production where
supply exceeds demand, the demand pressure is weaker than that of other
spheres, so the exchange rates of commodities fall below the value. Commo-
dity producers tend to withdraw from such spheres or invest the less labor
therein. Therefore, supply decreases, the demand pressure becomes larger, and
the exchange rate rises.

Consequently, the exchange rates (prices) of commodities are constantly
drawn toward their values through actions of commodity producers. Such ac-
tions are fundamentally determined by the commodity producers’ needs in the
living process (with this necessity manifested in the fluctuating exchange rates
in a society of commodity production), and by their need to supply their labor
to each sphere of production in order to satisfy their needs (these supplies are
made through their pursuit of more favorable exchange rates). Therefore, it can
be said that the law of value is the theoretical expression of the regulation of
exchange rates by social necessity for social reproduction; i.e., the necessity
for the finite total social labor to be properly allocate to each sphere of pro-
duction in order to satisfy social needs.17

Therefore, the most important thing about the law of value is that the value
of a commodity is an expression of the social character of abstract human
labor, and insofar as the value exists as such, commodity production makes the
reproduction of human society possible. The point here is not whether the
exchange rate corresponds to the amount of labor or not. Of course, for private
producers who are self-employed, production cost is equal to their abstract
human labor, so the production cost is directly equal to the quantitative deter-
mination of value. However, this does not form the basis of the law of value.
The basis of the law of value is that the exchange rates of commodities are
regulated by considering indirectly and afterwards the social character of ab-
stract labor in the exchange rates of commodities. Therefore, as described later,
even if private producers become capitalists and the criterion of their economic
behavior is not abstract human labor but the general rate of profit, the private
producers (i.e. capitalists) still must take into consideration, based on the ex-
change rates of commodities, whether or not the total labor of society is ap-
propriately allocated to each sphere of production, and such behavior regulates
the exchange rates of commodities.

17 For more details, see Ryuji Sasaki, Kohei Saito: Abstrakte Arbeit und Stoffwechsel zwischen
Mensch und Natur. In: Beiträge zur Marx-Engels-Forschung. N.F. 2013. Hamburg 2015.

142



Towards Understanding Marx’s Theory of Equilibrium and Prices of Production

The above understanding of Marx’s law of value implies the following.
First, the issue here only concerns the value created by living labor, as is

clear from the fact that Marx’s law of value concerns the regulation of ex-
change rates of commodities by the necessity of allocating living labor in
society. This will not change, even if capitalist relations of production are
established and means of production are also considered. The value of the
constant capital is determined by the past labor (expended in previous term or
before the previous term), so it is a given quantity for the current producers (in
present term) and forms a precondition for allocating the total living labor of
society. It is only transferred to the product by useful labor, and it has nothing
to do with the regulation of exchange rates of commodities by the necessity of
allocating living labor in society.18 This implies that it is incorrect to set up a
problem such as the transformation of value of cost prices into their prices of
production.

Second, the law of value manifests itself only through competition among
private producers. Indeed, from a theoretical perspective, the value of a com-
modity is determined from the point when the production of commodity has
been completed. However, in practice, it is the competition among private
producers that imposes the law of value upon them, because they
“acknowledge no authority other than that of competition, of coercion exerted
by the pressure of their reciprocal interest”.19 “Since these confront one another
only as commodity owners, each trying to sell his commodity as dear as
possible (and seeming to be governed only by caprice even in the regulation of
production), the inner law operates only by way of their competition, their
alternating pressure on each other, which is how divergences are mutually
counterbalanced. It is only as an inner law, as a natural law vis-à-vis the
individual agents, that the law of value operates here and that the social bal-
ance of production asserts itself in the midst of accidental fluctuations”.20 This
implies that it is incorrect to interpret value as a substance, as will be shown in
1.6.

Third, we should not identify Marx’s law of value with the equality of the
total value with the total price. Some scholars argue that the law of value is

18 It should be noted that the market price of the means of production is affected by the allocation
of living labor in society. However, we do not have to consider this point when examining the
value (or the prices of production) of commodities as the center of gravity around which prices
fluctuate.

19 Marx: Capital. Vol. 1 (fn. 2), p. 477.
20 Karl Marx: Economic Manuscript of 1864–1865. Transl. by Ben Fawkes, ed. by Fred Moseley.

