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Abstract 

This is a prepublication draft of a chapter on ‘Class’ in The Oxford Handbook of Karl Marx and 
is placed on academia with the permission of Oxford University Press. It should be cited as 

Freeman, A. 2019. ‘Class’. In Vidal, M., Tomas Rotta, Tony Smith, and Paul 
Prew (eds). 2019. The Oxford Handbook of Karl Marx. Oxford: OUP 

It studies Marx’s theory of class, with particular reference to Volume III, often misunderstood 
as a narrowly ‘economic’ work, where the full power of Marx’s theory of value becomes 
apparent as he applies it to merchants, money-owners, and landowners. A class, for Marx, is 
defined by a type of property, in contrast to modern social theory which defines classes by 
income or status. Each special type of property generates a type of revenue such as interest 
or rent. In contrast to neoclassical economics this revenue is not the price of a ‘factor of 
production’ but an entitlement, conferred on a property owner by the rights which society 
grants, and drawn from the general pool of surplus-value created by labor. These classes, 
notably finance, are thus neither distortions of capitalism nor pre-capitalist survivals; they are 
the product of capitalism itself, and the site therefore of its most explosive contradictions. 
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Introduction: Marxism without Marx 

The reduction of economics to a positivist celebration of perfect markets, unconnected to 
their human subjects (DeMartino and McCloskey 2016, Earle et al 2016, Freeman 2007, R. 
Nelson 2014) is the best-known casualty of a wider Weberian reconstruction of the social 
sciences (Desai 2016) which systematically segregates ‘pure’ economics from its related 
subjects. 

However, the related subjects have suffered collateral damage. Politics, sociology, psychology 
and the humanities, denied access to the rigorous study of the commodity form, have been 
denied the only rational basis for studying human interactions compressed into relations of 
exchange. 

The concept of class is the most striking victim. Reduced to a set of income thresholds owing 
more to marketing strategy than sociological science, the idea has been so far removed from 
reality that the people known everywhere else as ‘workers’ are routinely described in North 
America as ‘middle class’. This accounts in no small measure for the unpreparedness of media 
commentators for Trump on the one hand and Corbyn on the other. 

Arguably, critical Marxist scholarship has a duty to counter this artificial separation. Yet the 
western academic Marxist tradition (Freeman 2010a) has tacitly endorsed it, methodically 
carving slices of Marx’s analysis of politics, class, culture and history from the carcass of his 
economic theories. This practice, dating from the 19th Century, accelerated after the last war 
as Brecht’s wickedly accurate cultural critiques dissolved into Adorno’s ([1944]1997) 
fastidious objections to commercial art.1 The late twentieth-century ‘cultural turn’ finally 
facilitated a general Marxist flight from sordid economic matters into rarefied aesthetic 
criticism.2  

Principal responsibility, however, rests with the Marxist economists. Their singular 
inattention to Marx’s analyses of social, political and cultural phenomena, expressed both in 
his writings on contemporary events, notably the civil wars in France (Marx 1852, 1871) and 
America (Marx and Engels [1871-73]2016) and in the rich structure of class conflicts discussed 
in Capital itself, ranging from English banking (Marx [1894]1993:672-699, Lapavitsas 1994) to 
the American Midwest (Marx [1894]1993:808-811), produced a denatured ‘pure Marxist 
economics’, and quarantined class analysis within the Marxist political movement.  

Most of what remains of Marx’s understanding of class is therefore to be found among 
political actors, who confront it at every turn. The Bolsheviks (Lenin 1899) and the Chinese 
People’s Army drew on detailed studies of classes on the land. Class analysis was integral to 
classical discussions of imperialism3 on which Marxist theory draws to this day. Notably, 
political engagement was the prime locus of the most outstanding postwar contributors to 

 
1 Kuhn (2007) describes the Frankfurt School’s hostility to Grossman’s economic analyses, which arose from a fear of 
antagonising rich funders. This ironically nearly destroyed the institute’s reserves in the very crisis he accurately predicted. 
2 ‘the force of capitalism is acknowledged but it is turned into a necessary but empty foil for the cultural turn, included 
certainly, but allowed no life of its own…’Cultural’ analysis has become more and more sophisticated but it is mixed in with 
a level of ‘economic’ analysis which rarely rises above that of anyone who can read a newspaper’ (Thrift 1999) 
3 Lenin ([1917]1969), Hilferding ([1919]2006), see also Luxemburg ([1913]1973) 
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Marxist theory (Rosdolsky 1977, Mandel 1974). Ironically, the actors who take the Eleventh 
Thesis most seriously are the least accredited by the philosophers. 

Repelled by the crudities of raw class struggle, ‘Marxist economics’ retreated into a narrow 
academicized literature littered with mathematical niceties and more intent on proving 
Marx’s errors than advancing his theory. Under the impact of the Austrian assault on Marx 
led by Böhm-Bawerk ([1884]2014) and the responses of the Russian Legal Marxists (Dmitriev 
[1898-1902]1974), the Austro-Marxists, and their contemporaries (Bortkiewicz [1905]1952), 
the end result (Steedman 1971, Morishima 1973, Roemer 1981) was a rejection of Marx’s 
value theory on the grounds, now discredited (Freeman and Carchedi 1996, Kliman 2007, 
Kliman et al 2016) that his conclusions could only be reached by discarding his methods.  

These conclusions were reduced to the simplistic proposition that workers were exploited. 
Scant trace remained of landlords, merchants, peasants, or bankers, not to mention the 
nation, imperialism, capitalist slavery, or racism. 

The process led to the de facto disappearance of Political Economy from most Western writing 
on Marx’s economics, foreshadowing its elimination from university curricula. The end result 
(Freeman 2010a) was to reduce Marxist thinking into two distinct theoretical practices: 
Marxism without Economics, and Economics without Marx. 

