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The General Theory of the Cycle 

The problem of real reproduction2

We have [. . .] said that the problem of the con-
juncture is directly associated with the problem of

social reproduction. The theory of the conjuncture,
accordingly, continues the theory of reproduction

and represents its �nal chapter.3 These are two suc-
cessive stages in the elaboration of a single problem:

the movement of the capitalist system as a whole.
In terms of its fundamental principles, Marx solved

the problem of the movement of the capitalist whole.
First, he demonstrated the close connection of 

every individual capital with the vast multitude 
of others that condition its existence. The capitalist

economy is split into countless capitals, and the 
system has no single subject – it is not a consciously

established teleological whole, although the existence
and development of this intricate complex does 
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1 [Except where otherwise indicated, footnotes and textual insertions in square
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2 [Maksakovsky leaves monetary phenomena to the next chapter of his book, which
is not translated here.]

3 [The ‘the theory of reproduction’ refers to the reproduction schemes in Capital, II;
the ‘theory of the conjuncture’ refers to ‘real’ reproduction.]



display the presence and operation of several objective laws. Every category
in the Marxist system of economics is [theoretically embraced by laws]4

that are logically derived through abstraction from the real movement of 
the entire capitalist complex. Having established in Volume I [of Capital] the 

fundamental laws that constitute the system’s foundation, and having shown
the inevitable connection between capitalist ‘atoms’ and the principles involved,

in Volume II Marx gave a more concrete picture of how this connection is
realised and the interdependence that results.

Every industrial capital exists simultaneously in three parallel stages through
which it moves continuously. One part assumes the monetary form and 

confronts the world of commodities, which becomes the next form of its
embodiment. This is the circuit of money capital. Another part of the same

capital, consisting of means of production, is subject to the action of living
human labour and ‘creates the mystery’ of growth on the part of value that

has been advanced [as wages]. This is the circuit of productive capital. The
third part, taking the form of commodities that strive to be transformed 

into money, represents the circuit of commodity capital. Each of these stages
presupposes, as its necessary condition, an intimate connection between 

all the separate capitals; to be more exact, each stage is a result of this con-
nection.5 Thus any individual capital, in all the phases of its circulation, directly

merges with the movement of other capitals to form the market circuit. It 
is through a seeming chaos of ‘fortuitous’ encounters between commodities

and money that the real movement of the capitalist economy occurs. Only in
the productive phase is capital ‘autonomous’, but this independence is also

deeply conditioned. Insofar as the continuous �ow of capitalist production
is determined by the ‘normal’ movement of the whole complex of capitals 

in their ‘circulation’ phases, which, in turn, furnish productive capital with
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4 [Maksakovsky’s text says ‘Every category . . . is a theoretically known law . . .’
Since a category cannot be a law, I have substituted the formulation in square 
brackets.]

5 [In Capital, II, Marx writes: ‘The actual circuit of industrial capital in its con-
tinuity is . . . the unity of all its three circuits. But it can be such a unity only if all the
different parts of capital can go through the successive stages of the circuit, can pass
from one phase, from one functional form to another, so that the industrial capital,
being the whole of all these parts, exists simultaneously in its various phases and
functions and thus describes all three circuits at the same time. The succession [das
Nacheinander] of these parts is here governed by their co-existence [das Nebeneinander]’
(Marx 1957, p. 103).]



its objecti�ed and human elements, the very possibility of growth on the part
of advanced value is determined by the coexistence and unique combination

of the entire complex of individual capitals. Thus, despite its apparent inco-
herence, the capitalist economy, like any other, represents a single whole 

that is composed of closely connected, interacting parts. The complex of 
individual capitals manifests from within itself a number of objective moments

that oppose each other as the expressions of an irreversible, conditioning law.
From the close interaction of these individual capitals arises the movement

of social capital as a whole, which in turn dissolves into these distinct circuits
as its constituent links.

Having established the concept of social capital and its circulation, Marx
pointed to the existence of a de�nite coherence in the movement of social

capital through all of its phases. Above all, there is a perfectly clear spatial
pattern connecting the multitude of enterprises that constitute separate 

rungs on the ladder of production. However, ‘the spatial coexistence that
determines continuity of production only exists thanks to the movement of

capital’s parts as they successively pass through their different stages. Spatial

coexistence is itself merely the result of a sequence in terms of time.’6

It follows that for a ‘normal’ �ow of social circulation to occur, it is not
enough for the coal industry to exist together with a metallurgical industry

and an enormous number of other industries, all of which are connected 
by market links between branches. This condition merely guarantees the 

formal possibility of social capital’s transition from one phase to the next. It
is also necessary for all phases of every individual capital to follow one

another sequentially, without interruption or delay. This requirement is 
no less important, and its disruption represents a phenomenon unique to a

capitalist economy. ‘The �rst metamorphosis of one capital must correspond
to the second metamorphosis of the other – says Marx – the departure of 

one capital from the production process must correspond to the return to 
the production process of another capital.’7 Any delay disrupts the complex

mechanism of social circulation. ‘Thus . . . for example, if a commodity cannot
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6 Marx 1957, p. 103. [For convenience, I give page references to English-language
editions listed at the end of this essay. Where there are minor differences between the
Russian and English translations, I often follow the Russian text used by Maksakovsky.]

7 Marx 1975, pp. 510–11.



be sold and the movement C’ – M’ is interrupted for one part, then the 
circulation of this part is interrupted and it is not replaced by the means of

its reproduction; the succeeding parts, which emerge from the process of 
production in the form of C’, �nd the change of their functions blocked by

their predecessors. If such a condition lasts for some time, production 
contracts and the whole process comes to a halt. Every stoppage in the sequence

of movements by the parts leads to disorder in their spatial coexistence; every 
stoppage in one stage brings with it interruption of the whole circulation . . .’8

At this stage of the analysis, Marx already establishes the inevitability 
of interruptions in social reproduction and the ensuing crisis, which, for 

present purposes, arises from discontinuities in the sequence whereby 
capitals move through their successive phases.9 This inevitability appears

much more clearly in the following stage – the theory of social reproduction.
Beginning with the fact of capital’s uninterrupted circulation, law-governed

relationships make themselves felt between the separate parts of social 
production. These relationships are conditions for the uninterrupted devel-

opment of the system, and their disruption is re�ected in the inevitable 
suspension of social circulation.

The problem that had to be resolved is this: ‘How is the capital that is 
consumed in production replaced, in terms of value, out of the annual 

product (out of C’ – P.M.),10 and how does the movement of this replacement
relate to consumption of surplus-value by the capitalists and of wages by the

136 � Pavel V. Maksakovsky

8 Marx 1957, p. 103.
9 [Maksakovsky’s reference to ‘inevitability’ is not really appropriate at this 

stage, as he subsequently makes clear. Discussing ‘the falling apart of purchase and
sale’, Marx dealt only with ‘the general possibility of crisis’: ‘The general, abstract
possibility of crisis denotes no more than the most abstract form of crisis, without 
content, without a compelling motivating factor. Sale and purchase may fall apart.
They thus represent potential crisis and their coincidence always remains a critical
factor for the commodity. The transition from one to the other may, however, proceed
smoothly. The most abstract form of crisis (and therefore the formal possibility 
of crisis) is thus the metamorphosis of the commodity itself; the contradiction of 
exchange-value and use-value, and furthermore of money and commodity, comprised
within the unity of the commodity, exists in metamorphosis only as an involved 
movement. The factors which turn this possibility of crisis into [an actual] crisis are
not contained in this form itself; it only implies that the framework for a crisis exists’
(Marx 1975, p. 509. See also pp. 513–14).]

10 [The initials P.M. occur frequently in the translation and indicate insertions by
Maksakovsky.]



labourers?’11 This formulation of the problem embraced reproduction of 

the materially objecti�ed framework of capitalist production, both in its 
necessary value relationships and in its corresponding natural form (with-

out which capital cannot grow in value); it also included reproduction of 
capitalist relationships themselves – that is, reproduction of the class of 

capitalists on the one hand, and the working class on the other.
Marx solved this problem of the uninterrupted development of the 

capitalist whole on both a constant and an expanding scale. The key was 
to subdivide social production under two headings: production of means 

of production (Department I), and production of means of consumption
(Department II). The solution involved ascertaining de�nite value relations

between the separate functional components of both Departments. For 
simple reproduction, this basic ‘proportionality’ was expressed in the 

formula v1+s1=c2; for expanded reproduction, it was v1+s1>c2. In the �rst 
case [simple reproduction], if the newly created value in Department I 

were less than the constant capital of Department II, then the latter could 
not fully assume the natural form that was needed in order for it to function

productively; in the opposite circumstance, a certain portion of the income
of Department I could not be consumed. In the second case (expanded repro-

duction), ‘all the new variable capital of Department I, and that Department’s
portion of surplus-value subject to non-productive consumption, must be

equal to the new constant capital of Department II’.12 Disruption of these 
conditions would inevitably cause overproduction, an interruption in cir-

culation and a crisis.
Together with these basic relations, in the course of his analysis, Marx 

also unveiled a number of more limited ‘proportionalities’. To begin with,
there must be a certain relationship between the scale of production of 

life’s necessities and of luxury items: ‘the v that is laid out in the production
of luxuries is equal in value (assuming simple reproduction – P.M.) to a 

corresponding portion of s, produced in the form of necessities of life, 
and hence must be smaller than the whole of this s’.13 For analysis of the con-

juncture, enormous importance attaches to a second partial proportionality
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11 Marx, Capital, II, p. 393.
12 Bukharin 1972, p. 159 [For the Russian edition see Bukharin 1928, p. 10.]
13 Marx 1957, p. 408.



revealed by Marx – between the �xed capital that wears out each year and the

newly applied �xed capital. In simple reproduction, ‘a �xed component part of

constant capital II, which is reconverted into money to the full extent of its
value and therefore must be renewed each year in natura (section 1), should

be equal to the annual depreciation of the other component part of constant
capital II, which continues to function in its old natural form’.14

These ‘proportionalities’ further subdivide into more particular ones 
between separate branches of production. In their totality they determine 

the possibility of uninterrupted movement of the capitalist system, or its
‘moving equilibrium’, when the scale of production is either constant or

expanding. But such a state of ‘moving equilibrium’ is merely a theoretically
conceivable state of affairs, not only for capitalist production as a whole, but

also for each of its individual branches at any particular time. Hence, the
analysis of simple and expanded reproduction provided by Marx is not 

adequate for representing the real course of capitalist reproduction as it occurs
at any given moment.15 In both value and physical terms, Marx established a

network of lawful relations that permeate the moving system and determine
the very possibility of this complex movement. Nevertheless, at this stage of

the analysis he abstracted from the inevitable disruptions of these ‘propor-
tionalities’. He based his analysis on the following postulates: 1) exchange 

of commodities according to their value; 2) unchanging values for the 
component parts of productive capital; 3) absence of growth in the organic 

composition of capital; 4) exclusion of the in�uence of credit (both on the
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14 Marx 1957, p. 464. [Marx is noting that different elements of �xed capital have
different life spans and that �xed capital depreciates over an extended period. This
means that some capitalists are continuously setting aside a portion of current
revenues in depreciation accounts, anticipating the time when future physical replace-
ment becomes necessary. If some capitalists take money capital out of circulation, and
these savings are not offset by other capitalists’ investments of previously accumu-
lated money capital, ‘There would be a crisis – a crisis in production – in spite of
reproduction on an unchanging scale.’ (Marx 1957, p. 467). See the analysis of expanded
reproduction in Chapter 21 of Capital, II. For a discussion, see Day 1979–80.]

15 [Like Marx, Maksakovsky will use the theoretical concept of equilibrium to explain
real disequilibrium, or disproportionality. For Marx, real ‘equilibrium’ is a moment in
the immediate wake of a crisis (Marx 1962, p. 244). Although Marx used the schemes
of proportionate reproduction to demonstrate the abstract theory of non-cyclical
growth, he said that in real reproduction ‘the proportionality of the individual branches
of production springs as a general process from disproportionality’ (Marx 1962, 
p. 251). A similar comment occurs in Marx 1973, p. 414]



reproduction process and on monetary circulation); 5) exclusion of foreign
trade. These postulates by no means imply, however, that Marx operated 

with an ‘imponderable’ quantity, that he ‘poked his cane in the mist’ – to use
Rosa Luxemburg’s phrase – as someone else might do in similar circum-

stances. The subject of Marx’s analysis was real capitalism. In his theory 
of social reproduction, he provided a general ‘model’ of the movement of 

the capitalist whole – but it remained a ‘model’. He discovered the laws that
represent the foundation of the movement of real reproduction, but he described

the activities of these laws and relations in their pure, constitutive form. This
is the real basis of the ‘moving equilibrium’ of the capitalist system and its

turbulent changes. However, at this stage the real mechanism of realising
these changes, which required that a number of complicating moments be

included, was not yet provided. Marx conducted the entire analysis of real
reproduction at a certain level of abstraction. He resolved the problem in

terms of its principles and its content. Such an approach is both the speci�c
achievement of Marxism and the fundamental condition that enables Marxist

analysis to penetrate the secret depths of the laws of the capitalist system.16

General resolution of the problem, however, is not the same as a com-

prehensive analysis of the real course of capitalist reproduction. It is not 
possible to depict capitalism’s pattern of development within the limitations

of a smoothly rising curve.17 When the problem of reproduction is posed that
abstractly, the cyclical pattern of capitalist reproduction cannot be revealed.

For that purpose, one needs to advance to the next and �nal stage of a more
concrete analysis, while remaining within the context of the abstract method.

Thus, a transition must occur from general resolution of the problem of social
reproduction to the real pattern of this process. Above all, this transition 

must include: 1) extensive action of the law of value and the resulting prices;
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16 It is characteristic of bourgeois economists to try to make their investigations
more productive in the area of the conjuncture by means of a Marxist approach 
to solving the problem. ‘If we are building a theory of conjunctural �uctuations, it is
clear that an abstractly constructed scheme of the national economy in conditions 
of dynamic equilibrium helps us greatly to discover the mechanism and causes of
conjunctural �uctuations, as well as the mechanism and causes of deviations from
the path of smooth evolution of the economy, in order that we might thus create an
abstract theory of the conjuncture.’ (Kondrat’ev 1924, p. 372)

17 [The reference is to Kondrat’evs graph of capitalism’s long-term trend line, which
was intended to represent the system’s ‘moving equilibrium’ in real reproduction.]



2) growth of the organic composition of capital, which is connected with 
the fully developed activity of capitalist competition; 3) the role of credit. 

The ‘cause’ of cyclical movement must be found precisely in the fully devel-
oped activity of the mechanism of real reproduction, which is revealed 

by including the foregoing factors that Marx left out of his general theory 
of reproduction. As Marx says elsewhere, the cyclical movement can be 

understood ‘only in the real movement of capitalist production, competition,
and credit’.