Leiden 2015, p. 942.
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nothing but the equality of the total value with the total price because the
center of gravity of market price is not value but prices of production.21 How-
ever, as mentioned above, the law of value is the theoretical expression of the
regulation of exchange rates by the social character of labor as abstract human
labor. In this sense, essentially, value is the center of gravity of market prices.
Of course, at the level of Volume 3 of Capital that deals with the appearance
form of the capitalist mode of production, the center of gravity of price chan-
ges from value to prices of production. Nevertheless, even in this case, because
the exchange rates of commodities remain regulated by the necessity of allo-
cating living labor in society, value regulates the prices of production. This
point will be discussed in Section 2.

Fourth, Marx’s “equilibrium” is a state in which the total social labor is
appropriately allocated according to social demand. It does not mean a long-
run equilibrium or a state in which the value of input goods and output goods
per unit are equal.22 This is because the prices in these situations cannot always
be the center of gravity that enable private producers to accomplish the ap-
propriate allocation of the total social labor. This point will be discussed in 1.6.

1.6 Marxian Equilibrium
We can understand Marx’s concept of “equilibrium” from the following cita-
tions:

“The production of commodities must be fully developed before the scientific con-
viction emerges, from experience itself, that all the different kinds of private labor
(which are carried on independently of each other, and yet, as spontaneously deve-
loped branches of the social division of labor, are in a situation of all-round depen-
dence on each other) are continually being reduced to the quantitative proportions in
which society requires them. The reason for this reduction is that in the midst of the
accidental and ever-fluctuating exchange relations between the products, the labor-
time socially necessary to produce them asserts itself as a regulative law of nature.”23

21 See e.g. Moseley: Money and Totality (fn. 1).
22 Paul Sweezy perceived that the essence of Marx’s theory of value is “the investigation of the

laws which govern the allocation of the labor force to different spheres of production in a
society of commodity producers” (Paul M. Sweezy: The Theory of Capitalist Development.
New York 1942, p. 34), and appropriately clarified that the concept of equilibrium within
Marx’s theory of value concerns the appropriate distribution of the aggregate social labor
(similar to the explanation in this chapter). Yet, in his theory of production price, Sweezy
basically abandons Marx’s concept of equilibrium in favor of the view of Bortkiewicz, which is
based on the notion of equilibrium between the value equation and price equation, thereby
abandoning Marx’s theory of value that he had sought to defend.

23 Marx: Capital. Vol. 1 (fn. 2), p. 168 (emphasis added).
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“It is true that the different spheres of production constantly tend towards equili-
brium, for the following reason. On the one hand, every producer of a commodity is
obliged to produce a use-value, i.e. he must satisfy a particular social need (though
the extent of these needs differs quantitatively, and there exists an inner bond which
attaches the different levels of need to a system which has grown up spontaneously);
on the other hand, the law of the value of commodities ultimately determines how
much of its disposable labor-time society can expend on each kind of commodity. But
this constant tendency on the part of the various spheres of production towards
equilibrium comes into play only as a reaction against the constant upsetting of this
equilibrium.”24

“But if the volume of social labor spent on the production of a certain article cor-
responds in scale to the social need to be satisfied, so that the amount produced
corresponds to the customary measure of production and reproduction, the commo-
dity will be sold at its market value. The exchange of commodities at their value or
the sale of commodities at their value, which is only another form of the same thing
is the rational, natural law of the equilibrium between them; this is the basis on
which the divergences have to be explained, and not the converse, the adequacy
should not be derived from the divergences.”25

“If a commodity is to be sold at its market value, i.e., in proportion to the socially
necessary labor contained in it, the total quantity of social labor which is consumed
to produce the whole amount of that commodity, must correspond to the quantity of
the social need for it, i.e., to the social need with money to back it up. Competition,
the up-and-down of market prices, corresponding to the up-and-down of the varia-
tions in the proportion between demand and supply, constantly seeks to reduce to
that standard the total quantity of labor employed on commodities of all
descriptions.”26

“It is the labor necessary for the production of particular articles – for the satisfaction
of a particular social need for particular articles. If this division is proportional, the
products of the different groups will be sold at their values (later on, at the prices of
production) or at prices which are modifications of these values, which are however
determined by general laws. This is in fact the law of value as it makes itself felt, not
in relation to the individual commodities or articles but rather to the total products at
a given time of particular spheres of social production autonomized by the division
of labor; so that not only is no more labor-time spent on each individual commodity
than necessary, but out of the total social labor-time only proportionate quantity
needed is devoted to the various groups of commodity.”27

