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The renewal of Marx’s interpretation of capitalist society implies the recovery and 
development of his Theory of Value. The stream of thought known as Abstract Labour 
Theory of Value, or New Interpretation, proposes to do this, and points out that value 
is a category that is formed in the interaction between production and circulation (and 
not just in production, as the Ricardian conception). The theory of value exceeds a 
theory of price, but requires this piece of analysis that for now is underdeveloped. This 
paper aims to contribute to the task of constructing a price theory compatible with 
the abstract labor theory of value, and approaches this task in a simple commodity 
economy scheme.
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TEORÍA DEL VALOR TRABAJO ABSTRACTO Y TEORÍA DE LOS PRECIOS

Samuel Jaramillo González*

La renovación de la interpretación de Marx de la sociedad capitalista pasa por el rescate y 
desarrollo de su Teoría del Valor. La corriente conocida como Teoría del Valor Trabajo Abstracto, 
o New Interpretation, se propone hacer esto y para ello parte de precisar que el valor es una 
categoría que se forma en la interacción entre la producción y la circulación (y no solamente 
en la producción, como la concepción ricardiana). La Teoría del Valor trasciende lo que es 
una Teoría de los Precios, pero requiere de esta pieza de análisis que por lo pronto está poco 
desarrollada. Este texto se propone contribuir en la empresa de construir una teoría de los 
precios compatible con la teoría del valor trabajo abstracto, y aborda esta tarea en un esquema 
de economía mercantil simple.
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ABSTRACT LABOUR THEORY OF VALUE AND THEORY OF PRICE

Samuel Jaramillo

1. MARX TODAY AND THE ABSTRACT LABOUR THEORY OF VALUE

At present, inside the theoretical tradition that is claimed to be heir to the thought of Karl Marx, 
there is a conceptual line of inquiry, known as the Abstract Labour Theory of Value, which 
seems especially auspicious in the task of consolidating the principles of this body of thought 
and in facing challenges of various types that have been leveled at this theorizing by various 
opponents. But more importantly, the path of thinking raised by this trend, also known as “New 
Interpretation”, seems to be very promising to develop tools for reflection on the contemporary 
economy based on Marx’s original insights, and allows us to use the penetrating gaze of this 
exceptional nineteenth-century thinker to the realities of this century.

The fundamental concept of this research consists on taking into account seriously, and be-
ing consistent with, a warning that Marx himself repeatedly stresses: that his conception of the 
theory of value is not the same as that of Ricardo. Even if Marx uses this precedent as a base for 
his own elaboration, he not only clarifies its proposals, but makes a version qualitatively different, 
more complex and developed, that is essential to build an adequate and critique representation 
of capitalism.

The most important differentiating features between these two approaches are that, according 
to Marx, the Ricardian notion of labour is elemental with respect to the way this category oper-
ates in capitalism, and simplifies or underestimates the intricate web of interactions established 
between the agents that are engaged in a market structure. In contrast,  Marx refines the cat-
egory of ‘labour’ and proposes the distinction between the notions of ‘concrete’ and ‘abstract’ 
labour: the first one corresponds to the practices that decentralized agents perform  ‘separately’,  
while the second refers to the possibility that this is recognized as a social activity, part of the 
global productive power of society. This acceptance is not guaranteed, there is always the risk of 
not giving recognition of the concrete labour as abstract labour: the salto mortale (the “perilous 
leap”) this irreducible uncertainty that private production activities would be incorporated or not 
as relevant social actions, is an essential feature of the market division of labour that omits the 
Ricardian version of the “embodied” labour value.  

The acceptance of private labour as social labour occurs precisely to the extent that the prod-
ucts, commodities, are sold (or are salable), ie, are realized in circulation. The value, according 
to Marx, is formed in the interaction between production and circulation. I emphasize this entry, 
on which I shall return, which contrasts with what appears to involve the Ricardian formulation in 
which value would be a phenomenon that refers fundamentally (and perhaps exclusively) to pro-
duction. For the German theorist exchanges are carried out under its monetary form, the most 
developed form of value, which means that transactions and economic behaviour of agents exist 
in the capitalist economy through and with reference to money: this is an essential element that 
must be preserved in any adequate representation of capitalism, something that also eludes 
Ricardian representation. 
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With these redefinitions the today’s Marxist economic thought would be able to refute the al-
legations of internal inconsistency, especially those derived from the famous “Transformation 
Problem”, which would take a completely different sense from this standpoint of abstract labour: 
the alleged quantitative inconsistencies would be relegated to the status of false questions with-
out theoretical relevance. Marxist economics can overcome the criticisms of redundancy to the 
labour theory of value, because in this version, this category is useful and indispensable to ad-
dress issues of capitalism that are crucial, as instability and crises, and permits to analyze in a 
more robust way aspects such as technological innovation and the same process of proletari-
anization. This perspective opens suggestive lines of interpretations of phenomena that have 
become very important at this stage of capitalism, as the title role in the accumulation process of 
the handling of consumption, the persistence of non-capitalist forms of production (the so-called 
‘informality’), the growing preponderance  of the financial sector in the  dynamics of capitalism, 
among other topics.