This real movement is inseparable from continuous rupturing of all the
‘proportionalities’ of social reproduction. In reality, the latter only exist in the

form of a law-governed tendency and manifest themselves continuously
through a system of obstacles. However, the disruptions to which these 

proportionalities are subject also have limits. Were it otherwise, the associa-
tion of capitalists would dissolve into its constituent elements, and the social

circulation would become impossible. The real path of capitalist production
lies between these extremes. It excludes any �nal equilibrium of mutually

adjusted elements of production, for this condition is incompatible with 
the real development of capitalism; at the same time, it also excludes any

minute-to-minute threat of the system’s collapse. To be precise, the pattern
of the capitalist system’s development is characterised by a cyclical dynamic,

involving successive intervals of ‘peaceful prosperity’ and periodic crisis.
Thus, the cyclical movement of capitalist reproduction entails continuous

disruptions of all the ‘proportions’ of reproduction: v1+s1 is not equal to c2 ,
if we look at this lawful requirement within the context of simple repro-

duction; and the new v of Department I, together with that portion of s
going to non-productive consumption, is not equal to the new c of Depart-

ment II in conditions of expanded reproduction. For these reasons, the 
proportion is disrupted between the wearing out of �xed capital and its

annual renovation; the relation between production of necessities and 
production of luxuries is also disrupted, and so forth.

There are several logical steps in the transition from the general theory 
of reproduction to the theory of the conjuncture and the real course of 

reproduction. The �rst step is translation of pure value relations into the 
form of the price of production. Because Marx studied social reproduction 

at a level of abstraction that did not yet include the fully developed activity
of capitalist competition, surplus-value was not yet transformed into the 
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average pro�t.18 Distribution of productive forces between branches was 

taken to mean distribution of labour, while ‘equilibrium’ between the separate
branches of production was achieved through exchange according to values.

Hence, the �rst modi�cation to be introduced is the establishment of 
‘pure’ capitalist ‘equilibrium’, de�ned by ‘proportionality’ in the distribution

of capitals. Because ‘equilibrium’ of capitals, when their organic compositions
differ, means disruption of the ‘equilibrium’ of labour, it follows that the

quantitative relations between Departments I and II, together with the relations
between their separate parts, must be changed. If we take the formula of

expanded reproduction,19 the price of production in Department I will be
higher than value (approximately 125 and 120), while in Department II it will

be lower (approximately 125 and 133);20 to achieve a new ‘equilibrium’ will
require a correspondingly larger magnitude of value in Department II by

comparison with I. With the original relationships, Department I would make
an excessive demand upon the products of II, and underproduction would

be revealed – or a disruption of reproduction. This is the �rst modi�cation
in the analysis.

Let us proceed. By means of a purely mathematical operation, we have
introduced ‘equilibrium’ of capitals in place of the ‘equilibrium’ of labour. 

In reality, this process occurs through the far-reaching activity of capitalist
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18 [When different capitals have different organic compositions, the average rate of
pro�t results from reallocations of surplus-value. The ‘price’ that incorporates the
social average rate of pro�t is the ‘price of production’, a conceptual axis around
which market prices move: ‘Price is therefore distinguished from value . . . because the
latter appears as the law of the motions which the former runs through. But the two
are constantly different and never balance out, or balance only coincidentally and
exceptionally. The price of a commodity constantly stands above or below the value
of the commodity, and the value of the commodity exists only in this up-and-down
movement of commodity prices. Supply and demand constantly determine the prices
of commodities; [they] never balance, or only coincidentally . . .’ (Marx 1973, pp. 137–8.
See also p. 140: ‘Because labour time as the measure of value exists only as an 
ideal, it cannot serve as the matter of price-comparisons . . . Price as distinct from
value is necessarily money price.’ This distinction between market price and value
(price of production) will play the central role in Maksakovsky’s exposition of the
cyclical dynamic of ‘real’ capitalism and its relation to the ‘abstract’ conditions of
equilibrium.]

19 I 4000c + 1000v + 1000s = 6000
II 1500c + 750v + 750s = 3000

20 These conclusions are approximately correct for the totals of Departments I and
II because in Department I, as a rule, the organic composition of capital is higher than
in Department II.



competition, which, at a certain stage of capitalism’s history, transforms 
surplus-value into the average pro�t and, correspondingly, value into the

price of production.21 Having completed this ‘historical’ act, capitalist com-
petition remains as the irreplaceable instrument of its endless ‘repetition’.

Adjustment of the separate parts of social production to one another, and 
the tendency to re-establish the ‘proportions’ that are continuously being 

disrupted, takes place through the mechanism of capitalist competition. 
There does not exist any average condition of production under capitalism;

no ‘moving equilibrium’ ever is, or ever will be, achieved in reality. Not 
only in the expansion, but even in the period of depression there is no 

such ‘average’ state of affairs. At each stage of reproduction, development
inevitably involves overcoming constant disproportions. The tendency towards

equilibrium is never one hundred per cent realised: it cannot be expressed
exactly in �xed proportions of production, nor can it appear in reality ‘except

through the constant neutralisation of a constant disharmony’.22 The instru-
ment for restoring the disrupted relationship is capitalist competition in all

of its various manifestations. Thus, the second step in the transition from the
general theory of reproduction to the theory of the conjuncture is inclusion

of the mechanism of capitalist competition.
We shall examine the movement of capitalist competition from two per-

spectives: 1) by equating the whole of social capital with its circulating part;
2) by including the role of �xed capital. This is exactly the methodological

approach that Marx took in analysing the nature of circulating capital in the
general analysis of reproduction. This approach helps us to discover the

speci�c ‘conditions’ that lie at the basis of cycles.
In the �rst case, the object of the analysis is real capitalism, but with

signi�cantly reduced anarchy. Curtailment of anarchy results from the fact
that we omit �xed capital along with differences in the organic composition.

In turn, this presupposes signi�cant levelling of labour productivity in 
the various branches and enterprises so that, for the sake of clarity, we can

abstract completely from such productivity differences. The result is that 
‘proportionalities’ of production are disrupted not so much by changes in 
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21 ‘The price of production is . . . the external . . . form of commodity values, the
form that the commodity takes in the process of competition’ (Marx 1962, p. 194).

22 Marx 1975, p. 529.



the magnitude of values – the prices of production – as through ‘errors’ in
the market adjustment between separate units of capitalist production.

Accordingly, the activity of capitalist competition will also be weakened, 
for it depends directly upon the quantity and complexity of the factors that

determine the reproduction process.
In these conditions – that is, when we equate social capital with its 

circulating part – no cycle can arise. The obvious reason is the lack of any
corresponding ‘range’ of disruption in the ‘proportions’ of reproduction. The

peculiarity of circulating capital – and this is why it is a special category –
is that the value it represents ‘is entirely transferred to the product, passes

with it through the two metamorphoses in the sphere of circulation, and, by
virtue of this continuous renewal, always remains incorporated in the process 

of production.’23 Its total magnitude is renewed with each turnover of capital
and reappears, with no change, both in the production process and as 

commodity capital. Hence, there is no possibility of protracted, long drawn-
out disruptions. Each branch of production experiences complete and 

thorough control of the market with each turnover of capital and even 
during each of its phases. Any deviation from ‘proportionality’ makes itself

known immediately in the form of a deviation of market prices from prices 
of production, or from values. The mechanism of competition is then 

immediately activated, leading to a �ow of capital into the given branch 
when prices rise, or, conversely, to an out�ow of capital and a refusal to 

accumulate in other branches, where market prices fall below the instrument
by which they are measured [the price of production]. The laws of ‘equi-

librium’ (value and the price of production), which are at the basis of all 
reproduction ‘proportions’, ‘regulate’ social production in every phase of the

circulation of its component parts.
In these conditions, a serious, prolonged disruption of social reproduction

is impossible. The law of value rules social production ‘with an iron hand’.
Market value (the market price of production) determines the relation of

‘demand’ and ‘supply’ on the market. The same factors that give birth to 
capitalist competition are strictly ‘ruled’ by it, as demand and supply are
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23 Marx 1957, p. 165. [‘Circulating capital’ refers to elements that must be replaced
in each period of production. ‘Fixed capital’ refers to elements that are amortised over
their entire lifetime and, apart from technological renovation imposed by a crisis, are
physically replaced only after several periods of production.]



themselves altered through the pressure of prices on the corresponding 
�ow of capitals.24 In this way, when we equate social capital with its cir-

culating part, general overproduction and a cycle are impossible. Waves of
expansion and contraction, if one might speak in such terms, can develop

into nothing more than �eeting disruptions that are easily surmounted.
Accordingly, the internal antagonisms of the system’s relations of distribu-

tion cannot adequately come to the surface. The internal ‘organic’ conditions
for a cycle and a crisis are not present.

Thus, having taken a second step away from the general theory of repro-
duction (our starting point), we still have not encountered a cycle. ‘Circulating’

capitalism – if such a system could really exist – would not know of any
cyclical pattern in the reproduction process. An historical illustration can 

be found by reference to early capitalism, which was characterised by the
quantitative preponderance of circulating capital and, for that reason, never

knew any ‘organic’ crises.
The cyclical character of capitalist development makes itself felt only at 

a third stage of transition to real reproduction – when we include the role 
of �xed capital. The unique circulation of �xed capital, or the inevitability 

of its massive renovation at a single stroke due to periodic changes in the
technology of production – this is the basic condition for the ‘manifestation’

of a cycle. Speci�c waves of capitalist competition develop because of a mas-
sive renovation of �xed capital, which disrupts both the ‘harmony’ between

market ‘demand’ and ‘supply’ and ‘proportionality’ in the distribution of
capitals. The result is overcapitalisation, with social production growing 

more rapidly than effective demand. Crashes occur and are repeated peri-
odically. They mature dialectically when the regulating in�uence of the 

laws of ‘equilibrium’ is postponed through a prolonged detachment of 
prices from the price of production and value. Let us now turn to a detailed

examination of this process.
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24 In a typical short excerpt, Marx considers competition in Volume III of Capital.
‘Supply and demand determine the market price, and so does the market price, and
the market value in the further analysis, determine supply and demand.’ ‘For instance,
if the demand, and consequently the market price, fall, capital will be withdrawn
from this branch, thus causing supply to shrink’ (Marx, 1962, p. 187).



The theory of cyclical expansion.
The maturing of overproduction

‘Developed capitalism is characterised by the ever-growing role of �xed 
capital. Fixed capital is the axis around which the production process revolves.
The magnitude of the value of circulating capital is determined by the scale

of production, and the scale of production is determined by the magnitude
of �xed capital’, says Marx.25 Fixed capital becomes an ever-growing part of

productive capital. Thus, the character of the turnover of �xed capital must
be of decisive importance for the dynamic of a capitalist economy.

The peculiarity of �xed capital, which distinguishes it as a separate part
of productive capital, is the fact that if ‘the transformation of its value into

money keeps pace with the conversion into money of the commodity which
is the carrier of its value,’ then ‘its reconversion from the money form into a

use-form proceeds separately from the reconversion of the commodities into
other elements of their production and is determined by its own period of

reproduction, that is, by the time during which the instruments of labour
wear out and must be replaced by others of the same kind.’26

Does this peculiarity, on its own, explain the existence of a cycle that 
is connected with disruption of the ‘proportions’ of social reproduction? 

By no means. Replacement of �xed capital is the most important of the
moments that constitute social ‘proportionality’. Marx formulated this 

‘proportionality’ as an equality between the annually renewed part of �xed
capital and the annual wear of its functioning part. The signi�cance of 

this ‘proportionality’ for social ‘equilibrium’ is enormous. It is only, let 
us say, in circumstances where one group of capitalists of Department II are

converting the accumulated value of wear of �xed capital into the natural
form of �xed capital, while another group, thanks to Department I, are 

acquiring it as their amortisation fund, that the ‘proportionality’ of v1 + s1

and c2 is possible in accordance with the formulae: v1 + 1/2 s = c2; v1 + 1/2 s >

c2 ; and v1 + 1/2 s < c2.
Thus, after including the division of productive capital into its �xed and

circulating parts, and having at the same time presupposed its ‘normal’ annual
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25 [Maksakovsky’s reference is to p. 138 of the 1923 Russian translation of Capital,
II. The passage does not occur in the English translation that I am using.]

26 Marx 1957, p. 163.



replacement, we still shall not have general overproduction, much less a 
cycle. In reality, however, such smooth replacement will not occur. In its pure

form, the ‘proportionality’ that we are discussing represents a postulate of
the abstract theory of social reproduction. It is disrupted by technological

revolutions in production, which are the initial preconditions for a massive
replacement of �xed capital all at once; otherwise, a signi�cant part of the

capitalists would be deprived of the opportunity to ful�l their capitalist 
function. The evenly progressing development of a capitalist economy is

replaced by its cyclical development. Here is what Marx has to say in this
regard: ‘As the value and the durability of the applied �xed capital grow

with the development of the capitalist mode of production, so the lifetime 
of industry and of industrial capital lengthens in each particular �eld of

investment to a period of many years, say ten years on an average. Whereas
the development of �xed capital extends the length of this life on the one

hand, it is shortened on the other by continuous revolutions in the means of 

production, which likewise incessantly gain momentum with the development

of the capitalist mode of production. This involves a change in the means of
production and their constant replacement, because they are subject to moral

depreciation long before they expire physically . . . The cycle of interconnected
turnovers, embracing a number of years in which capital is held fast by 

its �xed constituent part, furnishes a material basis for the periodic crises.
During this cycle, business undergoes successive periods of depression, medium

activity, precipitancy, crisis. True, periods in which capital is invested differ
greatly and far from coincide in time. But a crisis always forms the starting point

of large new investments of capital. Therefore, from the point of view of society
as a whole, they more or less provide a new material basis for the next

turnover cycle.’27 Here, Marx provided a comprehensive answer to the ques-
tion of the causes of the premature wearing out of �xed capital – its moral

wear.28 This involves continuous revolutions in the means of production. 
In developed capitalism, the impulse for applying new, more advanced 

methods of production is usually provided by a crisis. In the accompanying
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28 [‘Moral wear’ refers to technological obsolescence: the ‘reason’ embodied in 

existing �xed capital gives way to a higher objecti�cation in more advanced forms of
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circumstance of falling prices, moral wear becomes an exceptional force and
is ‘the starting point of large new investments of capital’ and of a change in

the existing technological structure. Despite the fact that physical wear 
is, in large measure, an essential precondition of moral wear, it is precisely

the latter that determines, above all, the need for a massive replacement 
of �xed capital. Insofar as technological growth is a direct condition for, 

and a consequence of, the development of capitalist production, the more
developed is the latter, the greater is the possible scale of moral wear, and

the greater too is the importance that it assumes as the initial condition for
the cycle.

Therefore, the rupture of ‘proportionality’ – between the �xed capital that
is wearing out each year and the part that is being replaced – represents the

visible cause of disturbance in the smooth course of capitalist reproduction
and is also the force that determines its cyclical pattern. Let us examine the

concrete development of this process.
The period that directly follows a crisis is characterised by a low utilisation

rate for �xed capital. Elements of �xed capital depart from the productive
sphere more rapidly than they are replaced by corresponding new units.

Thus, despite the presence of expanded reproduction, the scale of production
steadily declines.29 In the closing years of the ensuing depression, the oppo-

site tendency begins to grow. Capitalism has within its grasp – because of
concentration and centralisation – suf�cient resources to replace morally (and

physically) depleted equipment with new units that are more technologically
advanced. This process usually involves additional capital investments. The

absorptive capacity of the market grows through an expansion of productive
demand and through a certain increase in personal consumption.