24 Ibid., p. 476 (emphasis added).
25 Marx: Economic Manuscript of 1864–1865 (fn. 20), p. 298 (emphasis added). I modified this

sentence by referring to MEGA➁ II/4.2.
26 Ibid., p. 302 (emphasis added).
27 Ibid., p. 733 (emphasis added).
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What I can understand from these citations is that (1) a commodity is sold at its
value (later on at its price of production) when the volume of social labor spent
on the production of this commodity corresponds in scale to the social need to
be satisfied, that (2) Marx considers such a situation as equilibrium, and that
(3) all the different kinds of private labor are continually being reduced to the
equilibrium proportions through reactions against the constant upsetting of this
equilibrium. I will refer to equilibrium in the sense described above as “Marx-
ian equilibrium”. It is clear that this Marxian equilibrium is completely con-
sistent with Marx’s law of value, as seen in 1.5.

Marxian equilibrium is different not only from the general equilibrium in
mainstream economics, but also from the equilibrium in the standard inter-
pretation of Marxian economics. The standard interpretation tends to identify
the equilibrium in Marxian economics with a price system that allows for a
given physical equilibrium, as Sraffians do.28 As a result, it derives the equi-
librium prices from the price equations that determine the prices of all com-
modities simultaneously, in which the price of input always is equal to that of
output. However, Marx’s concept of equilibrium differs, at least, from the
physical equilibrium in which input corresponds with output. Although in the
standard interpretation, past production never affects the current equilibrium
prices, in Marx’s own theory past production always affects the current value
(later on the price of production). This is because the current production is
carried out based on the result of the past production and therefore the current
distribution of total labor is also based on the value of the products produced in
the past. This is easy to understand by considering an extreme example. Sup-
pose that, for some reason, the raw materials that required one hour of labor to
acquire in the previous term can be acquired in the current term with only half
an hour of labor. In this case, if the equilibrium price is simultaneously deter-
mined by the current physical equilibrium, then the price of the raw material
will be half, making it impossible to compensate for the price of raw materials
that it was necessary to purchase for the current production. Hence, the equi-
librium price in the standard interpretation cannot allocate enough labor to
meet the social needs of the industries that need that raw material.

Furthermore, it follows from the above argument that Marxian equilibrium
is not a long-term equilibrium as either. For Marx, the equilibrium price is not
a price that can be achieved over a long term but a price to which fluctuating
prices are constantly reduced and therefore corresponds to the average price

28 This point has already been made by Kliman: Reclaiming Marx’s “Capital” and Moseley:
Money and Totality (both fn. 1).
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over the long term. In fact, the idea of long-term equilibrium is not present in
Marx’s writings.29 Even if we consider the case of varying value or price of
production, the average value or average price of production over the long term
would correspond to the average of the constantly fluctuating market prices
over that period.

Finally, Marxian equilibrium is not consistent with the traditional interpre-
tations that regard value as a substance. There are two types of such inter-
pretations. One is that value only determines the quantity of total price and has
nothing to do with equilibrium.30 This interpretation identifies the equilibrium
with the establishment of the production price. The other is that the system of
price production as actual equilibrium is established by the deviation from
value system as the true equilibrium.31 The latter system is the state in which
demand and supply coincide, and the former system is the state in which
demand and supply do not coincide. According to this interpretation, what
should be sold at the value is sold at the price of production, as supply and
demand diverge due to competition among capitalists. This interpretation is not
unfounded, because Marx himself wrote what can be interpreted in that way;
nevertheless, this interpretation contradicts Marxian equilibrium based on
Marx’s writings. According to the citations mentioned above, in the system of
production price, supply and demand should still coincide and the proper dis-
tribution of total social labor should be achieved. This means that there are two
value theories that contradict each other in Marx’s own text.