The damage to Marx’s economic theory as such is well-documented (Kliman et al 2013, Desai 
2016). This chapter reasserts an equally damaged, but no less essential aspect of Marx’s value 
analysis: his theory of class. 

Classical political economy and the problem of distribution 

It is customary to view Marx’s value theory as answering the question ‘where does wealth 
come from?’ This begs the equally burning question ‘where does it go?’ It is likewise 
traditional to present the classicals as forerunners of the ‘labor theory of value’ – a term 
coined by Kautsky (1905), and never used by Marx. Consider, however, the opening 
paragraphs of Ricardo’s signature work: 

The produce of the earth—all that is derived from its surface by the united 
application of labour, machinery, and capital, is divided among three 
classes of the community; namely, the proprietor of the land, the owner of 
the stock or capital necessary for its cultivation, and the labourers by whose 
industry it is cultivated… 

To determine the laws which regulate this distribution, is the principal 
problem in Political Economy (Ricardo 1817, 1, my emphasis) 

As a contribution to the ‘labor theory of value’ these sentences barely pass muster: wealth is 
the ‘produce of the earth’, derived from the ‘united application’ of labor, machinery and 
capital. The laborers ‘by whose industry it is cultivated’ are relegated to a mere instrument. 

Yet Ricardo was hardly unaware of labor’s role in production; the point is that his enquiry 
does not start there. The ‘principal’ problem is to determine ‘the laws which regulate this 
distribution’.  
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However, this logically presupposes some substance, produced in one place, and transferred 
to another: value. In short, the search for a concept of value distribution provides the classical 
rationale for a theory of value production. In furnishing this theory, did Marx abandon 
classical concerns with distribution, substituting a narrower enquiry into the reproduction 
and breakdown of the capitalist economy?  

Textual evidence suggests the opposite; Volume III develops and applies his theory of value 
to lay bare the mysteries of capitalist distribution and in an important sense, everything up to 
chapter 16 is just a prelude to the real meat – the remaining 37 chapters, presenting Marx’s 
theory of class, organized around the principle that value is appropriated by social actors by 
virtue of the type of property they own. 

This finally suggests a rather different interpretation of Marx’s announced aim to ‘reveal the 
economic law of motion’ of capitalist society (Marx [1867]1992:92), which is easy to misread 
as confined to ‘pure’ economic matters like prices, exploitation, or the profit rate. However, 
Marx’s concept of ‘law’ (Freeman 2010b) is social. It concerns the reproduction of capitalist 
society as a whole – in particular its classes, both materially in feeding their members, and 
politically in maintaining the legal, cultural and political relations that define them as a class. 

Marx therefore has to explain how each class obtains the value it needs to reproduce itself as 
a class. He can then show how classes behave and interact, and thus identify the ‘law’ of the 
social and political conflicts, wars, and revolutions that are the end result of capitalism’s 
economic contradictions. His class theory is thus integral not just to his theory of history or 
politics, but to his economic theory itself. No achievement could be more relevant today. 

 

The capitalist mode of production and its historical predecessors 

The first fifteen chapters of Capital Volume III show how a general profit rate is formed by 
showing how competition creates a general pool of surplus-value. The purpose is not, as is 
frequently supposed, the narrow aim of solving Ricardo’s difficulties with the transformation 
of values into prices of production; it is the foundation of a theory of distribution. The 
remaining 37 chapters show how this surplus-value is allocated to classes specializing in 
particular types of property: merchants, bankers, landowners and so on. 

Of fundamental importance is that Marx grounds this analysis in the insistence that these are 
capitalist, not pre-capitalist classes. Their revenues constitute a part of the total surplus value 
of society. This is required both logically, as we discuss below, and historically: capitalism 
really had, by the time Marx wrote, replaced almost all prior classes, and all prior mechanisms 
for extracting surplus labor, with specifically capitalist equivalents. Superficially, classes such 
as usurers or landlords appear to be survivals from earlier times, creating the illusion that 
they are alien to ‘pure’ capitalism, and that the problems they create are a distortion. 

Volume III therefore shows how capitalism subsumes apparently separate, unique sources of 
revenue, originally contingent on special legal rights such as aristocratic privilege or merchant 
monopolies, and thereby transforms them into mere assets, accessible to any legal person 
with money to buy them. He thereby sweeps away all attempts to dismiss or explain these 
revenues, and their effects, as aberrations or special cases. 
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The most famous result is his disproof of Proudhon’s claim that exploitation arose from a 
failure to trade at the ‘fair prices’, determined by socially-necessary labor time. Marx 
([1867]992 258-270) shows in Chapter 5 of Volume I that no deviation of price from value can 
account for profit, since exchange can only redistribute value and cannot modify its total 
magnitude. Then, in Chapters 6 and 7 (Marx [1867]1992:271-293) he shows how surplus-
value, the difference between the value produced by labor-power and the value received in 
exchange, arises from the wage-relation itself, not in the ‘noisy sphere of the market’ but in 
the ‘hidden abode of production’.  

Capitalism itself, neither its maladministration nor alien forces within or without, is thus 
responsible for the existence, exploitation and subjugation of the working class. However, the 
principle extends beyond the wage-relation. The surplus is subdivided into the revenues of 
classes, whose competitive struggle, exception made of great revolutionary moments, 
constitutes the actual business of bourgeois civil politics.  

Marx analyses these in their most developed, capitalist form to show how capitalism itself, 
not a failure of regulation or an intrusion of classes prior or antithetical to it, gives rise to the 
conduct of bankers, landlords or merchants. This shows how it is produces all the adverse 
phenomena associated with it yet blamed by its apologists on influences alien to it: regular 
financial crashes, the impoverishment of pre-existing civilizations, the rapine of the earth’s 
resources, and its incessant drive to war. 