Depression passes over into expansion from the moment when the growing
production reaches the ‘maximum’ point of the previous rising wave. Cassel

writes: ‘As soon as production regains the peak of the previous high con-
juncture, then, experience suggests, every depression is fully overcome and

the national economy enters a new period of high conjuncture.’30 The coef�cient
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30 Cassel 1925, p. 65. [The Swedish economist Gustav Cassel is best known for work
on international monetary problems after the First World War and for his theories of



of growth and the application of new �xed capital in production begin to
surpass the rate of wear and tear.31 The increased output of �xed capital is

able not only to plug the gaping hole of moral-physical wear, but also to
achieve a progressive increase of social production. We can take this increase

of production, beyond the previously established record, to be the begin-
ning of a new expansion, whose way is prepared by a preceding interval of

recovery that corresponds to the unfolding process of �xed-capital renewal.
The pattern of the conjunctural cycle corresponds more closely to a four-

phase than to a three-phase scheme: 1) depression (the �rst period), charac-
terised by a prevailing tendency towards contraction of production rather

than expansion; 2) recovery, characterised by prevalence of the opposite ten-
dencies and by a smooth process of reproduction (this phase comes closest

to the theoretical concept of equilibrium between the component elements of
production as a whole); 3) prosperity – the maximal expansion of production,

together with the highest level of prices, but also bringing the �rst signs of
emerging overproduction in the form of a slowdown in the turnover of cap-

ital and a tightening of credit (disruption of the fundamental ‘proportions’,
or growth of disproportions); 4) crisis, representing a many-sided form of the

outbreak of contradictions and, at the same time, the lever with which to
overcome them.

The mechanism of expansion and the way in which it occurs present a
complicated picture. It involves a process of rapid growth in the separate

branches of social production, which also affect each other. The peculiar 
feature of expanded reproduction in this period, as we have seen, is that 

it entails gradual rupture of all the proportions of reproduction, which are
connected with the rapid development of production. The starting point of

the expansion, its concrete and de�ning condition, is the massive renovation
of physically and morally exhausted �xed capital as a direct result of the 
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price and interest. He associated the cycle with a declining share of entrepreneurial
income during the expansion, causing slower savings and capital formation at the
same time as the share of capital goods in the total social product is increasing. 
His Theoretische Sozialökonomie (Leipzig, 1918) was translated into English by Joseph
McCabe and published by T.F. Unwin in 1923 as The Theory of Social Economy. Another
translation, by S.L. Barron, was published by Harcourt, Brace in 1932. Cassel’s work
is brie�y summarised in Hutchison 1966, pp. 245–50.]

31 [New expenditures on �xed capital exceed current depreciation in the form of
money capital.]



crisis. The massive character of this process is explained by the unfavourable
relationship between demand and supply during the depression. Supply, as

a rule, exceeds demand. Therefore, market prices are lower than the prices
of production – or values. The capitals that have been advanced can yield 

a pro�t only if production costs are signi�cantly reduced. Leaving aside 
the case of monopoly, this is possible only through improvement of the 

technical composition of the capital in use. Application of new technologies
occurs by means of competition and is the normal response of those capital-

ists who have the ability to survive. The remaining capitals, which are not
capable of such ‘renovation’, either die out or are ‘held in reserve’ over a

period of years until the next expansion.32

Once it has begun, the process of renewing �xed capital signi�es the ‘birth’

of rising demand for Department I’s production. This demand comes both
from within Department I and from II. The branches of Department I begin

to recover. The recovery and ensuing expansion embrace production of both
materials and elements of �xed capital. Growth of �xed capital is re�ected

in the increased production of circulating capital, whose magnitude is 
determined by the volume of �xed capital in use and by the fact that, in the

subsequent production links of Departments I and II, it often takes the form
of �xed capital. Thus, all the branches that produce means of production

undergo expansion.
However, because of the high organic composition of the capital it 

uses, Department I is not immediately able to expand in accordance with the
rapidly increasing tempo of demand. As long as expansion occurs through

restoring the existing equipment to full utilisation, things go more or less
well. However, the steadily growing demand quickly exceeds these limits.

Then the recovery passes over into a high conjuncture. Demand begins to
exceed supply. The market conjuncture is expressed in rising market prices.

The effort to overcome the unfavourable effect of low market prices on pro�ts
during the post-crisis period, by raising the organic composition of capital,

is now objecti�ed in a rising price level for the products of Department I.
Rising market prices break out of the regulating zone of values. ‘When 
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additional capital – writes Marx – is produced at a very rapid rate, and 
its reconversion into productive capital increases the demand for all the 

elements of the latter to such an extent that actual production cannot keep
pace with it, this brings about a rise in the prices of all commodities that enter

into the formation of capital.’33 Prices rise for steel, lumber, cement and other
materials for �xed capital. This rise in prices is not a result of speculation –

it expresses the underproduction of products and the impossibility, at any
particular moment, of fully satisfying the growing demand of the direct 

consumers.
Expanded production of means of production, in turn, cannot but be re�ected

in the growth of branches in Department II. The connecting link between
them is the rise of personal consumption. ‘The limits of consumption are

extended by the exertions of the reproduction process itself,’ says Marx. 
‘On the one hand this increases the consumption of revenue on the part 

of labourers and capitalists; on the other hand, tension in the process of 
reproduction corresponds with an exertion of productive consumption.’34

Therefore, growth of productive consumption during the expansion is nor-
mally accompanied by increasing consumer demand on the part of both 

workers and industrial capitalists. The incomes of these two main classes
depend directly on the conjuncture.35 The incomes of money capitalists are

considerably less dependent; and the incomes of ‘intermediate classes’ – of
free professionals, the intelligentsia who are not involved in production,

bureaucrats, etc. – show almost no dependence at all.36 The dynamic of wages
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33 Marx 1975, p. 494.
34 Marx 1962, p. 471.
35 [In�uenced by Rosa Luxemburg’s The Accumulation of Capital, many Soviet econ-

omists believed that capitalism entails a tendency toward chronic underconsumption.
Others, in�uenced by Rudolf Hilferding’s Finance Capital, saw consumption as a 
function of the reproduction of capital. Maksakovsky considered Luxemburg’s view
to be a non-dialectical simpli�cation of Capital. A footnote in an earlier chapter of his
book commented on the ‘incorrectness’ of Luxemburg’s methodology in relating 
realisation to demand originating in non-capitalist markets. This approach, said
Maksakovsky, would make it impossible to discern ‘the moving forces of the cyclical
dynamic’. I examine these issues at length in Day 1981.]

36 See the indices provided in Cassel 1925, pp. 75–80. See also Marx 1962, p. 479:
‘The incomes of the unproductive classes and of those who live on �xed incomes
remain in the main stationary during the in�ation of prices which goes hand in 
hand with over-production and over-speculation. Hence their consuming capacity
diminishes relatively, and with it their ability to replace that portion of the total 
reproduction which would normally enter into their consumption. Even when their
demand remains nominally the same, it decreases in reality.’ [If Maksakovsky were



is of central importance for the increase of production in Department II.
Statistical data on the movement of wages establish a regular pattern of

increase in a period of expansion and decline in a depression. This applies
to all branches, even including agriculture (one part of which re�ects the 

general conjunctural movement). The basic cause for the increase is the growing
shortage of labour-power that occurs with the expansion of Departments I

and II, despite the fact that the reserve army is recruited back into production.
Labour-power experiences the ‘fate’ of all commodities during the period of

expansion – it sells at a price higher than its value. However, the nominal
indices do not re�ect the real level. Because of the rising general price index

for consumption, the real content of wages grows much more slowly than
their monetary expression. All economists are aware of this. Together with

the relative rise of wages, their total also grows absolutely. The limits of the
consumer market grow not only due to the relative increase of consuming

capacity on the part of every worker, but also because of the number of 
workers who are participating in production.

The increase of consumer demand, resulting from the expansion of 
production, in turn �nds expression in the growth of branches in Department

II. Here too, the pressure of demand has a signi�cant effect on prices, which
begin to rise. New enterprises are erected, and old ones are expanded. This

is the source of still more new demand for means of production and, above
all, for the materials needed for �xed capital. Hence, the rising wave spreads

by way of an increase of consumer demand in the branches of Department
II and returns to Department I in the form of still more demand for equip-

ment. Being re�ected once again in rising production and in the associated
increase of the number of employed workers and their wages, the expanding

wave is objecti�ed in a further expansion of Department II, and so on. In this
way there takes place a feverish growth of production during the stage of

expansion, and social production races ahead – until it encounters a shortage
of effective demand.

How does this shortage of effective demand arise? At �rst glance, such 
a possibility seems to be excluded because the increase of social production,

being re�ected in the growth of incomes, itself appears to create the 
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necessary base of effective demand. Increased opportunities for additional
capitalisation are matched by a rise in the total volume and level of wages.

But the whole ‘secret’ lies in the fact that, �rst, the increased capitalisation
during the expansion can easily become detached from the base of effec-

tive demand, for the volume of pro�ts, realised by capitalists during the 
expansion, has no direct dependence on the growth of working class incomes.

Whereas the latter are strictly limited by the customary standard of living –
by the law of value of labour-power, which cannot be infringed within the

limits of capitalist economy – the only limits to the former are competition
and the level of technological development. Both of these in�uential moments

have a positive effect in the period of expansion, and the mass of realised
surplus-value far exceeds the limits associated with the average pro�t. This

creates a potential for the base of personal effective demand to lag behind.
‘Disharmony’ appears in the form of increased capitalisation that inevitably

outpaces demand. Second, the massive upsurge of social production rests 
not only upon capitalisation of newly realised surplus-value, but also upon

consolidation of all the �nancial resources of society, which are redistributed
through credit and thus assume a productive form. The result is to amplify

still further the threat of a rupture. Third, the remarkable rise of wages begins
in the second half of the expansion, during the so-called high conjuncture,

when there is already evidence of a decline in the share of the capitalists 
(or of entrepreneurial income), due to dif�culties on the part of capital in

passing through its ‘circulation’ phases, and also due to the rising costs of
production associated with higher wages and higher prices for materials.

The fourth important moment determining a lag in the base of consumer
demand is ‘inadequate’ growth of consumption on the part of the capitalist

class itself. Kautsky’s example shows that in order to preserve social ‘equi-
librium’, with an unchanging organic composition of capital, consumption by

the working class must grow by 44% over �ve years, that of the capitalists
by 71%.37 Therefore, the rate of increase of capitalist consumption must be

higher than that of the workers. This cannot occur in reality. There are objec-
tive obstacles to expansion of non-productive demand by the capitalists such

as the need for greater capitalisation, which is dictated not only by the attempt
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to maximise pro�ts but also by the objective laws of capitalist competition.
Here we have the fourth item in the list of ‘causes’ that lead to rupture of the

‘equilibrium’ between production and consumption.
The �fth important condition for a ‘rupture’ is a rise in the organic compo-

sition of capital. Increase of production is accompanied during the expansion
not only by extensive growth, but also, as part of the effort to maximise pro�ts,

by a rising organic composition of capital. Although this rise is slower 
than during the pre-expansion period, it does contribute to a decline of the

working-class share in the values being produced. This is a speci�c expres-
sion of the growth of labour productivity in circumstances where labour is

organised by capital. Productivity growth, in turn, brings about a fall in the
value of labour-power and a relative increase in the commodities available

for mass consumption. A relative narrowing of the consumption base takes
place during the expansion; moreover, taking into account the elevated level

of market prices (in Department II), this narrowing occurs at a faster pace
than would be required by the changing conditions for ‘moving equilibrium’.

Consumption by capitalists, as we have seen, shows the same tendency
towards relative contraction. As a result, in the concrete conditions of a rise

in the organic composition of capital during the expansion, we �nd one 
of the ‘conditions’ for the rupture of ‘equilibrium’ between production and

consumption.
However, decline of the working-class share in the aggregate product 

does not entail a necessary rupture between production and consumption. If
that were the case, capitalism would be in a condition of permanent crisis, for

in all stages of the cycle the organic composition grows at one tempo or
another. For this reason, Marxist economics rejects the view of Rodbertus,

who attributed the cause of a capitalist crisis to this perfectly normal fact.
The whole issue has to do with the concrete conditions that prevail during

the period of expansion, when: 1) narrowing of the consumption base is
accompanied by the massive character of expanded production; 2) this 

expansion is ‘oriented’ not upon the price of production and value, which
would ensure receipt of a ‘proper’ average pro�t, but rather upon the elevated

market price, which, instead of expressing the ‘proportions’ of social produc-
tion, is associated with a unique phenomenon – that is, the impossibility of

production growing at the same rate as demand when the latter is ampli�ed
by a massive renovation of capital. If we were to presuppose exchange in
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terms of values, that is, if we were to exclude these ‘abnormal’ conditions,
then the rise of the organic composition of capital would not disrupt the 

elements of social ‘equilibrium’. At any given moment, the volume of effec-
tive demand would ‘harmoniously’ correspond to the volume of social 

production.
Contrary to the assertion of Tugan, a more rapid growth of the productive

market, as an expression of spontaneous capitalist industrialisation, does not
at all imply that consumer demand diminishes in importance.38 The consumer

market, both before and during industrialisation, is the �nal condition for
‘realisation’ of all the processes of reproduction. As consumer demand 

falls in terms of value, the effectiveness of each of its units grows in direct
proportion to the relative decline of consumption’s share in the total value.39

If, for example, the relation of social c to v were 5:1, then, looking at the 
matter schematically, one could say that each consumption unit would 

support the weight of �ve production units and would serve as the �nal con-
dition for their economic realisation. Production of means of consumption

has developed on the basis of consumer demand insofar as the product passes
through a number of stages while being worked up. Thus, Department II

divides into a number of branches that are more or less closely connected
with each other. The presence of consumer demand is further objecti�ed 

in an even larger scale of production in Department I. A broadly developed
production apparatus, for the supply of means of production, depends upon

the consumer goods branches, which, in turn, receive equipment from 
other specialised capital-producing branches. As a result of the complexity

of materials and types of �xed capital, which correspond to the existing 
technological practices and methods of production, and thanks also to the

massive character of this production, which occurs for the same reasons,
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38 [The reference is to the Russian economist Mikhail Tugan-Baranovsky, who argued
that investment expands until all available capital funds are exhausted, at which 
time disproportions emerge between different branches and between production and
consumption, causing a new period of stagnation and depression. See Promyshlennye
krizisy v sovremennoi Anglii, republished in French as Les Crises industrielles en Angleterre,
Paris, 1913. Rosa Luxemburg comments on Tugan’s relation to Marxism in Chapter
23 of The Accumulation of Capital. A brief summary of Tugan’s work can be found in
Hutchinson 1966, pp. 377–9. See also http://cepa.newschool.edu/het/essays/cycle/
overinvestment.htm]

39 [Maksakovsky is not referring to Keynesian ‘effective demand’, but to the rela-
tion between demand for consumer goods and the �xed capital that it presupposes.]



Department I comprises an enormous number of branches of production with
a complex technical division of labour, a greater number of preliminary 

production stages, and a much closer association and interdependence of the
separate links of the production process than is the case in Department II.