29 Marx rather repeatedly stated the opposite. In addition to the above quotations, see the follow-
ing quotations: “This determination of price by cost of production is not to be understood in the
sense of the economists. The economists say that the average price of commodities is equal to
the cost of production; that this is a law. The anarchical movement, in which rise is compen-
sated by fall and fall by rise, is regarded by them as chance. With just as much right one could
regard the fluctuations as the law and the determination by the cost of production as chance, as
has actually been done by other economists. But it is solely these fluctuations, which, looked at
more closely, bring with them the most fearful devastations and, like earthquakes, cause bour-
geois society to tremble to its foundations – it is solely in the course of these fluctuations that
prices are determined by the cost of production. The total movement of this disorder is its order.
In the course of this industrial anarchy, in this movement in a circle, competition compensates,
so to speak, for one excess by means of another” (Karl Marx: Wage Labour and Capital [III].
MECW. Vol. 9, p. 208). – “The possibility, therefore, of a quantitative incongruity between
price and magnitude of value, i.e. the possibility that the price may diverge from the magnitude
of value, is inherent in the price-form itself. This is not a defect, but, on the contrary, it makes
this form the adequate one for a mode of production whose laws can only assert themselves as
blindly operating averages between constant irregularities” (Marx: Capital. Vol. 1 [fn. 2],
p. 196).

30 See Moseley: Money and Totality (fn. 1).
31 Otani: A Guide to Marxian Political Economy (fn. 8), pp. 370–375.
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While Marx appropriately considered value as the objectification of the
social character of labor as abstract human labor, he tended to unconsciously
regard value as a physical substance that can exert its power independently of
competition between private producers. In fact, Marx’s theory of absolute rent
is based on the understanding of a commodity as what can be sold at the value
without competition. However, if we go back to the question at the heart of
Marx’s theory of value, i.e. why the law of value is valid, it is clear which
value theory to choose. Value is not a physical substance like use value,32 but a
reflection of the social character of labor as abstract huma labor. It can man-
ifest itself and exert its power only through the competition among private
producers. Therefore, even if it is quantitatively valid to say that the total value
is distributed through competition, it is not qualitatively correct to say so.
Moreover, the idea that value manifests itself without competition is neither
qualitatively nor quantitatively valid. As Michael Heinrich pointed out, such
grasp of the value can be said to be a remnant of the classical political eco-
nomy,33 and it is also a result of the incomplete nature of Book 3 of Capital.

1.7 Regulation of the Total Amount of Exchange Value by Total Value
Since value is the objectification of the social character of abstract labor and is
an attribute of labor products as commodities, it does not arise from the cir-
culation of commodities. Whatever the exchange rates of commodities, “the
sum of converted values remains unaffected”.34 In this sense, value regulates
the total amount of exchange values of commodities. However, this does not
mean that given a mass of various commodities, the total prices remain equal
to the total value despite the deviations of each price from value. Indeed, Marx
himself tended to argue that in any case the total value and the total price
coincide, but it follows from the above argument that the total value remains
constant even as the total price changes. In fact, when Marx argued about
market value and differential rent, which is based on a type of market value, he
practically admitted the deviation between total value and total price.

Regarding this point, what Marx wanted to say is the following. Suppose
that the labor time required to produce an apple is two hours and an orange one

32 Strictly speaking, use value is not a physical entity either. However, use value is derived from
the physical properties of the product whereas value is purely social.

33 Michael Heinrich: An Introduction to the Three Volumes of Karl Marx’s Capital. New York
2012.

34 “If the commodities are not sold at their values, then the sum of converted values remains
unaffected; what is a plus for one side is a minus for the other.” (Karl Marx: Das Kapital.
Zweites Buch: Der Zirkulationsprozeß des Kapitals. (Manuskript VIII). In: MEGA➁ II/11,
p. 826. My translation.)
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hour, that the value created by an hour’s labor is expressed in 100 yen, and that
there is an economy in which only those things are produced and exchanged
for each other. If they are exchanged at their values, an apple and two oranges
have both the equal price, i.e., 200 yen. And if an orange’s price doubles due
to some situation, the price of an apple and the price of an orange are exchan-
ged because their prices are both 200 yen. In this case, while the total price of
an apple and an orange is 400 yen, the total value price of them is 300 yen.
Here, though total price and total value do not coincide, the regulation of
exchange value by value has not been broken. This is because the exchange
power of an apple decreased by half while an orange doubled. In other word,
the increase in the purchasing power of the orange seller was offset by a
decrease in the purchasing power of the apple seller. In terms of numbers, the
orange growers’ purchasing power doubles to the value created by two hours
of labor and the apple growers’ purchasing power halves to the value created
by one hour of labor. Thus, Marx’s thesis that the aggregate value regulates the
aggregate price results in the simple proposition that value does not come from
circulation. It is basically only in Marxian equilibrium that total value = total
price is valid. In addition, if we consider market value, which will be discussed
in Section 2, total value = total price may not be valid even in Marxian equi-
librium.