To commence our study of this point, let us consider first the majestic section on ground-rent, 
which opens thus (Marx [1894]1993: 751): 

The analysis of landed property in its various historical forms lies outside the 
scope of the present work. We are concerned with it only in so far as a 
portion of the surplus-value that capital produces falls to the share of the 
landowner. We assume therefore that agriculture, just like manufacturing, 
is dominated by the capitalist mode of production, i.e. that rural production 
is pursued by capitalists, who are distinguished from other capitalists, first 
of all, simply by the element in which their capital and the wage-labour that 
it sets in motion are invested. 

He continues, in a paragraph which applies across the whole of the volume: 

The assumption that the capitalist mode of production has taken control of 
agriculture implies also that it dominates all spheres of production and 
bourgeois society, so that its preconditions, such as the free competition of 
capitals, their transferability from one sphere of production to another, and 
equal rate of average profit, etc, are also present in their full development. 
The form of landed property with which we are dealing is a specific historical 
form, a form transformed by the intervention of capital and the capitalist 
mode of production. (My emphasis) 

This is a unifying principle. Marx neither denies that property-owners may specialize in one 
type of property such as land, interest-bearing capital or commerce, nor that their original 
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patrimony predates capitalism. He simply shows how, when they meet capitalism, these larval 
ancient rights metamorphose into new, specifically capitalist forms. 

The mechanism of the mutation is the formation of a general pool of profit on which any 
propertied class can draw, provided it accepts a money revenue and makes its assets and 
products available to moneyed purchasers. This arises because capital ceaselessly migrates 
from one sphere of activity to any other in the unending pursuit of an additional, surplus profit 
above the general rate: 

The specific productivity of labour in one particular sphere, or in one 
individual business in this sphere, concerns the capitalists directly involved 
in it only insofar as it enables this particular sphere to make an extra profit 
in relation to the total capital, or the individual capitalist in relation to his 
sphere (Marx [1894]1993:300) 

The pursuit of surplus profit is not only the dynamic motor of the capitalist economy (Mandel 
1974) but the key to its historical evolution. When a property type becomes alienable, it 
metamorphoses. It takes flight as a money sum, entitled to a return from that universal 
honeypot which the worker bees replenish day upon day. All ‘antediluvian forms’ of property 
are thus transformed into capitalist forms of the same type of property. These are governed 
both by the general search to maximize this return, and by laws specific to their function 
within capitalism.  

These specific laws are also capitalist laws, independent of their pre-capitalist origins. This is 
clearest for investments yielding rent (minerals, housing, etc.), which arises because the 
resource they deal with is limited. Now, natural limits of course exist in all modes of 
production. But when access to a resource is converted from a privilege of birth to something 
bought and sold, the money that that buys it is a capital like any other. And once it yields a 
money revenue, its owner gets access to the all wondrous products of the industrial world. 
This is why on the one hand, a mine or an oil well is an investment like any other; but on the 
other, today’s extraction industries are the most rapacious the world has seen. 

Marx does not of course deny that pre- or non-capitalist classes may also exist, and even rival 
capitalists in destructiveness. The crucial point is we do not logically need to assume them. 
The solution to capitalism’s problems does not lie, therefore, in mindless assaults on 
influences allegedly external to it: we can defeat them all, but the problems will remain. We 
can no more suppose that regulating finance, or controlling rent, will eliminate crisis and 
rapine, than that fair wages will eliminate exploitation. 

Politically, socially and culturally, property-owning capitals of all types are furthermore 
thereby bound to the general interest of all capital in securing the greatest possible ‘pot’ of 
surplus from which, in ‘friendly’ competition, they can draw their share: 

We thus have a mathematically exact demonstration of why the capitalists, 
no matter how little love is lost among them in their mutual competition, 
are nevertheless united by a real freemasonry vis-à-vis the working class as 
a whole (Marx [1894]1993:300) 



7 
 

This ‘Proudhon Principle’ also sheds light on Marxist discussion concerning ‘stages of 
development’, for example whether Peonage, or the Latifundia system in Latin America, caste 
in India, or so-called ‘economic backwardness’ in the former colonial world, are pre-capitalist 
survivals or an imperialist imposition. The issue originates in the splits among Russian 
revolutionaries over whether a ‘stage’ of capitalist development was necessary before post-
capitalist institutions could be introduced. A general concept of ‘historical stages’ through 
which any national society had to pass, 4 including primitive communism, slavery, feudalism, 
capitalism and socialism, then entered Marxist Dogma. 

This creates insuperable problems when it imposes the idea that each separate national 
society has to pass through each separate stage. For Marx ([1867]1992:579-580), the whole 
world was capitalist once it was trading in capitalistically-produced commodities, somewhere 
around the mid-eighteenth century: 

By ruining handicraft production of finished articles in other countries, 
machinery forcibly converts them into fields for the supply of its raw 
material…A new and international division of labour springs up, one suited 
to the requirements of the main industrial countries, and it converts one part 
of the globe into a chiefly agricultural field of production for supplying the 
other part, which remains a pre-eminently industrial field. 

The allegedly ‘pre-capitalist’ classes of Stages Theory were then by and large converted into 
capitalist classes of a specific type, as is made clear by the neglected Chapter 30 of Volume I, 
dealing with the ‘so-called Primitive Accumulation’. Consider thus Marx ([1867]1992: 915): 

The discovery of gold and silver in America, the extirpation, enslavement 
and entombment in mines of the aboriginal population, the beginning of the 
conquest and looting of the East Indies, the turning of Africa into a warren 
for the commercial hunting of black-skins, signalised the rosy dawn of the 
era of capitalist production. These idyllic proceedings are the chief moments 
of primitive accumulation.  

