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Reply to Paolo Giussani’s paper on La Great Recession e il Saggio del Profitto: Osservazioni
sulla presentazione di Guglielmo Carchedi e Michael Roberts alla decima conferenza di HM 2013

We’d like to thank Paolo Giussani for his constructive critique and for giving us the opportunity to
clarify our position. Let us get immediately to the point. In our view, the way to test Marx’s law of the
tendency of the rate of profit to fall and its relevance to recurrent crises of capitalist production is two-
fold. First, we need to focus on the productive sectors (a proxy is the sector producing material goods,
even if the production of knowledge can be productive of surplus value). Second, we must consider the
relation between the organic composition and the profit rate.

This means that any increase in the rate of profit due to an increase in the rate of exploitation (a
countertendency) must be removed as a first step. In Figure 1, we look only at the productive sectors
(as defined) of the US economy. Figure 1 reveals that there is a long-term decline in the average rate
of profit in the productive sectors. But we have two lines. The first (darker line) shows the ‘constant
exploitation average rate of profit (CE-ARP)’, namely where the rate of exploitation is held constant.
This rate of profit falls from 1986 to 2010, as well as before. The second (lighter line) shows the ARP
if we relax that condition. In this case, there is a modest rise in the ARP after the mid-1980s. So this is
due to an increase in the rate of exploitation. This counterfactual analysis has been confirmed by work
of other scholars.1

Figure 1. Constant exploitation ARP (CE-ARP) and ARP

Source: Carchedi: Crises and falling profitability, in www.Marx2010.weebly.com

Critics of Marx’s law argue that the 2007 financial crisis emerged after a four-year rise in the general
ARP so that presumably a fall in the ARP cannot be the (ultimate) cause of (all) crises.  However, we
argue that the 2002-2006 rise in profitability before the recession of 2007-9, far from proving Marx’s
law wrong, actually substantiates it.

In our view, crises emerge within the context of a downward profitability cycle, but only when the new
value generated and total profits have a negative rate of growth i.e. they contract.2 Just as recoveries
require not only rising profitability but also an expansion of new value, so crises arise not only when
profitability falls but also when, within a downward profitability cycle, there is a contraction in
absolute new value. The point is not that crises must be preceded by one or more years of falling
profitability, but that they arise within a falling profitability cycle. Within such a cycle, a crisis year
can be preceded by one or more years of either falling or of rising ARP. The 2002-2006 recovery is
really part of the whole 2006-2010 downward cycle and the 2007-2009 crisis emerges within this
whole downward cycle. Falling profitability sets only the stage for the crisis, which is indicated by

1 Anwar Shaikh, The first great depression of the 21st century, Socialist Register, fall 2010, p50Figure 3.2 See Carchedi, Crises and falling profitability, in www.Marx2010.weebly.com
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negative new value and total profits. In the whole 2006-2010 downward profitability cycle, the
negative growth of new value and total profits has been -26.7% and -63.7% respectively, by far the
deepest of all the post-WWII crises, as in Table 1. So the 2007-2009 Great Recession does fall into
line with Marx’s theory of crisis.

Table 1.
Downwards
CE-ARP
cycles

Crisis years Negative growth
of new value1

Negative growth
of mass of profits1

1948-50 1949 -7.1% -19.2%
1953-54 1954 -5.2% -8.9%
1956-58 1957-1958 -13.6% -28.5%
1959-1961 1960-1961 -0.8% -13.4%
1969-71 1970 -6.2% -25.3
1973-75 1974-1975 -10.6% -10.2%
1978-83 1980-82 -15.2 -51.7%
1989-91 1990-1991 -12.3% -36.8%
1998-2003 2001-2002 -18.3% -54.8%
2006-2010 2007-2009 -26.7% -63.7%

1 From the first year before the crisis to the last crisis year. From: Carchedi, op. cit.

In Table 2, we look at the 2006-2010 downward cycle alone. In this cycle, the level of profitability
(CE-ARP) falls from 7.5% to 5.9%. And in percentage terms, it falls in each year (-2.6% to -13.2%).
The magnitude of the Great Recession is revealed by the negative percentage growth both in new value
and in total profits. Accumulation (net investments as percentage of assets) rises, slightly, from 2007
to 2008, but then it tumbles in 2009, lagging the fall in value and profits. The reason for the initial rise
is that investments initiated in the upward cycle on the spur of rising profitability are usually planned
for several years and thus can continue also in the downward cycle.