Another important implication of total value regulating total price becomes
apparent when we look at the process in terms of time. This point is important
when considering the law of the tendential fall in the general rate of profit in
particular. Unfortunately, this point will not be developed in this paper.35

1.8 The Limit of the Law of Value
If we try to mechanically apply the quantitative determination of value by
labor-time, we would inevitably fall into an error. The law of value is valid
only where the distribution of total social labor has to be realized through the
exchange of commodities. Without this condition, the law of value is invalid.
The law of value is a theoretical tool to clarify the historical trend of the
accumulation of capital in a society where the distribution of total social labor
is carried out through the market.

35 Despite lacking consideration of the qualitative character of value and of Marxian equilibrium,
TSSI presents a basically correct understanding of the law of the tendential fall in the general
rate of profit. See Kliman: Reclaiming Marx’s “Capital” (fn. 1).
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2. Marx’s Theory of Production Price

This section postulates the understanding of the law of value and Marxian
equilibrium described in Section 1. Further, as in Chapter 2 of Book 3 of Cap-
ital dealing with the theory of price of production, the rate of surplus value is
assumed to be constant. The turnover time of capital is ignored for simplifi-
cation.

In Book 1 of Capital, Marx showed that, insofar as the competition between
private producers is abstractly considered by setting aside the differences in
competitive conditions within a sphere and between the spheres of production,
the center of gravity of price fluctuations directly corresponds to value. In
Chapter 2 of Book 3 of Capital, Marx argues about the prices that can achieve
Marxian equilibrium when taking into account the differences in competitive
conditions within a sphere and between the spheres of production.

Section 1 of Chapter 2 of Book 3 of Capital presents the theme of how the
law of value asserts itself in the formation of prices of production that seem to
contradict the law of value. Section 2 presents the conceptual determination of
concepts. (General Rate of Profit = Total Surplus Value of a Society ÷ Total
Social Advanced Capital. Price of Production = Cost Price + Average Profit.
Average Profit = Total Advanced Capital × General Rate of Profit.) Under the
assumption that there is only “one capital” here, Marx defines these concepts
without a consideration of competition. The relevance of the law of value in
the formation of price of production is not yet demonstrated in this chapter.
Section 3 discusses the formation of price of production through the compe-
tition of capitals. In order to consider this problem, Marx devotes much space
to the theory of market value. Here, Marx tries to demonstrate how the law of
value asserts itself in the formation of price of production. Sections 5 and 4 are
thought to be supplements to the above considerations.

2.1 Distinction Between the Conceptualization of Production Price and
the Justification of the Law of Value

Marx describes the issues that he deals with in Section 3 of Chapter 2 of
Book 3 of Capital as follows:

“The really difficult question here is this: how does this equalization of profits or this
establishment of a general rate of profit take place, since it is evidently a result and
cannot be a point of departure?”36

36 Marx: Economic Manuscript of 1864–1865 (fn. 20), p. 285.
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“‘The remaining value or overplus will in each trade be in proportion to the value of
the capital employed.’ (Ricardo.) The difficulty lies just in showing how and why
this is the case.”37

In Section 2 of Chapter 2 of Book 3 of Capital, Marx defines the concept of
production price, but he does not demonstrate the validity of the law of value
in the establishment of prices of production. Most participants in the debate on
the “transformation problem” seem to think that we can understand the trans-
formation of value into price of production by only looking at Section 2. How-
ever, this section only provides the conceptual definition of price of produc-
tion. It does neither provide the mechanism of the transformation of value into
price of production, nor how the law of value asserts itself at the establishment
of price of production, nor how, at that time, the allocation of total labor of
society is accomplished. It is Section 3 where Marx deals with these questions.
There he focuses on the market value.

2.2 Market Value
Regarding market value, Marx stated the following.

“The matter will be presented most easily if we conceive the entire mass of com-
modities as single commodity, and regard the sum of the prices of the many identical
commodities as single price (i.e., we add them together to form a single price). What
we said of the individual commodity now applies word for word to the mass of
commodities of a certain branch of production which are to be found on the market.
The fact that the individual value of a commodity agrees with its social value is now
realized in, or subsequently determines, the fact that the total quantity contains the
socially necessary labor involved in its production and that the value of this mass
equals its market value.”38

While value is the abstract conception, which is defined as the objectification
of the social character of abstract labor, the market value is more concretely
determined as “the value of a commodity as a constituent unit of the total
quantity of the same sort of commodity”.39 In other words, the market value is
what determines more concretely the center of gravity of price fluctuations that
allows the distribution of the total social labor proportional to the social de-
mand. In essence, the market value is nothing less than a more concrete de-
termination of value in the sense that under the concept of market value the
law of value is more concretely grasped from the relationship between the

37 Ibid., p. 251 (MEGA➁ II/4.2, p. 215). The last sentence is my translation, since it is omitted in
the English translation of MEGA➁ II/4.2.