The connection of social production with the consumer market makes itself
felt directly through the branches of Department II. This Department can only

expand when the consumption base grows. Hence, when we speak of a fall
in the share of personal consumption, we must not forget that it still grows

absolutely. Moreover, its absolute growth during the expansion is a direct
‘cause’ of the rising wave in the branches of Department II. Here it is objecti�ed

in an increase of production, and the latter is only possible when there is
supplementary demand for the production of Department I, which also

expands in turn. It must not be forgotten, of course, that the general impetus
for the entire expansionary process comes from the massive renovation 

of �xed capital, which itself results from the crisis. However, the scale of 
production in the branches of Department II is not absolutely dependent on

the existing volume of consumer demand. These branches can increase demand
by reducing the value of commodities through raising labour productivity.

Then the price level declines and, provided there is no corresponding drop
in wages, there will be an increase of consumer demand, which then will 

also support production of means of consumption on a broader scale. How-
ever, this kind of phenomenon does not characterise the entire period 

of expansion. The prices of all products, taken together, rise rather than 
fall. Orienting itself upon these high prices, which do not represent social

‘equilibrium’, Department II, just like I, expands at a faster tempo than is the
case with consumer demand over the course of the expansion as a whole.

The result is that disproportions mature and erupt in the market.
The rise of the organic composition of capital in Department II, which

accompanies the general growth of production, increases demand from that
Department for the production of Department I. On this basis, the branches

that produce means of production are able to expand rapidly, indeed, at 
a much more rapid tempo than is the case in Department II. The growth 

of consumer demand can be compared to throwing a stone into the water,
causing ripples to spread continuously outward. The further the ripples

spread, the further removed from consumption are the production branches
that are affected. Hence, the greatest growth during the phase of expansion
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is in branches that produce means of production, and among them, in the
branches producing materials that go into �xed capital. As we have seen, this

occurs in the �rst place because the production process in the branches 
of Department I involves a greater number of interconnected branches 

and enterprises than in Department II. The rising wave, whose source is the
growth of consumer demand, �ows at each sector of the consumption front

through one or two enterprises that are closely connected by production
dependencies. For instance, to satisfy the worker’s need for clothing �rst

involves demand for �nished garments and then for more textile production.
The suppliers who serve the needs of the worker are numerous, but they do

not move in a body. They do not respond like a vast number of production
links in a single chain; instead, they resemble separate, loosely associated

production circles.
Things are different in Department I, which serves as the preparatory 

stage for consumer goods production. Here, production is organised like a
complex, self-contained column, with a great number of enterprises being

interconnected both horizontally and vertically. Thus, the expansionary wave
of consumer demand, already extending outwards as it reaches this point,

dictates the need for a distinctly larger scale of production growth. Being
expressed concretely in the demand for machines, it not only embraces 

the machinery front horizontally, but is also transmitted vertically to the 
raw material bases of the machinery industry: to steel, coal, ore, lumber,

cement, and a whole number of other branches that are connected with, and
cannot be separated from, the machinery industry. Typically, the greatest

expansion occurs not in the machinery industry itself, which is ‘responding’
to the directive from Department II (and through it, to consumer demand),

but rather in iron and steel, the main materials for production of �xed 
capital. This occurs because demand for one or another type of machine calls

forth not just the demand of the machine-producing industry for steel, but
also expansion of �xed capital in general; for instance, construction of a new 

railway network, of railway equipment, etc. This particular feature of growth
in Department I is also the basic condition that explains why the widening

wave of expansion is most apparent in a sharp leap of the production index
in Department I.

Moreover, since the rate of growth of the organic composition of capital 
is higher here than the social average, an enormous pressure of productive
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demand develops within Department I, for which consumer demand and
even the productive demand of II serve merely as the �rst impulse. These

interdependent branches of Department I become each other’s best customers.
The rippling sound of personal consumption grows into a dramatically inten-

sifying rumble in the branches that produce �xed capital and the necessary
materials. Here, there are no norms of expansion to give direct ‘instructions’,

for the control of consumer demand is far away and there are much greater
pro�ts being realised. Thus, the rising wave, which originates in the growth

of consumer demand, ‘gives birth’ within the limits of Department I to 
an internal, ‘autonomous’ self-expanding wave, which, in conditions of high

prices, high pro�ts, and a constantly unsatis�ed market, will inevitably 
lead to massive overproduction. The social system increasingly resembles 

an inverted, truncated cone, with a relatively shrinking base in the form 
of consumer demand to support a rapidly expanding production of the 

elements of �xed capital.
In the course of this analysis, we have abstracted from the sequence of

interaction between the elements that give birth to the expansion. The initial
moment, we know, is the massive renovation of �xed capital that drives

Department I to recovery and expansion, thus leading to the increase of 
consumer demand and output in Department II. The growth of consumer

demand appears as a function, or a consequence, of expanding production.
However, this does not alter in any way the objective fact that consumer

demand is the principal foundation that ‘supports’ capitalist production. Such
a role for consumer demand is determined by the fact that: 1) production of

means of production is a complex and far-reaching preparatory process 
for production of means of consumption; 2) the consumer demand of most

people �uctuates very little, being determined by the strict laws of capital-
ism’s relations of distribution – while at the same time there are no such

restrictive conditions on the expanding scale of production. Starting from this
fact, it is perfectly correct, in methodological terms, to specify the moment

of consumption as the ultimate condition in determining the ‘equilibrium’ of
the social system, and then to conduct the analysis in terms of disturbances

in the sequence of activities on the part of the concrete factors involved in
capitalist expansion.40
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Let us now return to the concrete course of the cycle. We have seen that
the expansionary wave, spreading through the branches of Departments I

and II, leads to a massive increase of production. This increase depends 
upon two moments: 1) the fact that ‘normally’ functioning capitalists receive 

not only the average pro�t, but also super-pro�ts; 2) the fact that effective
demand grows more rapidly than the possibilities for satisfying it. As a result,

market prices for the social product are higher than prices of production.
Here we have the primary source of super-pro�ts. Although production costs

are rising, most market prices rise even more quickly. Every capitalist puts
more into expanding production. This explains the massive capitalisations,

which at a certain point lead to general overproduction. The level of market
prices rises especially quickly in the branches of Department I. The reason

is, �rst, that the pressure of demand is greatest here, and the same is true of
the super-pro�t received as the difference between the market price and the

price of production. Secondly, the organic composition of capital rises more
quickly here, being connected with receipt of a large, differential super-pro�t,

representing the difference between social average costs and the individual
costs of production. These are the moments that support the massive tempo

of supplementary capitalisations, leaving far behind the corresponding 
phenomena in Department II. However, the possibilities for expansion of 

production in branches producing means of production are not limited by
the mass of pro�t being realised. Capitalist competition also diverts in this

direction a large part of the newly formed capitals that are �owing from 
all the spheres of social production and circulation. Then – and this is an

important moment – most of the monetary accumulation of society also �ows
here, as it is redistributed through credit and takes the form of means of pro-

duction. Existing branches of production grow, and new ones are created.
Construction of railway networks led this process in the nineteenth century.

In the twentieth century, the electrical industry has moved to the forefront
along with the branches that serve it.41

Thus, the process of disrupting the ‘proportionality’ of social reproduc-
tion takes place because of prices that become detached from prices of
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production – or values. The disharmony intensi�es both in the relation 
between social production and consumer demand, and in terms of the scale

of production in Departments I and II. More rapid growth of the produc-
tion apparatus in Department I, as compared with II, must inevitably �nd

expression in overproduction of means of production, which then makes 
the initial disproportionality even more acute. It follows that the period of

expansion is also the period in which overproduction matures and becomes apparent

in the market. In the real course of capitalist reproduction, the expansion can

lead to no other outcome than a crisis.
Marx formulates the inevitability of overproduction this way: overproduction

can occur because the market and production are two separate moments, 
creating the possibility ‘that the expansion of one does not correspond with

the expansion of the other; that the limits of the market are not extended
rapidly enough for production, or that new markets – new extensions of 

the market – may be rapidly outpaced by production, so that the expanded
market becomes just as much a barrier as the narrower market was formerly’.42

Referring to the maturation of this process, Spiethoff divides the expan-
sion into four stages. The �rst stage involves the use of existing equipment.

The second occurs when the catalyst of high pro�ts creates new enterprises
because market demand exceeds supply. In this connection there develops 

a widespread demand within production itself. Productive consumption 
grows at a rapid tempo, but ‘initially the products of this expansionary process

of reproduction do not appear as a counter-balance . . . to demand. This 
happens in the third stage, when new production establishments appear not

only as bearers of demand, but also as bearers of supply; at the same time, a
period begins when high prices must soon come under threat. The �nal period

is the complete opposite of the second. The products of feverishly expanded
production are thrown onto the market when the corresponding volume of

demand is lacking. The onset of this condition has decisive signi�cance.’43
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258–9. [Arthur Spiethoff, like Tugan, borrowed from Marx. His theory was similar to
Maksakovsky’s insofar as he located the origins of over-production in the dif�culty
of foreseeing the cumulative effect of decisions taken by individual capitalists in
response to market and cartel prices. For a summary of Spiethoff’s contribution, see
Hutchison 1966, pp. 379–83. See also http://cepa.newschool.edu/het/pro�les/
spiethoff.htm]



Here we have a perfectly correct division of the expansion into a series of
stages. Decisive importance belongs to the third stage, when newly created

capitalist enterprises come forth as ‘bearers of supply’. The massive character
of this supply, which is conditioned by high pro�ts and by the conditions

that create those pro�ts, intensi�es due to other circumstances. Not being
subject to direct control by the consumer market, this Department develops

enormous demand from within production in response to its own ‘local’
conditions. ‘Thanks, on the one hand, to lack of direct contact with the �nal

consumer, and, on the other hand, to close mutual ties between toolmakers
– writes Bouniatian – there emerges an arti�cial mutual stimulus for branches

of industry that are interconnected through productive consumption of each
other’s products: expansion of one branch not only promotes development

of other branches that depend upon it, but also frequently creates among
them consumers of its own products. What occurs in these branches is . . .

something analogous to the mutual drafting of friendly promissory notes 
in a credit economy, when in both cases there is absolutely no real economic

foundation.’44

This system of mutual orders, which ensures excellent sales by enterprises

while construction is underway, leaves them face to face with a sharp
contraction of market demand as soon as they have �nished equipping one

another. On the one hand, existing enterprises no longer pose a demand 
for equipment – thus narrowing the market – while on the other hand, they

also become new suppliers themselves, thus overburdening the already 
contracting market. This ‘local’ tendency becomes particularly widespread

during the rise of the organic composition of capital – which expands the
basis of productive consumption – and with the development of joint-stock

companies. The higher the organic composition of capital, the more intensive
is mutual servicing in production, and the longer is the interval of time

required for new enterprises to move from their ‘con�rmation’ to their role

160 � Pavel V. Maksakovsky

44 Bouniatian, Ekonomicheskie krizisy, p. 65. See also Mombert 1924, p. 135: ‘Certain
factories, in the last decades of the 19th century, expanded and conducted their affairs
on the basis of credits provided to them by machine-building plants.’ [Mentor Bouniatian
wrote several books on business cycles, including Les crises économiques, essai de mor-
phologie et théorie des crises économiques périodiques, et de théorie de la conjoncture économique,
translated from Russian and published in Paris in 1922. I do not have the Russian
text used by Maksakovsky.]



as agents of supply. Joint-stock companies also create a more �exible form of
mutual supply, organising ‘daughter’ and ‘granddaughter’ �rms, one of whose

objectives is to ensure an extensive market for the joint-stock company that
fathered these offspring. Thus, the more developed capitalism becomes, the

more obvious and imposing must overproduction also become.45

Let us now look more closely at the emergence of overproduction. For the

sake of a more concrete analysis, we shall divide Department I into three
groups: the �rst produces raw materials (mining, the branches of ferrous 

metallurgy, and so forth); the second produces �xed capital for Department
I; the third produces �xed capital for Department II.

Growth of demand from Department II calls forth expansion in the third
group. However, this is possible only if there is growth in the second group,

which, in turn, requires growth of production in the �rst group. Here we
have a basic node of dependencies and mutual conditioning in production.

Insofar as the organic composition rises as we move from the third group 
to the �rst, and because the �rst group is the supplier of basic materials, 

without which no process of expansion is conceivable elsewhere, it follows
that the greatest strain of demand will be felt precisely in the �rst group,

where it cannot possibly be satis�ed quickly. This is what explains the step-
like pattern of price increases. While rising insigni�cantly in Department II,

they grow all the more rapidly as we move from the third group to the 
�rst group in Department I. Therefore, the further a branch is removed from

direct consumer demand, the greater are both the demands it faces and its
corresponding scale of new capitalisations.46 Consequently, the main lever 

of social overproduction is found in the branches that supply materials for
production of �xed capital.47

Because of their chain-like connections, overproduction in these branches
includes overproduction in the other branches of Department I. If there 

is overproduction of iron, it includes overproduction of iron ore and coal; 
it also presupposes overproduction of machines, for the increasing over-

production of iron would not be possible without its growing consumption.
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following chapter. [The reference is to credit and �nancial markets.]

46 In the present context, this issue can only be presented schematically.
47 [Maksakovsky is looking backward into the production process. Markets also

look forward, but he leaves speculation to the following chapter.]



‘There cannot, therefore, be any question of the [underproduction] of those
articles whose overproduction is already implied because they enter as an

element, raw material, auxiliary material or means of production, into those
articles . . . whose positive overproduction is precisely the fact to be explained.’48

It follows that ‘universal’ overproduction, in turn, is fundamentally ‘partial’
overproduction.49 There cannot exist a state of affairs in which overproduc-

tion (or underproduction) embraces all branches. It is also true that not 
all partial overproduction becomes ‘general’; otherwise, capitalism would 

never escape from a condition of permanent crisis. The general character of
overproduction emerges only when partial overproduction �nds its ultimate

expression in an outbreak of contradictions between social production and
consumption. It affects particular branches and involves, say, overproduction

of iron and woven cloth. However, overproduction of woven cloth already
entails overproduction of machinery, and the latter already presupposes 

overproduction of iron. Therefore, social overproduction occurs, above all, 
in the overproduction of iron and steel – the most basic materials of �xed

capital – upon which both Departments ‘labour’ as they accommodate and
in�uence each other in the process of reproduction.
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48 Marx 1975, p. 530 [There is a type-setting error in Maksakovsky’s quotation. His
text refers to ‘overproduction’, whereas Marx speaks of ‘underproduction’. I have
made the change to correspond with Marx’s comment.]

49 [Marx was disputing the view that only partial overproduction is possible, 
not a general glut of markets: ‘The relativity of over-production . . . is expressed 
in this way: There is no universal over-production, because if over-production 
were universal, all spheres of production would retain the same relation to one 
another . . . ’ (Marx 1975, p. 530). ‘This explanation of over-production in one �eld by
under-production in another �eld therefore means merely that if production were
proportionate, there would be no over-production . . . Or, in even more abstract form:
There would be no over-production in one place, if over-production took place to the
same extent everywhere’ (Marx 1975, p. 532). Marx replies that this argument abstracts
from money and assumes that every sale is simultaneously a purchase, as in barter.
But capitalist exchanges are not barter exchanges: ‘This whole subterfuge then rests
on abstracting from money and from the fact that we are not concerned with an
exchange of products, but with the circulation of commodities, an essential part of
which is the separation of purchase and sale’ (Marx 1975 pp. 532–3). The mediation
of exchange by money creates the possibility of crises, but Maksakovsky is here 
dealing with the necessity of crises, which he associates with overproduction of means
of production. This kind of overproduction is both caused by, and is the cause of, 
a high level of demand for �xed capital from Department II, which entails the 
upward deviation of market prices from values and promotes overcapitalisation in
Department I. For Maksakovsky, partial disproportions of physical production are the
material counterpart of the contradictory movement of prices and values, and it is
the spontaneously uneven movement of the whole reproduction of social capital that
is objecti�ed in the disproportionalities of the parts.]