Is Marx describing pre-capitalist institutions – or the classes which capitalism itself creates? 
Writers following Brenner (1977) consider slavery a transhistorical category, by definition 
non-capitalist, since it involves forced labor whilst the characteristic labor form of capitalism 
is waged or ‘free’ labor.5 Yet the produce of capitalist slaves is sold on the market in 
competition with that from wage-labor; they work on machines;6 and being commodities, 
constitute capital themselves.7 Marx’s writings on the Civil War (Marx and Engels. [1871-73] 

 
4 The Wikipedia entry for ‘Marx’s theory of history’ (https://en.wikipedia.org/wiki/Marx’s_theory_of_history, accessed 10 
April 2018), listing no fewer than nine distinct stages of history, speaks for this view more eloquently than could any single 
citation. 
5 “To state the case schematically: ‘production for profit via exchange’ will have the systematic effect of accumulation and 
the development of the productive forces only when it expresses certain specific social relations of production, namely a 
system of free wage labour, where labour power is a commodity.” Brenner (1974:8) 
6 The most notable machine was Eli Whitney’s cotton gin, which made it possible for slaves to process short-staple cotton 
north of original the plantation belt, virtually guaranteeing the eruption of the Civil War. 
7 See Losurdo’s (2014) dissection of Liberalism for further elaboration. 
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2016) demonstrate an acute awareness of the modern and capitalist character of ‘the peculiar 
institution’. 

In these passages one sees how Marx viewed both the barbarity that capital showed itself 
capable of, and the hypocrisy of its liberal apologists. Far from presenting capitalism as the 
apotheosis of freedom, he lambasts it as the organizer of all prior forms of enslavement, 
bringing to a high point their primary purpose of extracting the greatest possible surplus labor 
to the benefit of all property-owning classes. 

Marx’s analysis also illuminates the political structures that secure capitalist domination.  
Capitalism offers, to any class of property-owners willing to monetise its assets and sell its 
produce, an economically superior way of achieving their pre-capitalist ends, and this is the 
source of their political compliance. Only thus can we understand historical facts like the 
survival of monarchy (Mayer 2010:136), including figures such as King Leopold II of Belgium 
(Hochschild 1999) – personally credited with the death of 10 million Africans – or the 
apparently incomprehensible alliance between the US state, Israel, and the Saudi monarchy. 

The reader who truly desires to enters Marx’s world must abandon all hope of finding 
progressive capitalist antagonisms to its predecessors, beyond those that directly block the 
accumulation of money. The word ‘reactionary’ appears only three times in all of Capital; for 
every crime that liberal opinion ascribes to reaction, he squarely indicts capitalism, to which 
he ascribes only one progressive function: it nourishes the gravedigger of all classes, the 
working class.  

Property and revenue in the classics and Marx 

Why is the category of value necessary to reach such conclusions? To shed light on this we 
step back to ask how, in general, property-owning classes receive their revenue when it takes 
the form of money that they use to buy commodities. 

Marx’s differences with the classical legacy can be distilled into two: what rigorous meaning 
can be assigned to the ‘produce’ of society, and to ‘receiving’ a portion of it? Both problems 
center on the concept of property. Distribution is not a physical transfer; it is an act of social 
appropriation. Capitalists are not allocated heaps of grain or gold: they get an entitlement: 
the legally-enforced right to dispose of their property and its usufruct, and to exclude others 
from all claims on them: that which the Romans termed jus utendis et abutendis – the right 
to use and abuse. 

The end result, and distinguishing feature, of capitalist property is that it can be alienated: 
exchanged for money. All early capital accumulated in the form of movable goods, be they 
sheep, cloth, corn, spices, armaments precious metals or slaves, because these were most 
easily prised from the cold dead hands of the feudal lord to be converted first into the 
property of merchants, then the produce of capitalists. The right to own, buy and sell land 
was a central focus of the European bourgeoisie’s political demands from Cromwell to 
Robespierre.  

As capitalism advances, sphere after sphere of human activity, from credit to childcare, are 
packaged to be bought and sold. Capitalist property is thus from the get-go intertwined with 
the commodity; Marx ([1867]1992:125) begins by describing capitalism as an ‘immense 
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collection of commodities’. Distribution, then, consists of the exchange of titles to 
commodities. 

This characteristic property form that makes this possible is often misrepresented as 
‘individual’; yet its essence is corporate, which is why the concept of ‘legal person’ is pre-
eminent in jurisprudence. Even the neoclassical ‘consumer’ is the household. The word 
‘private’ simply signals that the owner is the sole owner. This is one of the reasons we may 
speak of ‘classes’ as semi-collective owners of specific types of property and indeed, it is very 
characteristic of classes that they form alliances, associations, and parties to protect the 
corporate interests of their class. 

The issue ‘what is production?’ can then be approached from a different angle; even by 
speaking of it, we distinguish it from distribution. We have already noted Marx’s simple point 
that, since capitalist distribution consists of exchanging commodities, it cannot by definition 
modify the value already produced. This immediately tells us that money, for example, cannot 
be the substance of value, since money prices can rise or fall with no change to the 
commodities in existence.8 It also explains why, as the only commodity that is directly 
engaged in the production of all other commodities, labor power is the obvious and only 
candidate for the source of value. 

This then has to be squared with the characteristic principle of capitalist distribution that 
revenue is an entitlement of a type of property. The classical enquiry therefore amounts to 
asking how a type of private property – in land, capital, or the laboring capacity of the person 
– entitles its owner to a particular part of the value that society produces. 