38 Ibid., p. 292.
39 Otani: A Guide to Marxian Political Economy (fn. 8), p. 364.
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social supply of the same sorts of commodities and the social demand for
them, that is to say, from the conditions of the competition among commodity
producers within a sphere of production.

When we think of the market value of the same sort of commodity, we must
take into account various conditions of production in the sphere producing it.
In Section 3, Marx assumes three types of production conditions: the best
conditions, the worst condition, and the average conditions. In an ordinary
case, the magnitude of market value of a commodity equals the average of total
individual values of the same commodities produced under various production
conditions, and therefore equals the magnitude of value itself.

However, if an extraordinary case occurs, the magnitude of market value
does not necessarily equal that of value. For instance, if increased demand
greatly exceeds supply and consequently the worst conditions of production
need to be additionally employed in order to satisfy demand, then the market
value should not be equal to the average of individual values, but it should be
equal to the individual value of commodities produced under the worst con-
ditions of production.40 Otherwise, the allocation of total social labor to this
sphere of production could not be properly accomplished. A typical case of this
situation is the differential rent.

The deviation of the magnitude of market value from that of value is com-
pletely different from the deviation of market price from market value. While
the latter arises merely from mismatch between supply and demand, the former
is based on variety of production conditions. In this sense, the market value is
eventually determined by value, even if the magnitude of market value devi-
ates from that of value.

Marx’s theory of market value implies that the center of gravity of market
price does not necessarily coincide with the magnitude of value because of the
specificity of conditions of competition. It should be noted here that in spite of
such deviation the law of value remains valid. With respect to the law of value,
whether the deviation arises or not, the social character of abstract labor is
considered through market prices of commodities. Hence, value regulates mar-
ket value despite suffering quantitative distortion. What we have considered
about market value holds true of production price, which is based on a variety
of conditions of competition among spheres of production, that is, the differing
organic compositions of capital.

40 Marx: Economic Manuscript of 1864–1865 (fn. 20), p. 289.

152



Towards Understanding Marx’s Theory of Equilibrium and Prices of Production

2.3 Prerequisite for Competition Among Capitals
As Marx points out, “it is very different matter whether commodities are sold
at their values (i.e., whether they are exchanged with one another in proportion
to the value contained in them, at their value price) or they are sold at prices
which makes their sale yield equal profits on equal amounts of the capitals
advanced for their respective production”.41 It is only when the commodity
producers are private producers who are self-employed that we can allocate
total social labor by the exchange of commodities at the values of commodi-
ties. This is because value is the standard for the competition among private
producers who are self-employed. However, the standard for the competition
among capitals is the general rate of profit, which is equal to the rate of profit
of a capital with the average composition. As Marx said, the equalization
between spheres of production of different compositions through competition
must always seek to adjust these to the spheres of average composition.42

Furthermore, it is important to note that the cost price is taken as given.
Most studies on the price of production have claimed that, although Marx
himself acknowledged that there was a “transformation problem”, he failed to
explore it. However, in Marx’s own manuscripts, he argues that, even if the
price of production of a commodity enters as a cost price into the price of
another commodity, no theoretical difficulty will arise. Therefore, there is no
“transformation problem” in Marx’s own theory of value. This is a point that
has already been clarified by many studies. In relation to this point, Marx
wrote the following:

“[E]ven if a commodity’s cost price may diverge from the value of the means of
production consumed in it, this past error is a matter of indifference to the capitalist.
The cost price of the commodity is a given prerequisite, independent of his produc-
tion, while the result of that production is a commodity that contains surplus-value,
and therefore an excess value over and above its cost price.”43

“It is therefore possible for the cost price to diverge from the value of this component
of the price of production of commodities that are produced by capitals of average
composition. Let us assume that the average composition is 80c and 20v. It is pos-
sible now that, for the actual individual capitals that are composed in this way, the
80c may be greater or less than the value of c, the constant capital, since this c is
composed of commodities whose prices of production are different from their values.
The 20v can similarly diverge from its value, if commodities whose prices of pro-
duction differ from their values enter into the wage of labor. The workers must work

41 Ibid., pp. 285/286.
42 Ibid., p. 284.
43 Ibid., p. 277.
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for a greater or lesser amount of time in order to buy back these commodities (to
replace them) and must therefore perform more or less necessary labor than would be
needed if the prices of production of their necessary means of subsistence did coin-
cide with their values.