Thus, it is not at all necessary that there be differential overproduction of
every branch in relation to all the others.50 A capitalist crisis is prepared by

partial overproduction; this is the fundamental cause, and it includes over-
production at the earlier stages, which is transmitted, through the linkages

of production, to the branches that depend on production of basic materials.
Hence, there is overproduction in the branches of Department II. These

branches are the agents that ferment and hasten overproduction in the 
main branches of Department I insofar as they consume more means of 

production and are themselves dependent in their overproduction on the
overproduction of means of production. Emergence of their overproduction

is also connected with more workers being employed, who thus pose additional
demand for means of consumption. What we have here is a dialectical 

interaction.
It follows that Cassel and a number of other economists are mistaken 

when they regard a crisis as the result of overproduction of means of 
production, as distinct from the smooth �ow of production of means of 

consumption. This smooth �ow is possible only based on exchange according
to values (prices of production). During the period of expansion, this 

condition does not apply either in Department I or in II. The resulting process,
whereby prices rise differentially and become detached from values, is the

general precondition for overcapitalisation in both Departments. Existence 
of ‘overcapitalisation’ in II is most clearly revealed when it turns out to be

impossible for Department I to sell all of its output, a condition which then
results in a reduction of the number of employed workers and a corresponding

drop in consumer demand. But this moment is quantitative in character; it
only deepens the already existing disharmony between Department II and

its market – a disharmony that develops parallel to the growth of disguised
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in overproduction of iron, but this does not exclude differential overproduction of 
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metallurgy and other branches. [Maksakovsky is paraphrasing Marx: ‘For example,
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it is also possible that more coal was produced than was required even for the over-
production of iron, yarn, etc. This is not only possible, but very probable’ (Marx 1975,
p. 531).]



overproduction in Department I – all on the general basis of prices that are
temporarily detached from values. In the forefront of overproduction stands

Department I, or more precisely, those branches of I that constitute the 
central axes of the entire social production apparatus. They represent the peak

of the ‘overproduction’ pyramid because here the fundamental ‘cause’ of
overproduction – the detachment of market prices from values – is expressed

most forcefully both in quantitative terms and by virtue of the special cen-
tral position that these branches hold in production. The overproduction that

is revealed in the market essentially signi�es an excess of industrial capital
in strictly determined forms. A part of the social production apparatus and

of commodity capital turns out to be redundant. ‘As a result of delayed returns
(in the form of money, P.M.), glutted markets, or fallen prices,’ writes Marx,

‘a superabundance of industrial capital becomes available, but in a form in
which it cannot perform its functions. There are huge quantities of commodity

capital, but they cannot be sold. There are huge quantities of �xed capital,
but they are largely idle due to stagnant reproduction.’51 ‘Overproduction of

capital is never anything more than overproduction of means of production
– of means of labour and necessities of life – which may serve as capital.’52

Social ‘equilibrium’ is restored through massive destruction of industrial 
capital in the two forms of productive and commodity capital. An excess of

industrial capital in the third form, money, cannot be represented here because
every expression of this excess is connected with a transition out of its indus-

trial status and into the form of loan capital.53

The next question of interest is whether the whole assortment of the social

product becomes equally impossible to sell at the moment when the crisis
erupts.

The clearest expression of overproduction occurs in production of means
of production. Here its character is absolute. At the instant when overpro-

duction breaks out, no reduction in prices can bring any perceptible increase
of sales. The reason lies in the very nature of productive consumption. The

absorptive capacity of the consumer market, in contrast, is determined by
two factors: the size of incomes, and the price level for consumer goods. This
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51 Marx 1962, p. 471.
52 Marx 1962, p. 250.
53 [Maksakovsky deals with this transition in the next chapter, ‘The Role of Credit

in the Conjuncture’, which is not translated here.]



absorptive capacity is enormously elastic and expands in inverse proportion
to the level of prices. ‘If the means of subsistence were cheaper, or money

wages higher, the labourers would buy more of them, and a greater “social
need” would arise for the given assortment of commodities . . .’54 Here we

have one of the reasons why overproduction in Department II is less perva-
sive. However, productive consumption cannot increase during this period.

Once commodities cannot be sold, enterprises stop expanding, and demand
falls for means of production. The reduction of prices to the level of values

has no apparent in�uence on the sale of means of production. At the moment
when the crisis appears, the overproduction of many means of production

will be absolute. ‘After the end of a period of expansion that has lasted for
several years, demand for them (items of productive consumption, P.M.) 

is satis�ed – both the demand that was unful�lled after the period of depres-
sion and that which subsequently grew up. From this point on there is no

need to �ll any gaps, only to compensate for the wearing out of such goods
and gradually to increase their quantity in correspondence with the growth

of the economy.’55 In reality, exactly the opposite occurs. The initial plugging
of ‘gaps’ is inseparable from a steady increase of production that is now being

thrown onto the market. The consequence is that overproduction appears all
the more forcefully in the market for means of production.

The market expression of overproduction is a decisive excess of supply
over demand at the given price level. Insofar as the price level has risen in

all branches of production, the �nal result is to arrest sales of all commodi-
ties. Because ‘crises are usually preceded by a general in�ation in prices of

all articles of capitalist production,’ ‘all of them therefore cause a glut in 
the market at the prices they had prior to the crash. The market can absorb

a larger volume of commodities at falling prices, at prices that have fallen
below their price of production, than it could absorb at their former market

prices.’56 Thus, overproduction prevails not only with high market prices, but
even with prices of production. Capitalism is incapable of forestalling the 

crisis through a corresponding reduction in the prices of all products.57 Such
a measure contradicts the very nature of the self-expansion of values, yet 
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the general glut in social reproduction makes it unavoidable. Whatever the
reduction in prices, however, the redundant means of production still cannot

be used. When the turnover of all capitals has been impeded, nothing can
raise productive demand. On the contrary, each capital already has excessive

means of production on hand, which in turn are responsible for the excess
of commodities now being thrown onto the market.

At this point, we have to answer an important theoretical question: What
is the origin of the total sum of surplus-value that all capitalists realise in the

form of super-pro�ts during the expansion? At �rst sight, this phenomenon
seems to contradict the law of value and surplus-value. Given the law of

average pro�t, receipt of super-pro�t by one capitalist implies less than the
average rate for others. Society’s fund of surplus-value is strictly determined.

The very formation of an average pro�t excludes any one-sided (upward)
deviation from the norm. Yet, during the period of expansion we have to 

deal with just such an irrational event. This means that we must totally 
rule out any possibility of saying that the super-pro�t of one capitalist 

is a redistribution to his advantage from the pro�t of another capitalist, 
who operates with a below-average rate. Whence comes this excess of 

surplus-value? Obviously, the source of this surplus cannot be found in 
the period of high conjuncture, when the bias of pro�ts is uniformly in one

direction. Nor can it be located outside the capitalist system – Marx’s method
excludes that possibility.58 There is no way to solve the problem if one looks

at capitalist production solely in the period of expansion. The complete 
capitalist ‘history’ is a full cycle, which includes all of its stages. High pro�ts

during the expansion are essentially nothing more than the realisation of 
surplus-value that was created, but not fully realised, at the time of the 

depression, for in that period, as a general rule, prices fall below the price of
production due to the unfavourable relation between demand and supply.

The downward deviation of market prices during the period of depression
is compensated by an upward deviation during the expansion. Over the
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58 [The implied reference is to Rosa Luxemburg, who argued that expanded 
reproduction continually presupposes new sources of demand in ‘third-party’, or 
non-capitalist, markets. This was the central theme of Luxemburg’s account of impe-
rialist expansion. Marx, in contrast, worked with a model of ‘pure capitalism’ – the
reproduction schemes – in which all expenditures and incomes originate explicitly in
capitalist production. See Luxemburg 1963, also Day 1979–80.]



course of the cycle, the average corresponds to values, if we abstract from
possible changes of the latter. ‘In this way, the market prices that have deviated

from market values adjust themselves and yield an average that corresponds
to market values, as deviations from the latter cancel each other as plus 

and minus.’59 Therefore, the surplus pro�t received during the expansion is
surplus-value that was created, but not fully realised, during the depression.60

Let us now draw some conclusions. We have examined concretely the 
mechanism of expansion as it occurs through a complex interaction of a 

number of economic factors. The axis about which the activities of these 
factors are distributed was the massive renovation of �xed capital, which is

associated with reproduction as it proceeds concretely. It was precisely this
massive renovation that gave birth at once, because of the crisis, to a rising

tendency in the course of reproduction. During the expansion, the growing
character of social production was clear. However, this growth of the entire

social system ended at a certain stage in a crash. Consequently, in the activ-
ities resulting from expansionary forces there were moments that organically

disrupted the ‘moving equilibrium’ of the growing social system.
What were these moments? When we equated productive capital with its

circulating part, we ruled out any possibility of general overproduction. If
we include �xed capital, but presuppose its smooth replacement from year

to year according to the formula of ‘equilibrium’ between the parts that 
are wearing out and those that are being replaced, we still do not encounter 

any general overproduction.61 It is only when we introduce the moment 
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59 Marx 1962, p. 186. [Marx makes the further comment that ‘If supply and demand
coincide, the market-price of commodities corresponds to their price of production,
i.e. their price then appears to be regulated by the immanent laws of capitalist 
production, independently of competition, since the �uctuations of supply and demand
explain nothing but deviations of market-prices from prices of production. These 
deviations mutually balance one another, so that in the course of certain longer 
periods the average market-prices equal the prices of production’ (Marx 1962, p. 349).
Maksakovsky will now argue that the deviations mentioned by Marx are not random;
they are uniquely determined by the different phases in the cycle of capital’s repro-
duction. The total sum of prices corresponds to the total of values, but only in the
course of an entire cycle, never at any particular moment.]

60 [This argument might be said to anticipate Schumpeter’s insight to the effect that
monopolistic pricing enables strong �rms, in periods of expansion, to accumulate the
resources needed to �nance recoveries and survive the gales of ‘creative destruction
(Schumpeter 1962, pp. 81–106).]

61 [Total new investments in �xed capital would equal total current depreciation in
the form of money capital.]



of disruption of this ‘proportionality’, by taking into account the sudden 
massive renewal of �xed capital, that we disclose the cyclical character of

capitalist reproduction. In the �rst case we have no ‘condition’ that would
explain a prolonged departure of the system from ‘equilibrium’; in the second

case, that condition is obvious.
The distinguishing outward sign of a ‘non-cyclical’ condition was the

absence of one speci�c condition of market competition. Market ‘demand’ and
‘supply’ did not long deviate from each other. Any excess of ‘demand’ over

‘supply’, being accompanied by rising market prices, brought with it a rapid
in�ow of new capital into the given branch. The tendency to restore the 

disturbed ‘equilibrium’ set in without any particular delay. Nevertheless, 
things change quite abruptly as soon as we include the sudden, large-scale

renovation of �xed capital. In circumstances of progressively growing demand,
‘equilibrium’ can be preserved only with a speedy and massive expansion of

production. However, that possibility is excluded. Whatever capitalism’s
capacity for signi�cant expansion might be, it is not able ‘suddenly’ to sat-

isfy the massive demand that results from moral wear of existing equipment.
As a result, the available supply of commodities lags behind the growing

demand, and the tendency towards ‘equilibrium’ comes to a halt. It is not
possible to ‘rectify’ production speedily as the disruptions occur. On the 

contrary, the further the expansion develops, the more aggregate supply lags
behind demand, and the greater is the detachment of market prices from 

values, or from the prices of production. The ongoing process of redistrib-
uting capitals is unable to eliminate these disruptions because society, at 

this particular moment, does not possess suf�cient productive forces with
which to satisfy the current demand. Despite the signi�cant growth of its

technical-production apparatus, capitalist society proves unable, in timely
fashion, to satisfy its own need for elements of productive capital and for

means of consumption. The system as a whole becomes exhausted under 
the burden of underproduction. However, this does not mean that individual

capitalist ‘atoms’ face any strict limitations. On the contrary, they all realise
super-pro�ts as they ‘toil’ vigorously to expand the system. Prices for �nished

products manage to rise more rapidly than those for the materials and 
semi-fabricates that enter into the costs of production. The increase of 

market prices exceeds the increase in costs of production. As time passes,
capitalist society eventually �nds within itself suf�cient forces to satisfy 
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fully the existing demand. However, this very process is also inescapably 
connected with the maturation of a crisis.

A strange phenomenon occurs. Demand, being the other dimension of
expanding production, permanently exceeds supply over the whole period of

the expansion. When, after the most strenuous production efforts, capitalism
completely satis�es its own demand for items of productive and personal

consumption, a periodic crash must unavoidably follow. This fact requires
us to re�ect upon the nature of market competition and the extent to which

the market relation of ‘demand’ and ‘supply’, which directly determines the
scale of expanding production, is an accurate expression of the system’s 

conditions of ‘equilibrium’. With a smoothly advancing replacement of �xed
capital, the market ‘equilibrium’ of demand and supply would correspond to

the fundamental ‘equilibrium’ of individual branches and of the entire social
system as a whole. In concrete terms, if ‘supply and demand never equal one

another in any given case, their deviations from the condition of equality 
follow one another in such a way – the result of a deviation in one direction

is that it calls forth a deviation in the opposite direction – that there is a 

complete equilibrium between supply and demand when the whole is viewed

over a long enough period, but only as an average of past �uctuations, and
only as the continuous movement of their contradiction. In this way market

prices, which have deviated from market values, equalise themselves and
yield an average that conforms with market value.’62 Thus, market divergences

of demand and supply have a short-term and sporadic character. Market 
relations do not enter into long-term contradiction with the ‘proportionality’

of social production. Their theoretically conceivable ‘equilibrium’ corresponds
to the ‘equilibrium’ of the fundamental elements of the social system.