Marx overcomes the inadequacy of the classical answer by recognizing the legitimacy of the 
classical question. This is evident in his scrupulous attention to Smith’s ‘adding-up’9 
conception of value: 

Adam Smith first explains that exchange-value resolves itself into a certain 
quantity of labour and that after deducting raw materials etc., the value 
contained in exchange-value is resolved into that part of labour for which 
the labourer is paid and that part for which he is not paid, the latter part 
consists of profit and rent (the profit in turn may be resolved into profit and 
interest).  Having shown this, he suddenly turns about and instead of 
resolving exchange-value into wages, profit and rent, he declares these to 
be the elements forming exchange-value, he makes them into independent 
exchange-values that form the exchange-value of the product; he constructs 
the exchange-value of the commodity from the values of wages, profit and 
rent, which are determined independently and separately.  Instead of having 
their source in value, they become the source of value. (Marx 1963:217) 

Marx students can find this puzzling if they view it as a purely arithmetic question. A definite 
quantity of social output is a sum of value L comprising wages V, and surplus S which is in turn 
composed of rent R and profits P. Surely, then 

 
8 This is one of the principal difficulties I have with the value-form school (Backhaus 2011) 
9 The term ‘adding-up’, according to Dobb (1973:46), is due to Sraffa (1951) 
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 L = V + R + P 

Is just the same as V + R + P = L 

Smith’s own formulations clarify the issue 

[T]he whole produce of labour does not always belong to the labourer. He 
must in most cases share it with the owner of the stock which employs him. 
Neither is the quantity of labour commonly employed in acquiring or 
producing any commodity, the only circumstance which can regulate the 
quantity which it ought commonly to purchase, command or exchange for. 
An additional quantity, it is evident, must be due for the profits of the stock 
which advanced the wages and furnished the materials of that labour. 
(Smith 1776) 2008,55) 

If we read these passages Whiggishly, as incomplete formulations of a finished labor theory 
of value, our attention is riveted on the words ‘the whole produce of labor does not always 
belong to the laborer’. Is this not simply a clumsy statement of Marx’s labor/ labor power 
distinction? No, because ‘an additional quantity, it is evident, must be due for the profits of 
the stock’.  

The difference is this: for Marx, profit is necessary for social, not economic reasons; it 
maintains a class of people that specialize in owning the stock. For Smith the reasons are 
economic, not social: the capitalist supplies something integral to production; a ‘factor’ of 
which profit is the ‘price’. For Marx profit is then a deduction, just like taxes (which 
neoclassicals without shame refrain from treating as a reward to the factor of government). 
But for Smith it is an addition because it contributes to production in some economically 
meaningful sense. 

Yet if it is a factor of production, it is a very odd one: it is not ‘used up’ – consumed – in 
production, and doesn’t even have a measure, other than the money paid for it. The issue is 
thrown into sharp relief by Smith’s treatment of rent: 

As soon as the land of any country has all become private property, the 
landlords, like all other men, love to reap where they never sowed, and 
demand a rent even for its natural produce. The wood of the forest, the grass 
of the field, and all the natural fruits of the earth, which, when land was in 
common, cost the labourer only the trouble of gathering them, come, even 
to him, to have an additional price fixed upon them. He must then pay for 
the licence to gather them, and must give up to the landlord a portion of 
what his labour either collects or produces. This portion, or, what comes to 
the same thing, the price of this portion, constitutes the rent of land, and in 
the price of the greater part of commodities, makes a third component part. 
. (Smith 1776) 2008,56) 

Rent, for Smith and even more clearly for Ricardo, arises not because the landlord supplies 
anything, but because he has enclosed it. The landowner ‘reaps where he has never sowed’; 
the actual factor of production is supplied by nature – it is a ‘natural fruit of the earth’. Rent, 
like capital, is a payment due to an owner by virtue of being an owner, not the cost of the 
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used material. But unlike capital, the owner has only enclosed what is already there; he has 
not supplied it. In Ricardo (1815,9), the difference comes to the fore. ”Rent,” he says, 

is in all cases a portion of the profits previously obtained on the land. It is 
never a new creation of revenue, but always a part of a revenue already 
created. 

This conclusion expresses, it is well-known, the hostility of the rising industrial bourgeoisie to 
the entrenched privilege of the aristocratic classes. Unfortunately for the classical tradition, 
it opened the door to Hodgskin’s (1825) Ricardian Socialist conclusion that profit, just like 
rent, was a deduction from the produce of labor.  

Economists were well aware of the danger that, in James Mill’s words (Dobb 1973:98) “if 
[Hodgskin’s ideas] were to spread they would be subversive of civilised society”, leading to a 
concentrated reaction against Ricardo. It was left to Marx to render rigorous, and coherent, 
two ideas that wrestle with each other in the writings of the classicals and were formally 
interred in the Marginalist (counter-) revolution. 

The first of these is that the whole produce of capitalist society divides into two parts of which 
one rewards the producers, and the other the property-owners. This remainder, for Marx, 
constitutes surplus-value, the pool that supplies all capitalist profit. The second idea is that 
this profit itself divides into streams of revenue, each appropriated by a distinct group of 
capitalists (merchants, landowners, bankers and so on) by virtue of specific laws that govern 
the way their capital enters the reproduction of capital as a whole; these distinct groups make 
up the property-owning classes.  

We now turn to this central, second, proposition. 

 

The general rate of profit and the revenue of classes 

Marx opens the section of Volume III dealing with merchant capital as follows: 

Commercial capital is involved in the equalization of surplus value that forms 
average profit; therefore, even though it is not involved in the production of 
this surplus-value. The general rate of profit thus already takes account of 
the deduction from the surplus-value which falls to commercial capital, i.e. 
a deduction from the profit of industrial capital (Marx [1894]1993:400, my 
emphasis) 

He thus departs from the classicals by beginning with merchant capital, which he divides into 
two branches: commercial capital proper, dealing in commodities, and money-dealing capital. 
It is the starting point of his theory of distribution for several reasons, of which the most 
important is that the circuit of social capital includes not just production but realization – the 
sale of commodities for money. This simple observation lays the basis for an account of the 
key new classes of capitalism. 