The theorist of main stream of Marxism, which we can call “canonical Marxism” could comment, 
and perhaps not without surprise of their hand, that they don’t find anything new in this ap-
proach. That the notion of “abstract labour” is something that actually comes from Marx’s original 
formulation, that the vast majority of Marxists accept it  as central to the analysis of capitalist 
economy and that it always has been considered a distinctive trait with respect to the version of 
value of Ricardo and his approach to the examination of capitalist society. In that respect, I get 
in line with the findings of De Vroey (1988) who, from an analysis of a large number of theoreti-
cal  works, self-identified as Marxists and written over an extended period of the twentieth cen-
tury, concludes  that many, in fact, make explicit statements concerning the notion of “abstract 
labour,” even incorporate some discussion of its content, but the vast majority of them, when 
they carry on  specific analysis of capitalist society or any of its aspects, forget altogether these 
considerations and use  Ricardian categories: there are no references to money, nothing about 
realization, nothing on consumption, the few references to competition appear to be restricted to 
relations between producers,   the phenomena on the salto mortale or uncertainty are absent. 
The notion of value that is used is no different from the Ricardian “ embodied labour”, even if 
sometimes  they give to it another name, and even most of them do not even make any distinc-
tion on appeal, an unequivocal sign that  they operates with the same conception of Ricardo.

Let’s say then that to take advantage of the sharp insights of Marx on capitalism is not enough 
to appoint or to list his categories: it is necessary to use them in their full meaning and develop 
them. In my opinion, one of the main challenges for the analysts who work with this approach 
of the abstract labour theory of value is to strengthen its quantitative implications, and not only 
its qualitative aspects. In fact one of the mechanisms through which neutralizes in practice the 
distinction between abstract and concrete labour (or embodied labour), is precisely to limit the 
scope of this distinction to a purely qualitative notion: the difference is recognized in a merely 
ritual manner, but when the analysis is undertaken, substantial quantitative notions are used 
under the Ricardian concept of embodied labour. 

Duncan Foley (1982) who was one of those who first formulated the approach of the Abstract 
Labour Theory of Value proposes, from the beginning, some quantitative relationships that are 
important to mention here for the purpose of this text. For him the basic notion of the labour the-
ory of value is the relationship between monetary categories and social labour. In pre-capitalist 
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societies social labour appears explicitly as such and its appropriation is evident. The key cat-
egory of “exploitation”, i.e. the appropriation of the labour of some groups by others, appears in a 
transparent manner. Marx shows that one of the peculiarities and strengths of capitalism is that 
in this social organization social labour appears under the indirect modality of value, and under 
its most developed form of expression: money. Exploitation, which certainly exists in capitalism, 
is shown in a veiled way as a mercantile and monetary transaction that is balanced, in which 
each one receives the equivalent of what he offers. Pointing to conceptualize this mechanism, 
for Foley, who attributed to Marx this insight (in my view correctly), possession of a quantity of 
value, in whatever form, an amount of money, a commodity that has a certain price, a check, 
an obligation, etc., implies control over a certain amount of social labour. Note the vicinity of 
this emphasis in this formulation with the notion of “commanded labour” originally proposed by 
Smith, kinship that sometimes Foley himself acknowledges. Recall the formula that Smith de-
veloped evoking Hobbes: the labour theory of value is a theory of power, but a specific form of 
power: economic power. (Smith, 1776/1958).