Things are quite different, however, in the context of the real relations that
prevail during the expansion. Here, market ‘equilibrium’ irrationally fails to

answer the needs of ‘equilibrium’ of the social system. The very nature of
market equilibrium changes dramatically. At the beginning of the expansion,

the continuous excess of demand over supply more or less correctly re�ected
the need for a corresponding re-allocation of capitals. The price increase on

products from Department I, exceeding that in II, expressed the need for 
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an intensive production effort in I in order to preserve the ‘equilibrium’ of
the growing system. However, capitalist production is unable to satisfy fully

both its own productive requirements and personal demand immediately
upon their appearance. The ‘de�cit’ of production in relation to consumption

steadily increases. This fact is expressed in market terms by further deviations
of demand from supply, accompanied by a further rise in prices. In the 

language of the market, the ‘disproportion’ grows. However, production 
has already ‘laboured’ long to �ll the breach, rapidly expanding existing 

enterprises and branches and building new ones. In turn, inter-branch 
competition – the lever of ‘equilibrium’ between the component parts of 

the system – is at work ‘everywhere’. Capital �ows into production from
other spheres together with a steady stream of surplus-value. Nevertheless,

during the �rst and the second parts of the expansion, the condition of 

underproduction not only persists but also steadily intensi�es.63

Capitalist society has suf�cient potential capital at its disposal, but it 
is not able quickly to give it the productive form of functioning means of 

production. On the contrary, the �ow of this capital into production ini-
tially signi�es a multiplication of social purchasing power and thus a growing

impossibility of fully satisfying it at this particular moment.64 The high 
technical composition, which every capital must adopt at the given stage of

development as it ‘craves’ to function productively, is the principal obstacle
to speedy satisfaction of demand. Consequently, it is no surprise that it 

is not a shortage of M or a delay in the movement C’ – M’ that determines 
the prolonged rupture of ‘equilibrium’ during the expansion, but rather the

dif�culties that stand in the way of a timely conversion of M into C, or the
lack of identity between the available money capital (and surplus-value) and

its ability to function productively. From the point of view of the ‘normal’
transformation of capital values, what we have here is an irrational contra-

diction between the distinct forms that capital assumes. The productive form
assumes overwhelming importance, and the whole period of the expansion

is a unique expression of its predominance over the money form. The partners
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63 The reference is to Spiethoff’s stages of the expansion.
64 [Note the anticipation of the Keynesian ‘multiplier ’. Much of the Keynesian 

analysis, including the relation between intended savings and intended investments,
is already apparent in Maksakovsky’s exposition.]



in this ‘salto mortale’65 exchange places. The symbol of capitalist wealth becomes

functioning means of production.
Such a state of affairs cannot long endure. The dif�culties of converting 

M into C are gradually overcome, and the system moves toward restoration
of its disrupted production ‘equilibrium’. The greater is the divergence of

‘demand’ from ‘supply’ in a particular branch, the more intensive is the
process of capitalisation. The scale of newly created enterprises also anticipates

further growth of market demand. At a certain stage in the development 
of this process, the production ‘equilibrium’ of the system is restored. Society

has at its disposal a production apparatus that is able to satisfy the existing
productive and consumer demand. However, only an insigni�cant part of that

apparatus has completed the �nal stage of construction and been transformed
from a ‘bearer of demand’ into a ‘subject of supply’. The larger part still 

represents productive capital that is ‘asleep’ – that is, it exists in the form of
a ‘consumer’ but not yet as a ‘producer’. For this reason, market competition

is unable to re�ect the current growth of productive capital that is in the

preparatory stage on its way to becoming functional. Demand still exceeds 

supply, and the level of prices remains higher than the prices of production.
If, in the language of production (including its preparatory stages), ‘equilib-

rium’ is ‘almost’ established, in the language of the market, underproduction
continues to grow. The market mirror (‘demand’ and ‘supply’) ceases to re�ect

what is happening in production.
Until the newly created production apparatus actually begins to operate,

the market links of capitalist competition cannot re�ect the results of inter-
branch competition of capitals, which rebalances the system. One might 

provisionally speak of a developing contradiction between branches, which
could not exist if there were a smooth process of replacing �xed capital. The

concept of market ‘equilibrium’ enters into contradiction with the concept of
the system’s ‘equilibrium’. That which, in the language of the market, signi�es

underproduction, in the language of production represents near completion 
of the process of establishing ‘equilibrium’. That which, in the language of

the market, becomes ‘equilibrium’ – that is to say, when supply catches up
with demand – in the language of the system will signify fully developed

‘overproduction’. Supply catches up with demand in the market only when
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the newly built factories and plants become ‘subjects of supply’ – when 
they throw their production onto the market. However, this will inevitably

mean overproduction. The scale of capitalisation, being oriented on market

indicators, will inevitably exceed the required norm of expansion in produc-

tion. Overproduction becomes even more apparent when the massive delivery
of commodities to the market coincides, at the end of the preparatory work,

with a reduction of demand for elements of equipment on the part of the
newly ‘�nished’ enterprises.

As we said previously, the protracted lack of correspondence between 
supply and demand is associated with an equally protracted con�ict between

market prices and prices of production. In this latter con�ict, market prices
prevail up to the end of the expansion. They are the actual regulator that

‘manages’ the movement of capitals. The market mechanism, which envelops
the wealth of the capitalist, escapes from its ‘subordination’ to value and

develops its own internal momentum. By guaranteeing super-pro�ts, it 
creates pressures for massive additional capitalisations up to the very end of

the expansion. As construction of the necessary production enterprises
approaches completion, this ‘super-capitalisation’ then results in the produc-

tion of ‘overproduction’. High prices are transformed at a certain stage of the
expansion into a false and irrational indicator. The emerging overproduction

achieves a ‘balance’ of ‘demand’ and ‘supply’, but only ‘for an instant’. This
‘balancing’ does not become a market expression of the ‘proportionality’ 

of social production; instead, it is merely a brief moment (an ‘instant’) in a
sharp decline of market prices, as they pass through the regulating zone of

value in their downward movement and express a dialectically maturing
overproduction that is breaking through to the system’s surface.

Therefore: 1) the massive renovation of �xed capital ‘gives birth’ to the
expansion phase of capitalist reproduction; 2) insofar as growth of social

demand exceeds the possibilities for a correspondingly rapid increase of 
production, the entire period of expansion unfolds in the context of, and in

response to, a rising level of prices and thus of pro�ts; 3) the impossibility
of a rapid expansion (corresponding to demand) is determined not by a 

shortage of money capital or a low level of technology, but rather, on the 
one hand, by the high level of capital’s technical composition – which rep-

resents a further addition to productive demand – and, on the other hand,
by the lengthening period required for capital construction; 4) at a certain
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stage in development of the expansion, when the process of equipping 
new enterprises draws to a close, the market indicators (prices, pro�ts) 

cease to express the elements of production ‘equilibrium’ and acquire an 
irrational character, so that the emerging ‘equilibrium’ of the social system

does not and cannot �nd expression in a declining tendency on the part 
of prices, or their return to the ‘bosom’ of value in the prices of production;

5) the volume of additional capitalisation, which is connected with these 
events, crosses through the stage of ‘equilibrium’ and at once leads social

production out of the condition of ‘underproduction’ and into that of 
‘overproduction’ in the main branches, which then grows over into a crisis.

In the growth of the expansion – which is also the growth of overproduc-
tion – the character of the law of value’s activity in the capitalist epoch is

re�ected as if in a mirror. In a simple commodity economy (and also in a
capitalist economy, if we assume that �xed capital is evenly replaced), value

‘regulates’ production and, with each deviation of prices, manages to ‘cope’
with the task. However, the capitalist tendency toward restoration of the 

disturbed ‘equilibrium’ is different: value can win out only after a prolonged
interval of time following the moment of ‘disruption’, an interval that embraces

several years of expansion. The activity of the law of value – or prices of 
production – is expressed in a pronounced change of the conjuncture and 

in the succession of its distinct phases. The actually occurring production 
process is subordinated like never before to the law of value – in the �nal

analysis. Never before was its subordination to this law, which constitutes the
basis of the social system, so complete. The de�ning pattern of capitalist

development is the clearest expression of this ‘subordination’. It is the 
result of interaction between the law of value and is the principal factor in

the disruption of ‘equilibrium’ – namely, the sudden, massive renewal of
�xed capital and the ensuing excess of social production over market demand.

It is on this basis that there arise such speci�c market phenomena as the high
level of prices during the stage of expansion. The whole reproduction process

actually takes place around an axis of rising market prices that neither re�ect
nor correspond to changing value magnitudes. On the contrary, market prices

can even move in a direction opposite to changes in the prices of production.
The magnitude of value (prices of production) can decline in branches where

technologically advanced capital is widely used, yet prices continue to rise.
The result is that the various production ‘proportionalities’ of the system are

The General Theory of the Cycle � 173



66 [Karl Kautsky used the term ‘ultra-imperialism’ to anticipate international 
co-ordination of capitals in avoidance of imperialist wars. Rudolf Hilferding spoke 
of ‘organised capitalism’ to theorise a phase of capitalist development involving 
elimination of cyclical crises through universal cartelisation (Hilferding, 1981, p. 234).
Hilferding regarded this outcome as theoretically conceivable, but practically and
politically impossible (pp. 296–7). The issue of ‘organised capitalism’ played a 
central role in Soviet debates during the 1920s over Nikolai Bukharin’s theory of ‘state
capitalism’ and post-war capitalist ‘stabilisation’. For Hilferding’s views and their
reinterpretation by Bukharin see Day 1981, pp. 21–39.]

disrupted. Department I grows, in disguised forms, more quickly than II. 
The slower development of c in Department II inevitably leads to the 

impossibility of v1 + s1 fully exchanging its natural form for the money form.
Hence, there is overproduction of means of production. A prolonged disruption

of exchange according to values – or prices of production – is identical with
a greater or lesser disruption of all reproduction proportions in general. This

means overproduction of means of production, the inevitable overproduc-
tion of items that workers consume, etc. The appearance of disparities in the

assortment of commodities being produced causes the overproduction to
become still more acute.

On its own, disruption of any one of these value relationships would 
interrupt the ‘normal’ course of reproduction in one way or another and, in 

certain circumstances, lead the system into a crisis. That kind of disruption,
however, would have only a sporadic character. The ‘pace-setter’ of periodic

disturbances, which inevitably end in a crisis, is disproportionality be-
tween the part of �xed capital that wears out each year and the part being

replaced. In the real conditions of reproduction, this is the fundamental
proportionality. Its disturbance, originating with the results of a crisis 

(or with technological change), typically becomes the starting point for 
disruption of all other proportionalities. If the causes of disturbance in 

this fundamental ‘proportionality’ were to disappear, capitalist anarchy 
would be deprived of its highest form of expression – the cycle. But that

would also require sociological preconditions that could never appear in 
a capitalist economy. ‘An organised society within an antagonistic form’ – or 

ultra-imperialism – would no longer have a cycle.66 In that case, the repro-
duction process would essentially proceed in conformity with the abstract

schemes of simple and expanded reproduction.
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It is not value relations that determine the growth of individual branches
during the expansion, but market prices. At �rst sight, this would seem to

imply a process of disruptions that would affect capitalism even more than
a periodic crisis. This would certainly be true if prices deviated randomly

in individual branches. In that case, exceptionally acute disproportions 
would arise because expansion of production in some branches would be

accompanied by contraction in others. However, that kind of situation does
not occur in reality; during an expansion, prices deviate in one direction –

upwards. In these circumstances, much of the growth of society’s production
apparatus actually does correspond to the ‘proportionalities’ of expanded

reproduction. However, this by no means mitigates the severity of over-
production. The degree of overproduction is determined not by the absolute

expansion of production, but rather by the evenness of the expansion and 
the extent to which it is co-ordinated with consumer demand. Relatively

minor overproduction can lead to a crisis if there is not suf�cient absorptive
capacity in the consumer market, whereas a much larger expansion – when

growth of all the moments of reproduction is properly co-ordinated – will
only mean ‘prosperity’.

Nevertheless, the consumer market generally grows less during an ex-
pansion than total production (and begins to contract at the �rst sign of

dif�culty in sales), while, in terms of production relations, the main branches
of Department I also grow much more quickly than Department II. It is 

perfectly clear, therefore, that the crisis reveals both a full-�edged dispro-
portion between Departments I and II and a more general disproportion

between social production and consumer demand, which �nds expression
through overproduction in Department II. The direct cause of this ‘in�ated’

growth is the greater departure of prices from the price of production for the
output of Department I than is the case in II.

However, even in the case of a uniform departure of market prices from
the price of production, social production still could not maintain the ‘equil-

ibrium’ of its parts, contrary to the claim of Hilferding. ‘If the prices of all
commodities were to rise by 10 percent or 100 percent,’ he writes, ‘their

exchange relationship would remain unchanged. The rise in prices would
then have no effect upon production; there would be no redistribution of 

capital among the various branches of production and no change in the 

proportional relations. If production is carried on in the proper proportions (as
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was shown in the schema presented earlier) these relations need not change
and no disruption need occur.’67

Hilferding would be correct only it we assume that a uniform rise in prices

re�ects a corresponding change in values and the price of production. In that

case, reproduction proportions would remain undisturbed. However, he is
referring to the period of expansion, when prices rise above values, and in

that context he is mistaken. Leaving aside the question of whether ‘relative
exchange relations’ are preserved between branches when prices rise by the

same percentage, let us note that Hilferding’s fundamental methodological 
error is that he conceives of the ‘proportionality’ of the system in terms of

an ‘equilibrium’ within production that leaves out the role of consumer
demand. With this starting point, it is easy to come to the super�cial con-

clusion that a uniform rise of the prices of commodities in Departments I 
and II will not disrupt the ‘proportions’ of reproduction. However, a ‘local’

equilibrium of Departments I and II, detached from consumer demand, does

not exist in reality. Consumption of income by workers and capitalists is the

most important condition for social realisation; that is, for the different parts
of the production whole to assume the forms necessary for them to function

productively. If the rate of growth of incomes does not keep pace with the
scale of social production, overproduction inevitably results.

‘Harmony’ between production and consumer demand exists only so long
as commodities exchange according to prices of production, or values. Any

upward deviation of market prices from prices of production, even if it occurs
uniformly, means a dislocation of these conditions. Despite the fact that a

general price rise includes labour-power, the rate of increase of working-class
incomes and of non-productive consumption of surplus-value lags behind

the potential for capitalist production to expand. That potential is ‘created’
by a favourable market conjuncture. The productive body of capitalism 

avoids becoming distended only when the ‘iron rod’ of the law of value 
exerts direct pressure on the ‘proportions’ of its parts. A uniform upward

deviation of prices, which (let us assume) did not create a disproportion
between Departments I and II, would inevitably provide the impulse for such
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an expansion of production as would outstrip the rise in working-class income,
for the latter is strictly limited in capitalism’s antagonistic conditions of 

distribution and in the presence of the reserve army. At the current stage 
of technology, capitalist production is literally ‘bursting’ with overproduc-

tion. It is pointless even to raise the issue of whether overproduction, in 
the aforementioned circumstances, would be suf�cient to grow over into a 

cyclical crisis, for absolutely arti�cial conditions are being assumed; for
instance, that there is neither any disproportion between Departments I 

and II nor the related issue of the massive renovation of �xed capital. The
contradiction between capitalism’s production capacity and its relations 

of distribution exists as a fact and is revealed in the form of partial or uni-
versal overproduction. For that reason Hilferding, with his theory of a 