Both traders and money-dealers interpose themselves in the M-C-M part of the circuit of 
capital. Traders buy commodities from the direct producer and then sell to consumers or 
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other industries. Money-dealers manage hoards and lend it out; they also create loan-capital 
from bills of trade or credit.  

Trading profit is the simplest to understand; it comes from the difference between purchase 
and sale price. Consequently, it adds nothing to the value created by society: 

Commercial capital, therefore, stripped of all the heterogeneous functions 
that might be linked to it, such as storage, dispatch, transport, distribution 
and retailing, and confined to its true function of buying in order to sell, 
creates neither value nor surplus-value, but simply facilitates their 
realization. (Marx [1894]1993:395) 

Three related questions then arise: first, since commercial capital creates ‘neither value nor 
surplus value’, how does it get the profit which it did not generate? Second, why is this 
tolerated? Why do the industrial capitalists not simply eliminate this drain on their own 
revenue, if only by squeezing the margins of the merchants or taking on their functions 
themselves? Third, and perhaps most important, what are the limits of the services that 
merchant capital can render, given that it is in some sense functional for capital as a whole? 

Marx’s answer to the first two questions lies in the formation of a general profit rate. An 
important error, in the Bortkiewicz-inspired interpretation of this theory, is the idea that a 
general profit rate implies profit rates are actually equal.  

Marx in contrast clearly assumes profit rates are statistically distributed around an average 
(Machover and Farjoun 1983). This is not dissimilar to Keynes’ concept of a marginal efficiency 
schedule (Chick and Freeman 2018); at any given time, there are many different returns on 
capital, forming a distribution of rates whose average is the general rate. Capital constantly 
migrates from lower to higher rates in search of a surplus profit, as discussed earlier. 

The rate of profit… can vary even within the same sphere, given the same 
market price, according to the different conditions in which individual 
capitals produce the same commodity: for the profit rate on an individual 
capital is not determined simply by the market price of the commodity but 
rather by the difference between market price and cost price. And these 
various rates of profit, firstly within the same sphere and then within the 
various different spheres, can be equalized only through constant 
fluctuations. (Marx [1894]1993:490) 

Commercial profit is a product of this process. If there were no profit on commerce, capital 
would migrate out of it and into industry. This would reduce the supply of retail goods, raising 
their price, and reduce that of the producer’s goods, lowering their price and restoring the 
merchant’s margin. 

Yet, since the circulation phase of industrial capital forms just as much a 
phase in the reproduction process as production does, the capital that 
functions independently in the circulation process must yield the average 
profit just as much as the capital that functions in the various branches of 
production. If commercial capital were to yield a higher average profit than 
industrial capital, a part of industrial capital would change into commercial 
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capital. If it yielded a lower rate, the opposite process would take place. 
(Marx [1894]1993:395) 

But this average profit is now determined differently. It is determined by the 
total profit that the total productive capital produces. (Marx [1894] 
[1894]1993:399) 

However, this function is not simply parasitic; it is a requirement of the reproduction process 
at a whole. It reduces the time of circulation and thereby the volume of commodities tied up 
as unsold inventory. It does so efficiently, by specializing in the purely commercial side of 
realization, reducing the mass of capital which exerts a claim on the general pool of surplus 
value available for distribution and so – in the good times – raising the general rate of profit, 
even while extracting a tribute for these services. 

The paradox is that this function breaks down at the moment of crisis: 

By virtue of this autonomy [from industrial capital], its movement is within 
certain limits independent of the reproduction process and its barriers, and 
hence it also drives this process beyond its own barriers. This… drives 
commercial capital to a point where its inner connection is forcibly re-
established by way of a crisis. (Marx [1894]1993:419) 

A characteristic of capitalist classes now comes to the fore in Marx’s treatment of money-
capital: the classes most necessary to capitalism are the source of its greatest difficulties. 

 

Money, money-capital, and fictitious capital: storm center of crisis 

Marx, like Keynes, rejected Say’s Fallacy,10 which claims there can be no general 
overproduction or glut, since producers put purchasing power in the hands of the suppliers 
of their inputs, which must eventually buy their produce. Marx’s objection is simple: products 
do not exchange for products but for money: 

The conception adopted by Ricardo from the tedious Say, that 
overproduction is not possible or at least that no general glut of the market 
is possible, is based on the proposition that products are exchanged against 
products. (Marx [1867]1992:493) 

The money that the producers parted with can simply be retained, to accumulate as a ‘hoard’.  

[T]he function of money as means of payment develops out of simple 
commodity circulation, so that a relation of creditor and debtor is 
formed…this spontaneous basis for the credit system is expanded, 
generalized and elaborated. By and large, money now functions only as 
means of payment, i.e. commodities are not sold for money, but for a 
written promise to pay at a later date. (Marx [1894]1993:525) 

 
10 A more accurate term than ‘Say’s Law’ by which it is conventionally known. Economics is unique in using the word ‘law’ to 
describe things that don’t happen. 
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These hoards are part of normal reproduction: producers must set aside reserves for daily 
purchases and to replace fixed capital as it depreciates. Like commercial capital, money-
capital plays a necessary role for capital as a whole, facilitating credit and processing 
transactions efficiently: 

The purely technical movements that money undergoes in the circulation 
process…having acquired autonomy as the function of a special capital 
which practices them, and them alone, as its specific operations, transforms 
this capital into money-dealing capital… 

A definite part of the total capital now separates off and becomes 
autonomous in the form of money capital, its capitalist function consisting 
exclusively in that it performs these operations for the entire class of 
industrial and commercial capitalists. (Marx [1894]1993:431) 

However, the money-lending classes have a different character from the commodity-traders: 
they neither buy, nor sell, any consumed or produced thing. Their revenue arises from 
interest, a charge made by the lender in return for a new use of capitalism: it functions as 
capital. 