From this standpoint, Foley proposes an initial quantitative statement, as follows: the total labour 
performed by workers in society over a period of time, is expressed in a precise monetary 
amount, the one that in terms of modern national accounts is known as “Aggregate (Monetary) 
Value Added.” The total living labour is manifested in an amount of money whose magnitude is 
equal to the increase experienced by the total price of sale commodities during the production – 
circulation process. This formulation avoids, on the one hand, the objection which Ricardo, and 
Marx shares, about the Smiths version of labour commanded value which, by connecting the 
magnitude of “control over the labour of others”  to the level of wages, implies that measurement 
of monetary aggregates is not independent of distribution, which is the declared objective of the 
analysis of Ricardo. Foley’s formulation (which also claims that is consistent with the approach 
of Marx) that establishes equality between the increase in aggregate money prices concomitant 
with the production-circulation, with the total labour (paid and unpaid) that requires to be 
mobilized for the production of traded goods, regardless of the distribution between the part paid 
or unpaid labour, makes the magnitude of this “value” independent of distributional categories 
such as salary or profit. On the other hand, Foley’s insistence that the prices in question relate 
to effective monetary transactions, which implies taking into account the circulation sphere, 
would distinguish his formulation from that of Ricardo  that seems to restrict his discussions to  
production.

Foley makes another quantitative proposal, derived from the above discussion, that consists 
on establishing a precise relationship between amounts of money, i.e. quantities of value in 
its most developed form, and amounts of social labour. He proposes the mathematical ratio 
between the two aggregates in question: in a first version proposes the relationship between 
the overall amount of labour developed by those who transform nature inside a market society 
for a period, and the monetary amount of “added value” that their action generates; he calls 
that the “value of money” and serve as a “converter”: means that a sum of money would imply 
a certain amount of labour. X amount of money, multiplied by the value of money would give us 
the amount of social work that this amount represents. The quantitative connection between the 
monetary sphere, which is what is perceived in the practice of the agents involved, and the level 
of underlying social labour, in which structural relationships operate, is of crucial importance to 
analyze various aspects of the dynamics of capitalism.
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This consideration of Foley then leads to another quantitative concern. His procedure permits to 
calculate the amount of abstract labour, the quantity of social productive force, which condenses 
in the price of each individual commodity. But then, it emerges a question that this author let 
raise, but which answer is not undertaken directly by him: it is the issue of explaining, and not only 
accounting, the amount of social labour that crystallizes each commodity, i.e. find the factors that 
determine this amount. In other words, the question that needs to be clarified is the mechanism 
that distributes global social labour among the various commodities. This is often known as a 
theory of price. This is the topic that I intend to address in this text. The decision to explore this 
issue arises from the belief that this is a task that is fundamental to an understanding of the 
capitalist economic structure, and that it has not been completed successfully in the tradition of 
Marxist thought: most of the efforts have done about it are limited, and / or are inconsistent with 
the fundamental thesis of Marxist abstract labor theory of value, or are logically contradictory or 
inconsistent with what is observed in the operation of the capitalist economy.

2. BACKGROUND OF THE RELATIONSHIP BETWEEN THEORY OF VALUE 
AND THEORY OF PRICE 

The above statement will probably arise some surprise and not only among the canonic  Marxists, 
but even in  the streams of economic thinking that do not accept the labour theory of value, as 
neoclassical economics, or the Neoricardian school, which has finally rid of this category in its 
reformulation and reconstruction of the thought of Ricardo. For them, and perhaps this is the 
most widespread understanding of this issue, labour theory of value is indeed a theory of price: 
its primary objective, and for many, its exclusive goal, is just to explain the quantitative exchange 
relationship between the individual commodities. The validity or limitations of the theory of 
labour value would depend crucially on the ability of this body of theory to predict and explain 
the individual prices of commodities.

At this respect it should be noted the following: the labour theory of value actually has several 
objectives that are related, even intimately, but are not identical. Each one of the great economic 
thinkers whose intellectual project is based on this seminal category of labour value, Smith, 
Ricardo, Marx, gives different weights to these diverse objectives, and more important, each one 
articulates them in different ways. The labour theory of value is a device to generalize the analysis 
of the interaction between market agents, especially the notion of surplus (which was originally 
discussed by the Physiocrats in a single branch representation of the economy) in a more 
complex representation of a multisector economy with various commodities, as is essentially 
capitalist economy; the concept of value is also a substrate of the basic behavioural hypothesis 
of agents, ie the reference that have these agents in their practices;  value is also a device for 
accurately measure the quantitative dimension of market relations, allowing comparison over 
time and across different situations, avoiding the problems of monetary manifestation (invariant 
measure); and the labour theory of value also includes a theory of price, an explanation of 
the quantitative proportion in which commodities are exchanged. The labour theory of value, 
therefore is not limited to the last end. But I should say that also includes it.
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2.1 The Ricardian approach

Let’s look briefly how these issues appear in the thought of Ricardo that, as we have said, 
is the version that is usually identified as the labour theory of value par excellence. For this 
approach, these diverse objectives must be achieved simultaneously in the same plane. Since 
the central concern of Ricardo is to understand the distribution of the fruits of economic activity 
among the various classes, the objective of the invariable measure is central to his theory of 
value: it requires a measurement unit that is not contaminated with monetary fluctuations, nor 
is affected by changes in what is going to be measured, the distribution itself. At the same time 
this exploration conceives that this distribution takes place through market transactions, so it is 
essential for it to have an explanation of the magnitudes in which these exchanges take place.