Yet this possibility in no way affects the correctness of the principles put forward
for commodities of average composition. The quantity of profit that falls to the share
of these commodities is equal to the quantity of surplus-value contained in them.
With regard to a capital of 80c and 20v the important thing as far as the determi-
nation of surplus-value is concerned is not whether these figures are the expression
of actual values, but rather what their mutual relationship is; i.e., that v is one-fifth of
the total capital and c is four-fifths. As soon as this is the case, as assumed above, the
surplus-value v produces is equal to the average profit.”44

What actually affects capitalists under competition is how much surplus value
can be obtained relative to the total price of advanced capital, which is com-
posed of actual constant capital and variable capital advanced to buy means of
production and labor-power. In contrast, total value of constant capital and
variable capital, which is determined by labor-time, can never affect compe-
tition among capitalists. This is why “even if a commodity’s cost price may
diverge from the value of the means of production consumed in it, this past
error is a matter of indifference to the capitalist.”45

2.4 The Formation of Price of Production Through the Competition
Among Capitals

Regarding the formation of price of production through the competition among
capitals, Marx says only the following in the manuscript for Book 3 of Capital:

“If commodities were sold at their values, however, this would mean very different
rates of profit in the different spheres of production, as we have already explained,
according to the differing organic composition of the masses of capital applied in
them. Capital is withdrawn from one sphere and thrown into another. This constant
emigration and immigration between the different spheres according to whether the
profit rate is rising or falling, this constant redistribution of capital, produces, in
brief, a relationship between supply and demand such that the average profit is the
same in the various different spheres, and values are therefore transformed into
prices of production.”46

From this paragraph alone, it is not clear how prices of production that enable
Marxian equilibrium are established through competition. However, if, based
on the consideration in 2.3, we reconsider the market values of commodities
under the competition among capitals in the different spheres of production, it

44 Ibid., pp. 318/319.
45 Ibid., p. 277.
46 Ibid., p. 305.
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can be said that such competition transforms the market value into the prices of
production. For as long as capitals do not aim to acquire the value that equals
the value thrown into circulation, but to acquire the profit in proportion to the
size of advanced capital, the market value, which enables distribution of the
total social labor according to the social wants, inevitably diverges from value.
In the spheres of production with a higher organic composition of capital, the
market value, which now equals the price of production, exceeds the value,
while in the spheres with a lower organic composition of capital, the market
value falls below the value. In the former case, as it will cost capitalists more
than the average composition of capital on account of higher composition of
capital to supply the same amount of labor, the amount of labor that satisfies
social demand cannot be supplied without the higher market value. In the latter
case, as it will cost less than the average composition of capital on account of a
lower composition of capital to supply the same amount of labor, the amount
of labor that satisfies social demand can be supplied at the lower market value.

We can now take a closer look at this mechanism. In industrial sectors with a
high organic composition of capital, it is more costly for capitalists to supply
the labor to meet social demand than in other sectors, because even if the same
amount of labor is supplied, a greater amount of production means is needed.
As already noted, if commodities produced in such sectors are sold at a price
corresponding with their value, the rate of profit would be lower than the
average rate of profit within society, so that capitalists would not invest in the
sector and adequate labor would not be supplied. But this in turn would mean
that not enough commodities would be produced in the sector to meet social
demand, driving up the price above value. Such a price rise would continue
until capital could obtain a profit at an average rate and meet social demand for
commodities in the given sector.47 Conversely, industrial sectors with a lower
composition of capital would be able to supply labor at a lower cost compared
to other sectors. Thus, if the commodities in those sectors were sold at their
value, the profit rate would be higher than the average rate of profit, leading to
the concentration of capital in those sectors and generating an excess of labor.
In such a case, commodities would be oversupplied in those sectors, driving
down the commodity prices below value. The fall in prices would continue
until it reaches a price whereby capital could obtain an average rate of profit,
i.e. the price of production and thereby eliminate the oversupply of commo-
dities.