On the basis of capitalist production, money…is turned from a given, fixed 
value into a self-valorizing value capable of increasing itself. It produces 
profit, i.e. it enables the capitalist to extract and appropriate for himself a 
certain quantity of unpaid labour, surplus product and surplus-value. In this 
way, the money receives, besides the use-value which it possesses as money, 
an additional use-value, namely the ability to function as capital…it 
becomes a commodity. (Marx 1894]1993[:459) 

The use-value of money lent out is its capacity to function as capital and as 
such to produce the average profit under the average conditions. (Marx 
[1894]1993:474) 

This is a specifically capitalist use of money; it exists symbiotically with industrial capital, 
because the industrialists have no option but to share their surplus-value with the money-
capitalists. Money-capital appears on the scene.  

The prevailing average rate of interest in a country…cannot be determined 
by any law. There is no natural rate of interest, therefore, in the sense that 
economists speak of a natural rate of profit and a natural rate of wages 
(Marx [1894]1993:485) 

Some caution is required. Money-dealing revenue is not the rate of interest charged to 
borrowers, but the difference between this and the charge to lenders. (Marx 1993[1894]:531) 
‘Plain vanilla’ banking plays the simpler function of credit-broking, borrowing from those with 
money they cannot use and lending to those with uses they cannot fund. Nevertheless, Marx’s 
point stands: money-dealing revenue is not governed by the price of commodities.  

A contradiction now swims into view; just as in commodity-trading, the most rational solution 
to the problem of realization becomes a key factor in crises of realization, money-capital 
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becomes the storm-center of crisis. Recessions – prolonged periods of overproduction 
accompanied by unemployment and idle capacity (Freeman 2017) – are the most general 
expression of realization crises. However, they are almost always touched off by financial 
shocks, which then become mistaken for their actual cause. Why? The answer lies in the 
nature of accumulation itself, the final step in the imposing logic that underpins Marx’s theory 
of class. 

Having established that even simple forms of money – whether currency or trade debt makes 
no difference – can function as loan capital, part Four of Volume III extends to the full gamut 
of banking, credit and financial capital, belying all-too-frequent assertions that Marx thought 
precious metals the only form of money. Credit and finance enter at this point because in 
their fully capitalist form, they are tributaries of industrial capital. To introduce credit at the 
beginning, as a premise of industrial capital, would make the argument circular.  

On this foundation, he analyses the money and banking system. A full discussion is beyond 
our scope.11 We focus on the category of fictitious capital, which brings the operation of all 
propertied classes within the orbit of the already autonomous circuit of money or loan-
capital, giving rise to its hallmark characteristics of semi-independence with respect to 
industrial capital, rising to a kind of illusory subsumption of industrial capital to its whims and 
the great political power it enjoys, side-by-side with its place at the storm-center of all 
capitalism’s crises. 

We already encountered Marx’s formulation that capital constitutes not only a use-value in 
its own right but a commodity, insofar as it is bought and sold. At first sight this contradicts 
Volume I’s insistence that commodities are products of labor. Marx could conceivably have 
made the difference terminological, perhaps describing it as a fictitious commodity, just as he 
distinguished labor from labor-power. 

Nevertheless, the distinction is conceptually very clear, and Marx describes it at length. Loan-
capital does not function like other commodities. It is not ‘used up’ and it does not even have 
a measure independent of its function as capital. Insofar as it is a commodity, it is a 
commodity of an entirely different type, an exception that proves, rather than contradicting, 
the rule that all commodities are a direct product of labor. 

In Chapter 29, Marx does clearly set aside the name ‘fictitious capital’ for loan capital which 
has been alienated and is sold as a monetary instrument – a bond, equity, mortgage, or other 
interest-bearing title.12 

Alongside this money-dealing, the other side of the credit system also 
develops, the management of interest-bearing capital. 

The form of interest-bearing capital is responsible for the fact that every 
definite and regular money revenue appears as interest on some capital, 
whether it arises from some capital or not. The money income is first 
converted into interest, and from the interest one can determine the capital 

 
11 The reader may want to consult de Brunhoff (1976), Lapavitsas and Itoh (1999), Freeman (2004), or A. Nelson (2014)  
12 In Chapter 25 (Marx 1993[1894] 525) the term is used in a different sense of a swindle, which gives rise to the 
misapprehension that it is some kind of fake or fraud; his usage in chapter 29 is quite different, referring to very ‘real’ things 
like bonds or land titles. 
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from which it arises. In like manner, in the case of interest-bearing capital, 
every sum of value appears as capital as long as it is not expended as 
revenue; … 

The formation of a fictitious capital is called capitalisation. Every periodic 
income is capitalised by calculating it on the basis of the average rate of 
interest, as an income which would be realised by a capital loaned at this 
rate of interest. For example, if the annual income is £400 and the rate of 
interest 5%, then the £100 would represent the annual interest on £2,000, 
and the £2,000 is regarded as the capital-value of the legal title of ownership 
on the £100 annually. For the person who buys this title of ownership, the 
annual income of £100 represents indeed the interest on his capital invested 
at 5%. (Marx [1894]1993:596-597) 

This leads to three consequences fatal for this form of capital.  