Then, for both purposes it is built the notion of “embodied labour”: the “value “ of each commodity 
is represented by the labour that needs to be mobilized for their production, both the “direct” or 
“live” labour (the one that is required for carry out the final production process) and “indirect “ or 
“dead” labour (the one that is needed for the production of inputs and raw materials, produced 
in previous periods). Let us note something that not always stands out: in this notion Ricardo 
already has a development regarding “concrete” labour, because for him what is relevant  is not 
the actual labour that individual producers have spent on these tasks, but what is meaningful 
refers to the predominant techniques that are accessible   and are employed by the generality 
of the participants in the market (the “socially necessary” labour, Marx would say later to refer to 
this notion): This  eliminates the possibility, logically untenable to assert, that the most inefficient 
producers generate more value than the more efficient in the production of  the same good.

The monetary magnitudes are measured with reference to this category that has a technical 
foundation, which is in principle independent from the remuneration of the agents involved, 
and therefore allows comparing situations in different times and in different circumstances. The 
“embodied labour” would be a neutral unity of measurement, that is objective, at least theoretically 
can be estimated statistically and whose perception must converge by rigorous independent 
observers. Implicit in this approach there is also an assumption of agents’ behaviour: they always 
seek to get as much of this embodied labour, and in the case of capitalists, that for Ricardo are 
the key players in this structure, the reference action is to maximize their profit, that is nothing 
different that the appropriation of surplus, measured in terms of “embodied labour”.

Let’s look what is his actual theory of price. For Ricardo the main determinant of prices of 
commodities is value, which for him means the amount of labour embodied crystallized in each 
commodity. This concept is presented as an alternative to the notion that prices are formed as a 
result of the action of “supply and demand “. As shown, this idea implies that price formation has 
a basic logic that corresponds primarily to production.

However, Ricardo recognizes that the specific prices, those that are perceived daily, have another 
determinant: scarcity.  But “value” and scarcity are factors that have different natures.  Value has 
a structural character. Scarcity would be a temporary phenomenon and more superficial. To 
link these two notions Ricardo takes a category used by Smith and other political economists 
of his time: the distinction between market price and natural price. The latter corresponds to 
the fundamental features of the economy; in contrast, the first  would be associated with their 
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operation, with a more or less accidental character, and could be ascribed to the short term. 
Between the two there is nevertheless a relationship, the famous “gravitation”: the market prices 
of a commodity eventually have magnitudes smaller or greater than its natural price, but hover 
around it.

To explain this result Ricardo suggests that competition among the capitalist producers generates 
a flow between the various branches that fit the market prices around natural prices. If at any 
given time the amount of goods carried by the producers to the market is “insufficient”, this 
would imply that prices of such goods would reach a level above the natural price. That means 
that such investors enjoy a higher profit to those operating in other branches: this alone is an 
incentive to attract some of these investors to this industry. Thus, the produced and supplied 
quantity of the commodity in question increases, and therefore the price goes down, heading 
towards the natural price. The opposite would happen if the original situation was that of a price 
lower than the natural one: the capitalists would migrate to other areas, limiting the supply of the 
original commodity and pushing up its price.

This is then the role assigned to “supply and demand”: to regulate the deviations of market 
prices with respect to natural prices. Scarcity would be a relative concept: it refers to the deficit 
of supplied quantity in relation with the amount that would be compatible with the natural price. 
But this is temporary, and, under full competition, it is assumed that there are no barriers for 
this limitation would be corrected with the expansion of production through the arrival of new 
producers to the industry. The latter operate with the same techniques than their predecessors, 
those that are predominant and are accessible to everyone. The determinants that affect the 
level of natural prices, however, are structural elements, and more stable: their mutation would 
require more profound changes, those relating to production conditions.

These elements characterize the logic of the commodity system, which Ricardo takes as directly 
capitalist. Because his interest is the structural dynamics of the system, he is interested in natural 
prices rather than market prices, and therefore more in production and much less in circulation or 
consumption. This will be the source of objections from critics who find this approach unilateral, 
focused exclusively on production and with a strong technical determinism. Hicks (1973) for 
example, from the neoclassical camp, believes that the main limitation of classical economics 
(referring to Ricardo) is its lack of a theory of demand.