Table 2.
Downward
cycle

Crisis
years

CE-ARP CE-
ARP %
growth

New
Value %
growth

Mass of
profits %
growth

Capital
accumulation

Employment
% growth

2006 7.5 8.6 18.7 3.19 0.13
2007 2007 7.3 -2.6 -2.2 -12.2 5.41 -1.93
2008 2008 6.8 -6.8 -9.5 -27.0 5.70 -7.53
2009 2009 5.9 -13.2 -16.7 -43.8 2.43 -12.54
2010 5.9 9.1 76.6 4.48 0.18

The fall in the CE-ARP is serious, but the fall in new value and the mass of profits is unparalleled in
post-war US crises. The fact that this crisis emerges within a cycle of falling profitability suggests it
precedes and causes the crisis. In our view, this analysis overcomes Giussani’s doubts that “a serious,
but certainly no abnormal, fall in profits could cause a global and unparalleled disaster since WWII”.

In Figure 2, we analyse the relation between profitability (ARP) and capital accumulation (CA).  So we
look at the productive ARP and not just the CE-ARP, because the decision to re-invest a part of profits
(accumulate) is determined by the empirically observable profitability and this is what the capitalists
see. Figure 2 shows that both the ARP and CA trend downwards and move in roughly similar pattern.
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Figure 2. ARP and capital accumulation (CA)

Moreover, it is profitability that leads capital accumulation, not vice versa. ARP peaks in 1948 and CA
in 1949; ARP troughs in 1949 and CA in 1950; ARP peaks in 1950 and CA in 1952; ARP troughs in
1954 and CA in 1955; ARP peaks in 1955 and CA in 1957; ARP and CA trough in 1958; ARP and CA
peak in 1965; ARP and CA trough in 1970; The ARP peaks in 1978 and CA peaks in 19773; ARP
peaks in 1978 and CA in 1983; ARP troughs in 1986 and CA in 1987; ARP and CA peak in 1997; ARP
troughs in 2002 and CA in 2003; ARP peaks in 2006 and ARP in 2007. Of the fourteen observations,
the turning points in the ARP lead those in CA in nine cases. In four cases, the turning points are
contemporaneous. And only in one case the ARP peak (in 1978) follows that in capital accumulation
(in 1977). So there is reasonably strong evidence that profitability determines capital accumulation.

Capitalists see increasing profits and accumulate. And yet they generate a decreasing share of surplus
value relative to assets. The ARP explains the capitalists’ behaviour and the CE-ARP explains the way
capitalism works.

If we look at the ARP for all sectors (not just productive), the rate of profit rises from the mid-1980s,
peaking in the late 1990s. Again this rise is explained by a rise in the rate of exploitation outstripping a
rise in the organic composition of capital4.  Again, this conclusion has been confirmed by other
scholars5. This was what we argued in our Long Roots paper6, where we show that the rise in the rate
of profit (that we and many other scholars observe) both for the productive sectors and for the economy
as a whole since the mid-1980s was due to the main counteracting factor to Marx’s ‘law as such’,
namely an increase in the rate of exploitation.

Apart from all the studies cited in note 5, here are some examples for the UK and the US economies.7
Between 1963 and 1975, the UK rate of profit fell 28%, while the organic composition of capital rose