‘local’ equilibrium occurring within production, is incorrect. He has not 
considered all the moments in the transition from the abstract theory of 

social reproduction to the analysis of the real process. When analysing real
reproduction, Hilferding and Tugan both treat personal consumption as 

a simple function of production with no independent signi�cance, either 
qualitatively or quantitatively. They do not understand that the law of value,

which is the foundation of proportionality in social reproduction, is at 
the same time the law of ‘proportionality’ between social production and

consumer demand. A lag in the regulating activity of value, expressed in a
prolonged upward deviation of the market price from the price of produc-

tion, prepares the way for an outbreak of contradictions between capitalism’s
relations of distribution and its capacity for rapid expansion on the basis of

capitalisation of surplus-value. The concrete expression of this contradiction
is the way in which consumer demand grows more slowly than the devel-

opment of production. We have already examined how this process occurs.
This is the central moment of overproduction and thus of the cycle. It would

be impossible to provide a theoretical explanation of the real course of 
capitalist reproduction without considering this contradiction. Hilferding’s

fundamental error is methodological; it involves his failure to clarify fully the
activity of the law of value within the comprehensive linkages of capitalist

reproduction.
Direct involvement of the law of value, in its role as ‘regulator’, is associ-

ated with a contradiction between production and consumption that has
already erupted in the market. Through the fall in prices, value works towards
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‘equilibrium’ of all the elements of production on a new basis. The crisis 
is a deformed expression of the victory of the tendency toward ‘equilibrium’

over the ‘self-repelling’ forces of capitalist anarchy. The battle�eld for their
struggle is the social turnover process, including the unity of its phases of

production and circulation. ‘If they (the phases of production and circula-
tion, P.M.) were only separate, without being a unity – writes Marx – then

their unity could not be established by force and there could be no crisis. If
they were only a unity, without being separate, then no violent separation

would be possible without implying a crisis. Crisis represents the forcible estab-

lishment of unity between moments that have become independent, and the enforced

separation from one another of moments that are essentially a unity.’68

Here Marx brilliantly characterised the essence of a crisis. He revealed its

dialectical nature. The process of production and circulation represents the
unity of the turnover of capital. Nevertheless, this unity is not monolithic –

it is an anarchic sum of the autonomous parts of the social whole. The 

crisis expresses mutual alienation of these moments, the familiar struggle 

of individual and separate capitals against the social conditions of their 
turnover. However, if the crisis were merely a condensed expression of this

struggle and nothing more, continued existence of a social whole would be
impossible. The already existing ‘autonomous’ and ‘anti-social’ tendencies of

individual capitals would be reinforced; and because every phase of each
capital’s turnover depends directly upon the passage of other capitals through

their own successive phases, if these tendencies prevailed even brie�y they
would cause the social system’s deformation and disintegration into its most

basic elements, which cannot exist unless they are closely interconnected. The
reason why mature contradictions erupt into a crisis is precisely so that they

may be overcome. The presence of forces that overcome contradictions is
demonstrated by the fact that the system continues to exist. The crisis forcibly

creates a unity ‘between moments that have become independent’, thus 
guaranteeing a new stage of development. This aspect of the crisis expresses

the activity of the laws of equilibrium – of the law of value, which, through 

a sharp drop in prices, strictly curtails both the redundant production apparatus and

the excess of commodity capital that has been created by extraordinary capitalisation

178 � Pavel V. Maksakovsky

68 Marx 1975, p. 513.



on the basis of high prices that are detached from value, or from the price of 

production. By performing this surgical operation, value drives the social 

system toward ‘equilibrium’ of its parts without ever achieving ‘�nal per-
fection’ in its work.

The drop in production is accompanied by a further reduction in demand,
which then must be expressed in further production cuts. Taking its general

impetus from the moment of crisis, the process of establishing ‘equilibrium’
now embraces a whole period of reproduction known as the depression. Here

the ‘philosophy of the epoch’ is not to promote growth of the productive
forces, but rather to work out new quantitative foundations for a social 

‘equilibrium’ based on changing technology, which is entering the next stage
of its development. Initially taking the form of a downward spiral of production,

the depression prepares all the elements for new record-breaking growth,
which is realised during the ensuing stage of expansion.

Thus, the cyclical ‘�gure’ of capitalist reproduction – R. Luxemburg’s 
term – expresses the characteristic activity of the law of value (‘transmitted’

through prices of production) in the capitalist epoch. The speci�cally capitalist
expression of this activity involves loss of the ability to manage the system

directly through the dynamic of prices, except in the �nal instance. The more
protracted is the action of factors that cause price to deviate from value – or

from the price of production – the more serious is the disruption and the
more urgent the form of overcoming those deviations. Instead of prices 

frequently moving up and down about their resultant norm, as in the period
of ‘non-cyclical’ capitalism, in developed capitalism we �nd long-term 

movements of prices (and pro�ts) that are the natural precondition for 
‘super-capitalisations’. Short-term �uctuations in the scale of production,

around the resultant average in each branch, are replaced by catastrophic
movement of the entire social system, which, over long periods, races far

‘ahead’ of the ‘moving equilibrium’ of its own overall growth. Partial devi-
ations, the ripples of capitalist anarchy, are replaced by sharply de�ned 

conjunctural waves. Having lost the ability to overcome the system’s current
dif�culties, the law of value now asserts itself through acute, periodic 

ruptures of the high conjuncture. Growth of capitalist anarchy, reaching 
its culmination in the cycle, coincides with an increase of the force with 

which the fundamental laws of the system must act. If this were not the 
case, �ourishing anarchy would long ago have devoured the foundations 
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of ‘equilibrium’, the economic ligaments would have been severed, the 
production apparatus would have disintegrated into a heap of materially

objecti�ed wreckage, and the system would have ceased to exist.
The urgency with which the laws of ‘equilibrium’ operate is obvious and

is manifested in the crisis. However, the actual activity of these laws – and
their forcefulness – is due to factors that disrupt exchange according to 

value, or prices of production. The greater is the pressure exerted by those
factors, the greater is the activity of the forces that hold things together. If

the forces of alienation were not present, there would also be no forces 
of spontaneous organisation. These are two sides of the same coin. Thus,

whatever the determining importance of the massive renovation of �xed 
capital in generating the cycle, this factor – being the basic disintegrative

force – is merely a condition and circumstance of the activity of the law of
value. The cyclical dynamic of capitalism, like the simple �uctuating move-

ments of its less developed elements in an earlier historical period, is a result

of the characteristic activity of the law of value, which draws from the disruptions

of price formation, whether they be long or short in duration, the immanent strength

needed to transcend those same disruptions. Insofar as transcendence at one

‘moment’ is connected with inevitable rupture at the next ‘moment’, the 
conditions that evoke the activity of the law of value are continuously 

reproduced. We see this clearly seen in the course of the depression, which
concretely expresses the law of value’s ‘levelling’ effect on capitalist produc-

tion when it jumps its rails. The depression, in turn, inevitably grows over
into a new periodic disruption.

The theory of depression.The self-development of the cycle

The fact that the law of value comes onto the scene and begins to operate
during the crisis by no means implies that the system will rapidly move 

to a condition of ‘equilibrium’. Just as the disproportionality of social 
production takes time to emerge, so it takes time to overcome that dispro-

portionality. These are two aspects of a single process, which, taken together,
are the principle content of the cycle. The time required to complete them 

is measured by the cycle’s length. Expansion and overproduction develop 
in stages, and the same is true, during the depression, of the fall in social

production towards the condition of ‘equilibrium’. Decline from the previous
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height, which occurs in the crisis, ‘then gives way to a slow but steady reverse
movement in the form of interaction between the different economic spheres.

The fall in the rate of pro�t and in the compensation for labour puts pres-
sure on consumption, which contracts and causes prices to fall, while the

continuing fall in prices curtails output. Limitations on production further
decrease both compensation for labour and the rate of pro�t, etc., etc. The

result is a “vicious circle” in which interaction between different areas of 
economic life sustains and intensi�es the tendency towards depression.’69

This is an excellent characterisation of the course of the depression. The
moving principle of the depressive tendency is the same as in the expan-

sion – the contradiction between production and consumption and their
dialectical interaction. Whereas the period of expansion sees these moments

interacting on a widening basis, determined by the upward movement of
prices for all commodities, including labour-power, the depression involves

the same process in reverse and is determined by the downward movement
of prices. However, the result of the interaction between these two factors is

different in the two periods. During the expansion, the productive forces
surged forward as they ‘took the bit in their teeth’ and temporarily escaped

supervision by value, whereas the depression presents a more ‘peaceful’ 
picture, in which the system gradually returns to the ‘stall’ of equilibrium

between its parts and experiences signi�cant atrophy of the productive forces.
The de�ning characteristic of depression is the contraction of output.

‘Depression is a period in which the need for material means of production
is less than in the preceding period of high conjuncture,’ says Cassel.70

The fall in output, dictated by low prices and pro�ts, is associated with 
reduction in the number of employed workers and the wages they receive.

This condition provokes continuous cuts in production, and so on. Theo-
retically, one might imagine this process going on endlessly, right up to the

full destruction of capitalism’s production apparatus, but this is would 
only seem to be the case at �rst glance. The fall of social production creates

other tendencies that bring the process to a halt. First, the drop in total wages
simultaneously means a rise in the purchasing power of each wage unit as
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the consumer price index falls. The fall in the index (from prices above value
to the other extreme of prices below value) exceeds the reduction in the 

payment for labour because the latter is subject to a strict norm imposed by
the value of labour-power. Consequently, consumer demand ‘stabilises’ at a

certain stage and (if we abstract from further partial drops in production)
can begin to show a rising trend. At a certain stage, this trend brings the

‘retreat’ in Department II to a halt. A second factor involves annual population
growth, increased buying power on the part of those with ‘�xed’ incomes,

which do not depend on the conjuncture, etc. Generally speaking, the 
disproportionality between Department II and consumer demand is less acute

than between Departments I and II. The ‘scissors’ in II can be closed more
easily and more quickly.

Things are much more complex when it comes to the branches of Department
I. Because of acute overproduction at the moment of crisis, on the one hand,

and the almost complete collapse of productive demand at the beginning of
the depression, on the other hand, a sharply declining index of production

prevails in I, especially in iron and steel production. The circulation of 
capital values contracts, and the whole process slows. A signi�cant 

portion of �xed capital stands idle. With the low prices that prevail on 
the productive market, the only way out is to reduce costs of production

either by raising the productivity of labour or through the concentration 
of capital. In these conditions, the effectiveness of existing demand can 

grow, and demand can even increase absolutely. We have already mentioned
that an unchanged volume of consumer demand can entail a signi�cantly

greater scale of social production in proportion to the rise in the organic 
composition of capital.

Thus, the only way out is to pass to the next level of technology. This process
occurs during the depression and involves two characteristic phases. Because

reduced demand means that it is not possible for the whole production 
apparatus to operate, the laws of competition drive backward enterprises,

which can only produce commodities at high prices, out of business. Only
select facilities remain in operation, which are able to recoup their costs of

production and acquire a pro�t even when prices have fallen. This means
that the volume of socially necessary labour changes, costs of production

decline, and the possibility emerges for realisation of pro�t despite the 
low price level. Existing social demand is satis�ed by the enterprises that
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operate with the most up-to-date technology, and the measure of value 
(market value) falls signi�cantly.

Declining market value is accompanied by a change in the relation between
market demand and supply. Consider an example: previously, with a mar-

ket value of 15 rubles, supply sharply exceeded demand, the market was
over�owing, the actual price was 12 rubles, there was too much produced,

sales were dif�cult, and it was impossible to realise pro�t. With a fall of 
market value (or the market price of production) by 3 rubles to 12, the 

functioning capital receives a ‘legitimate’ pro�t. Abstracting for the moment
from any increase of supply, which is another expression of rising labour 

productivity, we would have an established ‘equilibrium’ of social production.
Thus: 1) a sudden reduction of demand, resulting from the turn in the cycle,

leads to a curtailment of the �xed capital in productive use; 2) production’s
centre of gravity moves to the best-equipped enterprises, whose technical

conditions begin to determine the magnitude of value; 3) the reduced value
(price of production) ensures an average pro�t and, given the lower price

level, now ‘takes control’ of market competition, altering the relation of
demand to supply and pushing it toward ‘equilibrium’. The speci�c phenome-

non of detachment of market indicators from the ‘equilibrium’ conditions of
the system, a state of affairs that arose in the period of prosperity, is now 

provisionally overcome. This �rst phase in the transition of social produc-
tion to the next level of technology results from the intensifying struggle for

survival within the production apparatus as it faces the harsh context of
sharply reduced demand.

Liquidating social ‘disproportionality’, this phase immediately sets in 
motion the fundamental catalysts for a new quantitative ‘equilibrium’. The

equipment that is taken out of use ceases to be a material embodiment of
capital. At any given moment, capitalist relations are only compatible with

a material-technical environment that is capable of supporting them, that 
is, guaranteeing their expanded reproduction. The ‘spirit’ of value, which

penetrates these relations, temporarily or even permanently abandons those
elements of production that cannot yield pro�ts when prices have fallen.

‘Insofar as the reproduction process is checked and the labour process is
restricted or in some instances is completely stopped, real capital is destroyed,’

writes Marx. ‘Machinery that is not used is not capital . . . Use-values, including
newly produced machines, which lie idle or are not completed – all of these
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are destruction of capital . . . Their use-value and their exchange-value go to
the devil.’71 This is what accounts for the enormous moral wear of capital in

the period of depression.
When the leading capitalist enterprises replace their entire production 

apparatus, this does not yet signify return of the system to its ‘normal’ con-
dition. Through great losses it has liquidated the acute disproportionality of

its parts, but the scale of production has also been curtailed; consumer demand,
as the guarantee of renewed expansion, grows only weakly; prices continue

to show a falling tendency; the rate of pro�t is modest. Accordingly, during
the �rst stage of the technological renovation of society, or in the �rst part of

the depression, we still do not have a ‘normal’ condition of reproduction,
only rough ‘elements’ of equilibrium without any external indications of the

system’s growth. Up to this point, further development is still inconceivable.
The �rst stage of technological advance then ‘gives birth’ to the second.

The law of value, by changing its evaluations, has in�icted moral wear on a
large part of the functioning �xed capital. A number of capitalist enterprises

perish, while others, which are more viable, change the technical design of
their capital. Gaining strength from the concentration and centralisation of

existing money capital, they generate additional demand for elements of pro-
ductive capital. This demand is objecti�ed through expansion of production

in Department I, which, through a number of links, passes along demand for
the entire social product. ‘The existing stagnation in production has prepared

the way for its further expansion within capitalistic limits,’ writes Marx.72

Depression dialectically grows over into expansion – which is connected with

emergence of overproduction, which, in turn, will pass through a crisis into
depression, and so on, until reaching capitalist ‘in�nity’.73 ‘The same vicious

circle will be described once more under expanded conditions of production
(the stage of cyclical expansion, P.M.), with an expanded market and increased

productive forces.’74 A high conjuncture owes its existence to depression in
the same way as the latter is the inevitable consequence of a high conjunc-

ture. Thus, it is perfectly clear that there is no point to the kind of analysis
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that takes as its starting point merely external indicators of the development
of the conjunctural process and, beginning with these super�cial phenomena,

attempts to ‘extract’ a theory. In this case, formalism and schematism sub-
stitute for an understanding of the dialectical complexity of a process that

cannot be squeezed into schemes, however ‘subtle’ they may be.
The very fact of an acute drop in prices creates in itself the basic conditions

for depression to grow over into expansion. ‘A large part of the nominal 
capital of society, i.e., of the exchange-value of the existing capital, is once

and for all destroyed,’ writes Marx, ‘although this very destruction, since it
does not affect the use-value, may very much expedite the new reproduction.’75

Through its work of demolition, capital reduces the scale of production in
terms of value. However, not all use-value perishes. The unsold commodity,

losing a signi�cant part of its exchange-value in present conditions, does 
not lose, to the same degree, its use-value. A unit of exchange-value, given

the general reduction of prices, now generally represents a larger quantity 
of use-values. This process is most evident in branches of Department I, 

whose output has met with sharply reduced demand. As soon as the system
approaches a general ‘equilibrium’ of its parts, the tendency towards ‘reno-

vation’ of �xed capital becomes evident. Acceleration of this tendency is
strongly encouraged by the fact that enterprises, with their reduced pro�ts

or with the additional cash funds at their disposal, can purchase sharply 
discounted means of production.76

The capitalists lost some of the exchange-value of their capitals, but the
magnitude of their effective demand also signi�cantly increased. Naturally,

because prices have fallen unevenly, not all capitalists are equally able to
exploit this circumstance. Nevertheless, cheap means of production and cheap

labour, in one way or another, promote the recovery of enterprises. In face
of the moral and physical wear dictated by capitalist competition, it is easier

for enterprises to adjust to the changed technological conditions when they
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75 Marx 1975, p. 496.
76 ‘Low prices for the instruments of labour facilitate the opening of new enter-

prises, and the low rate of pro�t makes it necessary to regard as pro�table even 
those branches of production that did not merit any attention during the period of
prosperity. Thus, new enterprises grow up, and with them new market demand. A
further increase of demand for these products is added to the demand already caused
by the “technical” and “moral” wear of the instruments of labour that were installed
when industry was �ourishing. Ultimately, this means that a new industrial expan-
sion begins.’ (O. Bauer in Problema rynka i krizisov, p. 89.)



operate in a market where prices for means of production have declined. The

dialectical contradiction that is lodged in the commodity, its dual nature, together

with moral and physical wear, is the most important cause of the growing

over of depression into the stage of expansion.