First, in the form of monetary instruments (as opposed to a merely personal loan, for example 
from a friend or an old-style personal banker) it competes with all other possible uses of 
capital in the course of the formation of the general rate of profit. Just as capital can leave 
the sphere of industry in favor of commerce, and vice versa, or leave a low-productivity 
enterprise for a higher one, it can leave the world of genuine commodities altogether, when 
the owner acquires a debt instrument.  

Second, precisely because money-dealing capital has developed refined machinery for 
processing money transactions, capital moves around in the financial sphere much faster. 
Buying a factory is a drawn-out process; a bond changes hands in a millisecond. 

Third, and critically, the mechanism of equalization is inverted. Productive capital consists of 
goods whose value is fixed in the past and cannot be changed other than by the slow process 
of moral depreciation. Their rate of return adjusts through changes in revenue. A financial 
investment, in contrast, consists of a variable capital sum whose magnitude is fixed in the 
day-to-day fluctuations of the market. Their rate of return therefore adjusts by means of a 
change in price of the asset itself. 

Marx does not refer to ‘expectations’ and it is not clear he needs to: the key point is simply 
that the price of a financial asset is formed on the basis of estimates calculated from the past; 
as time moves forward, new information becomes available and a new estimate of future 
income is formed. At that time the asset’s price – its magnitude – adjusts instantly. If the 
direction is downward and a large enough volume and spread of assets is involved, these 
downward falls feed off each other and produce the crash.13 

 

Finance as the organizer of capital and the center of its contradictions 

Are crashes avoidable? Can a ‘rational’ organization of finance and commerce insulate 
capitalism from the alternation of recessions and booms which Schumpeter (Freeman 2014) 
credits Marx with discovering? Financial regulation, which probably began with the 1610 

 
13 See Egoavil (2009) on Marx’s analysis of the 1856 French bank crash 
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Dutch prohibition of short selling, is as old as capitalism; and it is associated with a strong 
tradition in political economy, not least that of Keynes. 

There are few reasons to doubt that regulation matters; almost no nation has enjoyed a 
prolonged period of growth without it; today’s star performers, notably China (Ross 2016) are 
precisely those that retain the strongest financial controls. However, these controls on their 
own are insufficient, if we accept Marx’s analysis, to remove the root cause of instability. 

First, all capital, industrial capital included, passes through a money stage. No matter how 
engaged in production, all capitalist classes must therefore pay due regard to the 
management of money. 

The underlying problem is Say’s Fallacy. All equilibrium-based analyses of capitalist 
reproduction simply assume that any surplus, above and beyond what is consumed, must 
eventually be accumulated as productive assets. This is simply not so. Surplus capital – 
unspent money – can accumulate in many forms other than productive assets, which then 
acquire a monetary character, whether commodity futures, real estate, fine art collections, 
bitcoin, football teams or just plain bonds stocks and derivatives.  

Financial markets convert this mountain of assets into revenue streams by adding ‘glamour’ 
– the rate at which their prices are rising – to the actual revenue, which may well be zero or 
even negative. This results in a positive feedback frenzy as capital pours into asset speculation 
in the hope of a killing, until the crash, which is inevitable. 

If there were a ‘normal’ course of capitalist development this would remain a cyclic 
phenomenon with the assets re-entering production in the boom phase, after the crash has 
restored asset prices to a rational level. The long-run decline in the profit rate, however, 
changes all bets. As Marx showed, this arises from capitalist accumulation itself, which 
constantly adds to the value of the denominator of the profit rate without increasing the 
numerator. This accumulated value is not eliminated in financial crashes, unlike the fictitious 
overvaluation of monetary assets based on it. 

As the return on productive investment declines, the cut-off point at which financial assets 
become more attractive sinks ever lower. Financial speculation then becomes a systemic, not 
a conjunctural substitute for productive investment. Between 1987 and 2009, net purchases 
of financial assets by the UK corporate sector (Freeman 2012) were 20% higher than its 
acquisition of fixed (productive) assets. 

This ‘law of economic motion’ is non-reversible: it does not spontaneously bring about the 
circumstances of its own correction. It is reversed only when a significant part of a nation’s 
productive investment is removed from profit-maximizing mechanisms, either as a 
consequence of direct public investment as in the case of China today, or a combination of 
this and the state direction of private investment, as in boom launched by wartime US 
expansion.  

The 2008 crash was not, therefore, an autonomous crisis of finance; it expressed a wider 
systemic problem which will not be resolved by merely restoring the regulatory status quo 
ante. This finally brings us to the political role of the moneyed classes, recognizing them not 
as the agency of economic contradictions but as their most visible and acute expression. 
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The management of finance becomes the eminent domain of a class which then becomes its 
chief political representative. This is why neoliberal ideas, which directly express the ideology 
of the financial class, today dominate economic theory. The financial sector also, however, 
acquires the semblance of dominating all other classes because it converts every title to a 
revenue stream, whether issued by Exxon, Walmart, Microsoft, Facebook or a national 
government, into a monetary instrument, giving it phenomenal political leverage.  

There is good reason, for example, to believe that Argentina’s 1989 hyperinflation was a 
conscious political strategy to oust President Alfonsin, whilst the IMF and World Bank were 
becoming unaccountable world political forces in their own right, at the apogee of the 
structural readjustment period dictating social policies to sovereign governments which 
(Freeman 2004) halved the living standards of the majority of the world’s population. 

The financial classes, like the absolutist monarchy, express the dominant system’s most 
devastating contradictions. Reforming capitalism by eliminating financiers is like reforming 
feudalism by getting rid of kings. 

This is why we are today living through a third ‘Great Depression’ – the longest in capitalist 
history – which thus provides the most striking empirical confirmation of Marx’s theory of 
class conceivable. A hundred and fifty years later, it is time to listen once again. 
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