3 CA rises from the 1970 trough to a peak in 1972, then to a trough in 1974 before it reaches its 1977
peak.4 There are various causes for the rise in the rate of exploitation: flattened employee wages;falling corporate taxation; falling borrowing rates for corporations.5 J Tapia Granados, Statistical evidence of falling profits as a cause of recession: A short note,2012, http://deepblue.lib.umich.edu/handle/2027.42/91021; S. Camara Izquerdo (September2010), Short and long term dynamics of the US rate of profit, , Congres Marx International, Paris,p.29. T Kalogerakos, Financialisation, the Great Recession and the rate of profit, Masters thesis,University of Lund, Sweden, August 2013 p38-396 Carchedi, G. and Roberts, M. (2013), The Long roots of the present crisis, World Journal of
Political Economy, April7 See our Critique of Heinrich in Monthly Review comments, December 2013http://monthlyreview.org/commentary/critique-heinrichs-crisis-theory-law-tendency-profit-rate-fall-marxs-studies-1870s
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20% and the rate of surplus value fell 19%.  Between 1975 (when the UK rate of profit troughed) and
1996, it rose 50%.  The organic composition of capital rose 17% but the rate of surplus value rose 66%.
Finally from 1996 to 2008, the rate of profit fell 11%, as the organic composition of capital rose 16%
and the rate of surplus value was flat.  All these three phases are compatible with Marx’s law.  Indeed,
over the whole period, the organic composition of capital rose 63%, while the rate of surplus value rose
33%, so the rate of profit fell on a secular trend.

In the case of the US economy, the rate of profit fell 24% from 1963 to a trough in 1982, while the
organic composition of capital rose 16% and the rate of surplus value fell 16%.  Then the rate of profit
rose 15% to a peak in 1997, while the organic composition of capital rose 9% but was outstripped by
the rise in the rate of surplus value of 22%.  From 1997 to 2008, the rate of profit fell 12% while the
organic composition of capital rose 22%, outstripping the rate of surplus value, up only 2%.  Again, all
three phases fit Marx’s law: when the organic composition of capital rose faster than the rate of surplus
value, the rate of profit fell.  Over the 45 years to 2008, the US rate of profit fell secularly by 21%
because the organic composition of capital rose 51% while the rate of surplus value rose just 5%.  The
rate of profit was negatively correlated with the organic composition at -62%, while there was no
significant correlation with any change in the rate of surplus value.

And we have found that there is a lagged correlation between a fall in the overall rate of profit and
capitalist slumps.  If we look at the UK economy, since 1963 there have been four major economic
recessions or slumps: 1974-5, 1980-2, 1990-2 and 2008-9.  In each recession, the rate of profit peaked
and started to decline at least one year before the slump began. And each recession was accompanied
(coincided) by a fall in the mass of profit for successive years.

Similarly, if we look at the US economy, there were five recessions or slumps after 1963: 1974-5,
1980-2, 1990-2, 2001 and 2008-9.8 In each case, the rate of profit peaked at least one year before, but
on most occasions up to three years before, a result corroborated if we examine the CE-ARP for the
productive sectors, as in Table 1 above. And on each occasion (with the exception of the very mild
2001 recession), a fall in the mass of profit led or coincided with a slump.  This is shown clearly for the
Great Recession in Figure 3, found in our Long Roots piece.9

8 These dates differ slightly from those in Table 1 above.9 See Roberts, unpublished, and Carchedi and Roberts, 2013. This fall is very mild compared withthat in table 1, basically because the mass of profits falls much less if, differently from Table 1above, the (1) the rise in the rate of exploitation is factored in and (2) the data are not deflated.
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Figure 3.

These conclusions are confirmed by other authors. For example, Tapia Granados found that “data from
251 quarters of the US economy show that recessions are preceded by declines in profits.  Profits stop
growing and start falling four or five quarters before a recession.  They strongly recover immediately
after the recession.  Since investment is to a large extent determined by profitability and investment is a
major component of demand, the fall in profits leading to a fall in investment, in turn leading to a fall
in demand, seems to be a basic mechanism in the causation of recessions.”10.  Sergio Camara Izquerdo
finds that “a significant cyclical decline of the profit rate has substantially preceded the last two
recessions… the cyclical slump in the rate of profit must be seen as an important precipitating factor in
the deepest economic downturn since the 1930s”.11

That leaves some specific criticisms that Giussani makes about our paper. Giussani considers our
emphasis on the general rate of profit in the productive sectors or in all sectors is insufficient to explain
what happened to accumulation after the 1980s and the subsequent Great Recession. Giussani says that
the after-tax profit rate is more relevant. This point has been answered above concerning the productive
sectors.

