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Marx’s contributions can be discussed under the following sub-headings:

· Theory of History

· Theory of Capitalism

· Formal Economics: The First Two-Sector Growth Model

Theory of History

Marx’s theory of History is called Dialectical Materialism. It is derived from Hegel’s idea that history follows a pattern of progress through (ideological) conflict—“thesis, antithesis, synthesis”—called the dialectic and Feuerbach’s idea, called materialism, that the ideas that people come up with are their ways of making sense of the material conditions they are in.

The three main ingredients of Marx’s theory are:

· Productive Forces (PF): natural resources and technology. PF can change when there are discoveries, inventions, and conquests of other countries and colonization of other lands.

· Mode of Production (MP): economic system. The most important thing to look for in an economic system is the relation between and the distribution of power among the various classes.

· Ideological Superstructure (IS): government, law, politics, religion, art, literature, philosophy, science, etc.

When productive forces change, the mode of production needs to change because for every set of productive forces there is a unique set of class relations that is appropriate. That is, for every set of productive forces there will be a unique distribution of power among the various classes.

Changes in MP will be resisted by the IS which is determined by the current MP. In other words, when PF changes, the MP needs to change, but the current MP uses its control over the IS to resist any change in MP. That is, the dominant class will resist the loss of dominance.

When the PF keeps changing but the MP stubbornly refuses to change, forces of change begin to build up. When these forces gain enough strength, they unleash a revolution that forces a change in the IS and thereby brings about the necessary change in the MP. That is, because of the ability of the dominant class to resist, at least temporarily, any challenge to its dominance, change will only happen in spasms called revolutions.

When the MP changes—as a result of changes in PF and the revolution it unleashes—society could go from having one type of class inequality to having another type of class inequality or it could go from a society with class inequality to a classless society. In the former case, the process of change will continue: when PF changes again, there will eventually be another revolution leading to a new MP. However, in the latter case—that is when, the new MP is a classless society—the pattern of continuous change will come to an end. Future changes in PF will not cause revolutions or changes in MP.

Marx illustrated his theory by showing how social changes from primitive society to slavery to feudalism to capitalism fit his theory. He argued that a new form of class inequality, that Marx called capitalism, characterized the society at the time of his writing. According to his theory, there would have to be a revolution that would destroy capitalism. Marx further argued that the replacement would be communism. Communism would create a classless society and, therefore, it would be the final and permanent state of society. 

Marx was not saying that capitalism would collapse because it was immoral or because it was inefficient. He was saying that capitalism would collapse because of the unalterable rules of social change that invariably destroy economic systems marked by class conflict. This is why another name for dialectical materialism is scientific socialism.

Theory of Capitalism

Marx argued that the only source of a firm’s profit is the labor it employs. (Marx based his view on an application of the Labor Theory of Value. But you may think of it this way: Machines without workers are useless. Workers without machines, on the other hand, are not useless because the workers can make the machines that they need to do their work. Therefore, in the end, all production is done by labor.)

However, the capitalists who own the firms have an irrational belief that profits come from the capital goods (that is, machines) they employ in their firms. As a result, they obsessively strive to accumulate capital goods.

This increases their expenses but, alas, not their profits; their rate of profit declines.

Business crises are a perpetual feature of capitalism. But when the overall rate of profit is low, smaller firms are especially vulnerable to business crises. They get taken over by larger firms. This concentrates power in the hands of fewer and fewer firms. Moreover, the middle class capitalists who sell their small firms to the big firms then become new members of the working class.

When big firms become bigger and even more powerful, they try to boost their profits by increasing the pressure on workers to, for example, work longer hours, work for lower wages, etc.

At some point, the growing but increasingly oppressed working class turns on the capitalists. This unleashes a revolution and brings about the end of capitalism.

Marx’s predictions haven’t come true. Capitalism is alive and well. The rate of profit shows no signs of falling over time; it is pretty stable. Workers have not become worse off over time; wage incomes have risen at about the same rate as capital income. Besides, the nature of capitalism has changed. Even workers own stocks and bonds nowadays and have an interest in the good health of capitalism. Democracy and its social welfare laws have tempered capitalism’s worst excesses. Marx’s theories may have ended up saving capitalism by convincing capitalist societies of the need for a certain level of fairness.

Formal Economics: The First Two-Sector Growth Model

There are two sectors in Marx’s theory: one produces capital goods and the other produces consumer goods.

Workers earn wages and capitalists earn profits.

Workers spend all their earnings on consumer goods; they don’t save.

Capitalists spend part of their income on consumer goods and save the rest.

Capitalists’ savings are used to pay for more capital goods (i.e., machines or fixed capital) and to hire more labor (i.e., workers or circulating capital).

The economy grows rapidly when the employment of machines and workers increases rapidly. 

But this would happen only if the capitalists save a lot.

Capitalists would save a lot if they earn high profits and if they have a high propensity to save out of those profits.

Capitalists will earn high profits if the profit per worker (which Marx referred to variously as the rate of surplus value and the degree of exploitation) is high and if capitalists use a high proportion of workers relative to machines (Marx referred to the inverse of this ratio as the organic composition of capital).

Therefore, an economy’s growth rate is directly related to the propensity to save and the rate of surplus value and is inversely related to the organic composition of capital.

This was the first two-sector model of balanced growth. It was similar to and in some ways more advanced than the famous Harrod-Domar growth model, which had just one sector rather than two. However, Marx’s model was sketchy and fragmentary (and was salvaged from his notes and reconstructed by Friedrich Engels and other economists) whereas the Harrod-Domar model was fully worked out. It is odd that the main bit of formal economics to come out of Marx is a theory of balanced growth even though Marx’s intention was to demonstrate the unsustainability of capitalism.

Although the prosperity of nations was a central concern of all classical economists, Marx was the first to devote himself exclusively to finding ways to rescue the poor people of the world. He was also unique in incorporating ideas from the full spectrum of social science into his work.
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