47 The wording of this sentence is for the sake of convenience since, as in the case of value
explained earlier, static equilibrium cannot be achieved.
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Thus, when considering competition among capitals in the different spheres
of production, it is not the value system but the production price system that
enables Marx’s equilibrium. However, what occurs is not a qualitative change,
but only a quantitative divergence. As we have seen, the price of production is
quantitatively different than value, but the two are the same insofar as they
express the social character of abstract human labor. This is because in using
the rate of profit as their standard for action, capitalists bring about the dis-
tribution of the aggregate social labor to the various production sectors. There-
fore, even in the system of production price, though the center of gravity of
market price’s fluctuations deviates from value due to the difference in the
organic composition of capital, the social character of labor as abstract human
labor regulates exchange rates of commodities. In this sense, the law of value
remains valid here. From the above discussion we can also understand the
reason why Marx had to discuss the market value before considering “a rela-
tionship between supply and demand such that the average profit is the same in
the various different spheres, and values are therefore transformed into prices
of production.”48

2.5 Quantitative Determination of Price of Production
Based on 2.4, we can express the price of production in the following algebraic
formula:

PPi = Ki + (Ni – Vi)
Va(Ci + Vi)
Vi(Ca + Va)

Ca

Va

= ΣCi

ΣVi

PPi= price of production in each industry, Ki = cost price in each industry,
Ni = new value created by living labor in each industry, Vi = variable capital
advanced in each industry, Ci = constant capital advanced in each industry, Va

= variable capital advanced in an industry with the average composition of
capital, Ca = constant capital advanced in an industry with the average com-
position of capital.

Since the rate of surplus value is assumed to be constant in all industries,
this algebraic expression is equal to the following:

Ki + (Na – Va)(Ci + Ci)
(Ca + Va)

.

In any case, even if total value or total surplus value is not given, as long as
the rate of surplus value and the amount of constant and variable capital ad-

48 Ibid.
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vanced in each industry are known, we can still find the average rate of profit
and the price of production in each industry. We know from Section 5 of
Chapter 2 of Book 3 of Capital, which deals with the effect of a general in-
crease or reduction in wages on the price of production of the different com-
modities, that Marx thought the same thing.49

“Assume that the average composition of the social capital is C80 V20, and the profit
(P) is 20%. In this case, the rate of surplus-value = 100%. A general rise in wages –
all other circumstances being supposed to remain the same – is a fall in the rate of
surplus-value. For the average capital, profit and surplus-value coincide. Say that
wages rises by 25%. [. . .] We then have, instead of C80 V20 P20, C80 V25 P15. [. . .]
The new average rate of profit would therefore be 146/21%. [. . .]”

“Let us first take a capital whose composition is lower than the original composition
of the average social capital C80 V20 (which has now been changed into C764/21

V2317/21), for example C50V50. If we assume for the sake of simplification that the
entire fixed capital goes into the annual product as depreciation the price of produc-
tion of the annual product = 100 + 20 = 120. A wage rise of 25% means that for the
same number of workers or the same amount of labor set in motion there is a rise in
variable capital from 50 to 621/2. [. . .] [T]he relationship would be as follows: C50
V621/2; C + V = 1121/2; Profit = 20. Now, however, the new average profit is
146/21%. [. . .] The price of production of the same quantity of commodities (all other
circumstances being supposed unchanged) is therefore 1121/2 (K) + 163/42 = [. . .] =
128 + 4/7. As a result of the wage rise of 25% the price of production of the same
quantity of the same commodity has risen from 120 to 1284/7.”

50

What we can see from this excerpt is the following. (1) In the formation of
production price, the magnitudes of constant capital and variable capital are
taken as a given. Therefore, the organic composition of capital also is taken as
a given. (2) The starting point for the analysis of the formation of production
price is the average composition of capital. “If we assume for the sake of
simplification that the entire fixed capital goes into the annual product as
depreciation”, given the average composition of capital and the rate of surplus
value, the production price of a commodity can be derived from the amount of
capital consumed in its production. Namely, we can obtain production price
without thinking of Marx’s aggregate value-price equalities. (3) Hence, what
determines production price is not Marx’s aggregate value-price equalities, but
the rate of surplus value and the amount of constant and variable capital ad-
vanced in each industry, from which we can find the average composition of
capital.

49 In the English translation, for some reason, this section number “5” has been changed into “4”.
50 Marx: Economic Manuscript of 1864–1865 (fn. 20), pp. 308/309.
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