Consequently, the fundamental moments of the transition from depression
to expansion may be described as follows: ‘In the condition of depression

almost the entire existing equipment suddenly turns out to be morally
depleted . . . The way to a new, prolonged recovery can only be found on the

basis of a major increase of labour productivity. The latter is not only posited,
but is also made technically possible by the mechanism of the capitalist 

crisis. The least powerful capitalists are bankrupt, or nearly bankrupt; their
enterprises can be bought up for a song by the magnates who dominate 

their particular branch of production . . . Backward factories are liquidated,
the better ones are quickly reconstructed according to the latest word in 

science . . . the organisation of production is rationalised with the utmost 
thoroughness. As a result, the productivity of labour grows so much that 

it turns out to be possible to run production pro�tably not only without 
raising prices, but even with the reduced prices that were established at the

outset of the depression.’77

What is the character of reproduction in the period of depression? The

author of the preceding quotation, V.A. Bazarov, holds that depression is char-
acterised by simple reproduction: ‘Depression is a system of static equilibrium,

which stabilises a capitalist economy temporarily at the existing level and
within the limits of an unchanging volume of physical production.’78 Closely

connected with this statement is Bazarov’s next contention: if, ‘at the crest of
the (rising – P.M.) wave, overproduction develops’, then depression can also

be regarded as relative underproduction, which is overcome at the beginning
of the ‘recovery’.79

These two related assertions are completely incorrect. Depression is not 
‘a system of static equilibrium’, for capitalism knows neither any such 

stationary condition nor its attribute of simple reproduction. Not one of the
stages of the cycle can be conceived in terms of the laws of simple repro-
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duction; in the period both of expansion and of depression, the capitalist 
system experiences a condition of expanded reproduction.80

Marx established two kinds of indicators to characterise the type of repro-
duction: 1) value relations between the separate parts of the social whole; 

2) the physical volume of production. However, this by no means implies 
that there is a necessary correspondence between these two indicators at 

every stage of the cycle’s movement. They correspond only in the stage of
expansion. A smoothly rising curve, with no sharp breaks or zigzags, is the

ideal type of capitalist development that underpins the Marxist theory of
expanded reproduction. In reality, no such capitalism exists. Nevertheless,

growth does occur during the period of expansion, both in the scale of 
production and in terms of the value relations characterising expanded 

reproduction: v1 + s1 > c2, even though there are deviations from the ‘norm’.
All the economic processes develop around the axis of expanded reproduc-

tion and are accompanied by massive capitalisation of surplus-value.
The period of depression preserves this fundamental characteristic. Here

too, v1 + s1 is not equal to c2, the realised surplus-value that is being partially
capitalised. Even if the majority of enterprises do not participate in this ongo-

ing capitalisation, it still occurs in the social system as a whole. In any other
circumstances, production of means of production would have to be cut back

to an extraordinary degree.
Marx says that the scale of simple reproduction in I is such that it pre-

supposes expanded reproduction in II: given the level of development of 
production of means of production, if there were no increasing sales,

Department I would more than satisfy the needs of social production in terms
of repairs and ‘normal’ amortisation.81 Where can these surpluses be sold?
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80 [Several Soviet writers agreed with Bazarov that depression should be interpreted
in terms of Marx’s scheme of simple reproduction. According to Bazarov, crises are
precipitated by monetary phenomena, and depression might become chronic because
recovery depends on technological changes that are never automatic. See Bazarov
1927.]

81 Marx 1975, pp. 480–1. [Maksakovsky is referring to the following passage: ‘Even
if the total capital employed in machine-building were only large enough to replace
the annual wear and tear of machinery, it would produce much more machinery each
year than required, since in part the wear and tear exists nominally [as depreciation
accounts], and in reality it only has to be replaced in kind after a certain number of
years. The capital thus employed, therefore yields annually a mass of machinery which
is available for new capital investments and anticipates these new capital investments.
For example, the factory of the machine-builder begins production, say, this year. He



There is some growth on the part of new enterprises set up during the 
depression, but most important is the technological reconstruction of existing

enterprises. During the period of depression, there is virtually no normal
amortisation. Replacement of worn out equipment involves massive new

expenditures of money capital, whose general sum far exceeds the amorti-
sation fund. Normal replacement is inseparable from additional purchases

of equipment because of the higher technical design of new �xed capital 
and the rising technical composition of output. Circulation of �xed-capital

values continuously merges with circulation of newly ‘attracted’ money 
capital, which is trying for the �rst time to assume the form of productive

capital. However, the result of this joint circulation is not yet re�ected in any
‘physical expansion of production’. On the contrary, in the �rst period of

depression, moral-technical wear proceeded much more quickly than the
amortisation process plus supplementary capitalisation, meaning that the

scale of actual production contracted. Even so, the fact remains that new 
capitalisations – expanded reproduction, or a certain value relationship of 

v1 +s1 to c2 – did occur.
The second period of the depression is characterised by the fact that the

amortisation-expansion process outweighs moral-technical wear. Even in 
this period, however, the process of expanded reproduction could not result

in signi�cant growth of the resulting commodities, as compared with the 
previous period (of the depression). The reason is that growing purchases of

means of production do not yet entail a rapid increase of production. During
the expansion, the contradiction between the time when new �xed capital

was purchased and the time when it began to function had the effect of 
aggravating production. During the depression, the same contradiction makes

it impossible for the current processes of supplementary capitalisation to
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supplies £12,000 worth of machinery during the year. If he were merely to replace
the machinery produced by him [assuming it lasts for twelve years], he would only
have to produce machinery worth £1,000 in each of the eleven following years 
and even this annual production would not be annually consumed. An even smaller
part of his production would be used if he invested the whole of his capital. A
continuous expansion of production in the branches of industry which use these
machines is required in order to keep his capital employed and merely to reproduce
it annually. (An even greater expansion is required if he himself accumulates.) Thus
even the mere reproduction of the capital invested in this sphere requires continuous 
accumulation in the remaining spheres of production.’]



result in a rapid increase of the mass of circulating commodities available 
for personal and productive consumption. When this disguised process

becomes suf�ciently apparent on the market, bringing with it a new wave of
expansion, then we shall have the growing over of depression into the phase

of expansion. The forces that mature in the period of depression, involving
the concealed processes of supplementary capitalisations, are connected with

the transition of social production to a new technological level. At a certain
stage, those forces begin to negate the very existence of the depression.

It follows that depression represents a special condition of capitalist 
reproduction, distinguished by the social system’s transition to the next level

of technological development. For depression, as for the period of expansion,
the characteristic state of affairs remains expanded reproduction. Were it 

otherwise, it would be impossible to explain the transformation of depression
into expansion. But since the ‘main’ task was, above all, to replace instru-

ments of labour that were worn out in the moral-technical sense with new
instruments of a higher technical construction, the continuing process of

expanded reproduction could not immediately take the form of a massive
growth of the productive and the consumer markets. Insofar as expanded

reproduction completed the task of transferring the social system onto a new
technical path, one might say that it had an intensive character and could 

not simultaneously result in massive expansion of the physical scale of pro-
duction. By contrast, once the expansion unfolds mainly on the basis of a 

new level of technology, incorporating the ‘lessons’ of the depression, then
reproduction assumes an extensive character and �nds expression, above all,

in growth of society’s production apparatus. Since it is not generally possible
to draw a clear line between the periods of expansion and depression, the

proposed distinctions are conditional in nature and emphasise the prevalence
of one tendency over another, which operates less forcefully. These two patterns

of development are dictated by the unique ‘tasks’ of the two periods of the
cycle; they distinguish reproduction during the period of expansion from

reproduction in the depression; they are superimposed on the fundamental 
pattern of expanded reproduction, or the requirement that v1 + s1 > c2, which

is connected with the process of accumulation both in Department I and in
II. As for the mass of inactive and expiring enterprises, from the viewpoint

of the reproduction of capitalist relations they represent scrap metal that the
‘spirit’ of value has abandoned, either temporarily or for good.
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The moment of crisis, likewise, is not a phenomenon of simple reproduc-
tion. In this case, the prevailing tendency is more likely to be in the direction

of contracting reproduction. The essential fact is that a cyclical crisis cannot
be strictly classi�ed in accordance with one or another type of reproduction.

Its character is much too ‘�eeting’. A revolutionary crisis is another matter. 
In that case, the contraction of reproduction is obvious. Its symptoms �nd

mature expression in the crash of the system. However, a cyclical crisis implies
‘stabilisation’ of production in the near future and restructuring of the 

system’s ranks so that the productive forces may develop further within 
the limits of capitalist organisation. The formal indications of diminished

reproduction, which are of �eeting signi�cance, are more of a ‘memento mori’82

for capitalism than an actually realised type of reproduction. Nevertheless,

pending a �nal answer to the direct question [of whether revolution is at
hand], we can regard the crisis as a phenomenon of curtailed reproduction.83

Thus, we have seen that the period of depression grows over into expansion;
and the latter, through overproduction and crisis, turns again into depression.

Even a single rotation of the cycle gives birth from within to the forces that
provide for its continuous repetition. ‘Just as the heavenly bodies, once thrown

into a certain de�nite motion, always repeat it, so it is with social production
as soon as it is once thrown into this alternating movement of expansion and

contraction. Effects, in their turn, become causes, and the varying phases of the

whole process, which always reproduces its own conditions, take on the form of 

periodicity.’84 In another place, Marx posed the problem of the cycle’s self-
development more concretely: ‘The industrial cycle is of such a nature that

the same circuit must periodically reproduce itself, once the �rst impulse has
been given. During a period of slack, production sinks below the level that

it had attained in the preceding cycle and for which the technical basis has
now been laid. In the phase of prosperity, the middle period, it continues to

develop on this basis. In the period of overproduction and speculation, the
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82 [‘A reminder of mortality’.]
83 [Maksakovsky is alluding to the debate over capitalist ‘stabilisation’. By 1925

Bukharin thought that capitalism was becoming stabilised and no further revolutions
were immediately pending in the West. The issue of ‘stabilisation’ played a central
role in Bukharin’s political downfall. See Day 1981, Chapters 3–5. Maksakovsky played
no direct role in this debate.]

84 Marx 1961, p. 633.



productive forces are strained to the utmost and go beyond the capitalistic
limits of the production process.’85

The basic mechanism involved in the self-development of the cycle is value,
with its numerous drive belts. The inevitability of expansion growing over

into crisis results from the character of the capitalist system’s ‘regulation’
when it is under pressure from the massive renovation of �xed capital. 

This factor, deriving from the uneven progress of technology in a capitalist 
economy, gives birth to the unique waves of market competition that cause

long deviations of market price from the price of production and thus alter
the ‘proportions’ between parts of the developing system. The result of an

outbreak of generalised overproduction in the market is a crisis, which signi�es
conclusively that the laws of ‘equilibrium’ have asserted their ‘right’, thus

driving the social system towards restoration of the disturbed ‘proportion-
ality’ of its parts.86 The ‘disproportionality’ that has broken out, both within

production and between production and consumer demand, is surmounted
by an adjustment of values during the post-crisis period of depression. The

diminished magnitude of value (expressed in the market price of production)
changes the relationship between market demand and supply and once more

attracts market prices to its own level and diminishes their �uctuations. This
process, which is associated with enormous moral-technical depreciation, 

represents transition of the productive forces to the next level of technological
development within the limits (for the time being) of capitalism. Capitalism

has already become impossible on the old technological basis – it is unable
to ‘create’ its own internal demand and has completed one of the orderly

stages of its history. A new level has been reached in the development of
labour productivity, which becomes the basis for the ongoing reproduction

of capitalist relations.
Thus, the beginning of a new cycle is a new technological level, which is

‘created’ by the law of value in its capitalist form and causes a new ‘cyclical’
stage of development to unfold. This is how the periodically maturing con�ict,

between the materially embodied process of production and the antagonistic
framework of capitalism, is resolved. A change in the quantitative nature of

value, in its measurement, while the qualitative form remains constant, creates
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85 Marx 1962, pp. 477–8.
86 [The analogy is with the role of law in Hegel’s Philosophy of Right.]



the turning point from depression to expansion. The impulse comes from the
fall of market prices below the price of production during the post-crisis

period, a situation that is impossible to overcome simply through redistrib-
ution of capitals because it prevails in all the branches of production. Given

the inability of competition to rectify the disturbed relation, the only way 
out becomes creation of a new focus for ‘equilibrium’ – that is, a new, lower

level of values. On the basis of this new level, both the materially embodied
proportions of production and the relative signi�cance of each branch take

shape differently. The catalyst for a new ‘equilibrium’ is technological growth,
which is inevitably objecti�ed in a rise of the social average organic compo-

sition of capital and thus increases the relative signi�cance of the productive
market. This is the origin of the massive increase of demand for elements of

productive capital, which then initiates a new cycle and leads the system
inevitably to expansion, crisis, depression, etc.

It follows that the ‘cause’ of the cycle’s self-development lies in the mech-
anism of the law of value, with its capitalistic transmission through the price

of production, which ‘automatically’ resolves the unfolding contradictions of
capitalist society so that the most developed anarchy of economic growth assumes

the form of cyclical, law-governed regularity. The periodically recurring impulses
that emanate from the law of value – a unique perpetuum mobile87 – impose a

necessary unity upon the anarchic whole of capitalism’s dispersed ‘parts’ and
bind them together as the complex ‘molecules’ of an economic totality. The

condition for such unity is continuous disunity. An endless struggle takes
place between these two principles of capitalism. Its form of expression is

the wave-like history of capitalist development, wherein each cycle is the 

completed phenomenon that results from this struggle – until ‘spontaneity’

once again emerges victorious in this permanent one-on-one combat. The
‘alienating’ forces of capitalism, being rooted in the antagonism between its

relations of production and distribution, at a certain stage ‘devour’ the forces
of ‘attraction’, thus posing the problem of replacing capitalism with the next

social formation, wherein the absence of anarchy will also be associated with
elimination of the cyclical lawfulness of the reproduction process.
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