In addition, we would say that general rate of profit computed on before-tax profits in the capitalist
sector sets the limit for accumulation. This can be countered by tax reductions for sectors and for
capital at the expense of labour and that happened in the neoliberal period. Although there may be a
closer relationship between after-tax profits and investment and thus accumulation in the capitalist
sector, it is still the case that the before-tax rate of profit will drive capitalist investment decisions
ultimately.12 Indeed, one study shows that there is a significant positive correlation between the rate
of accumulation and the before tax rate of profit and not just with the after-tax rate.13

Giussani shows that there is a significant divergence between general profitability and investment from
the early 1980s.  Profitability rises and yet investment growth rates fall.  So, he suggests, profitability

10 J Tapia Granados, op cit11 S. Camara Izquerdo op cit.12 See Thomas Weisskopf (1979), Marxian crisis theory and the rate of profit in the post-war USeconomy, CJE, 3(4), 341-378,13 See T Kalogerakos, op cit..  Also see A Kliman, Shannon Williams, Why financialisation has notdepressed US productive investment, AHE Conference Paris 2012, for the same connection butbased on a different interpretation of the rate of profit.
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cannot be the cause of the Great Recession. But as shown by Figure 2 above, the long-term fall (and
not only from the early 1980s) in the ARP for the productive sectors is consistent with the fall in
investment growth relative to assets (i.e. in capital accumulation). The capitalists on the one hand
realized higher profit rates, but on the other met increasing realization problems due to the shrinking
quantity of new value created. This is how they experience the falling CE-ARP. The decline in the
CE-ARP in the productive sectors drove capitalists to look for better returns elsewhere in unproductive
sectors like finance and property, or overseas.

As is well documented, between 1983 and 2002, US financial profits rose from 13% of total corporate
profits to more than 40%, with two-thirds of that rise after 200014. The non-financial sector
investment was also affected by this switch as companies ploughed more their profits into dividends,
share buybacks and executive bonuses. Sergio Camara Izquerdo finds that in the retained earnings for
investment declined as share of after-tax profits from 70% in 1983 to 40% in 2009.15 Another
response to the low rate of profit in the early 1980s was a rise in non-financial corporate debt from
49% of US GDP in 1980 to 78% now.

Giusanni also argues that the fall in profits in the Great Recession was not as much as in previous
recessions and yet we had a major financial collapse and a huge drop in investment, so how can
profitability be the cause?  And this fall in profits was after a record increase in profitability from 2002.
Well, we reckon our analysis above answers all those points in detail.

We would also suggest that in terms of the general ARP, the rise after 2001 was mainly due to the
expansion of fictitious capital (and financial profits). Elsewhere, Roberts found that between 1997-11,
‘conventional’ corporate profitability against tangible assets was broadly flat, but against net worth
(which includes financial assets and liabilities), it dropped significantly16. Indeed, against net worth,
corporate profitability nearly halved between 1997 and 2000.  After 2000, the rate of profit based on
net worth has remained under the rate against tangible assets for the first time on record, suggesting
that the ‘financial’ part of non-financial capitalist sector is now a significant obstacle to the recovery in
capital accumulation.  Other authors confirm this indication. For example, in a new paper, Peter Jones
reckons that if the fictitious part of corporate profits is excluded, then the corporate rate of profit fell
significantly after 1997 and again after 2005. 17

We are not arguing that each crisis of capitalism does not have its own characteristics.  The trigger in
2008 was the huge expansion of fictitious capital that eventually collapsed when real value expansion
could no longer sustain it, as the ratio of house prices to household income reached extremes.

We have not dismissed such triggers as ‘causes’, but argue that behind these triggers is a general law of
crisis: the tendency of the rate of profit to fall. ‘Monocausal’ should not be interpreted as if there were
no other causes.  There are many causes (actually, there is the tendency and the several counter-
tendencies).  With this in mind, perhaps we should not have used this term. But we used it against
those who deny the basic role of Marx’s law and who argue that each crisis has its own causes. For us,
the recurrence of crises and recoveries is a cyclical movement within a long-term secular fall in
profitability (i.e. as revealed in the ‘constant exploitation’ rate of profit).

14 M Roberts, unpublished.15 S Camara Izquerdo, op cit16 M Roberts, Debt matters, HM Conference, November 201217 Peter Jones, The falling rate of profit explains falling US growth, 12th Australian HeterodoxEconomists conference, October 2013.