As it is known, this approach leads Ricardo to difficulties of internal consistency. Although it is he 
who introduces the notion of “dead” or “indirect” labour, his analysis of capitalist economy often 
refers to situations where the “capital” consists only of living labour, just the wages advanced 
to workers. In this case there is no problem that the natural price, that would equal capital 
increased by a proportionally uniform rate of profit (which he calls “cost price” and Marx later 
would call “price of production”), converges to the amount of labour embodied in commodities, 
which he calls “value.” When dead labour is introduced ( which he calls “fixed capital” and Marx 
“constant capital”) the mechanism is maintained as long as the ratio between dead and living 
labour would be equal among branches. But this is an exceptional situation and there is no force 
that will lead to a leveling of this ratio (the “organic composition of capital” in Marx’s vocabulary) 
between the different economic sectors. When this ratio of “dead/living” labour varies among 
branches and the rate of profit becomes equal among them, the natural price at which market 
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prices converge, which in this case would be the “price cost” (capital plus average profit) does 
not exactly match the labour embodied in commodities. It is then a first formulation of the famous 
“transformation problem” (transforming values   into prices of production) which in this case would 
be the quantitative mismatch between the natural price arising from the formation of the “cost 
price” (understood as the capital remunerated at a uniform rate of profit) and the embodied 
labour, when the composition of capital is different across different branches. To critics of the 
Ricardian economy this contrast is a fundamental inconsistency in his system and reveals the 
inadequacy of the Labour Theory of Value. Ricardo actually never provides a satisfactory answer 
to this objection which he himself considered legitimate and was content with a pragmatic 
approach: This formulation, while not exact, is in his opinion a good approximation to determine 
these natural prices (he spoke that could explain 93% of cases).

2.2 The Canonic Marxist approach. 

Let us consider now the most widely used formulation of these issues inside the Marxism that 
we will call “canonical”. In fact this is a possible reading of Marx, which is supported by many of 
his explicit statements. I will postpone the discussion on the consistency of this version with the 
fundamental insights of this author to a few paragraphs later.

One of the distinguishing elements of the canonical Marxist version with respect to the Ricardian 
approach is the use of a methodological resource that Marx strongly recommends to social anal-
ysis, which he calls a “hierarchical system of levels of abstraction.” To address the study of a real-
ity as complex as social behaviour, and in a field in which there is no possibilities of experimen-
tation, one should resort to abstraction: namely, the construction of a simplified representation of 
reality, that includes only some components of it but allows specifying their logical connections. 
But abstraction is not enough. It is essential to establish a gradation of these representations 
in terms of the level of simplification: at first one must develop a representation that preserves 
only the essential elements, and identify the basic mechanisms that relate them. From there it is 
possible to draw conclusions on the essential dynamics of that structure. From there one should 
build in an orderly manner more complex representations, reintroducing determinants that were 
omitted initially.  In each new level findings are compared with the previous order to elucidate 
how the new elements affect or not the dynamic previously examined. And so you can finally 
arrive at a level complex enough to be confronted with the concrete manifestations, but with an 
image that is controlled and understood in its underlying components and articulations.

So is configured Capital, his crowning work: to undertake the understanding of capitalism, Marx 
looks first its market character. For that, he poses a very simplified representation of an economy 
with simple commodity agents. With this framework Marx analyzes phenomena such as value, 
exchange, money that can be examined more clearly with this regard. Preserving the conclu-
sions drawn at this level, Marx goes to a further plane and examines a more complex phenom-
enon:  departing from this market logic, he analyses  the emergence of exploitation and the 
consolidation of other agents different from simple commodity agents, namely, capitalists and 
proletarians. At the next level Marx studies the accumulation of capital as a whole. Further he 
discusses the economy with several branches and departments. Later on he introduces land 
rent, which allows us to understand the existence of landowners in a capitalist structure. Further 
down he examines the existence of non-productive capitalists, as merchants and bankers, and 
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so on, moving to more concrete levels of analysis to reproduce situations more and more “real.” 
Note the contrast with the treatment of Ricardo, whose abstraction contains a single plane: 
Ricardian analysis refers directly to capitalist society and proceeds to confront the representa-
tion that he constructs, in terms of full competition of capitals that generates a uniform rate of 
profit, etc., with concrete empirical manifestations. Marx repeatedly emphasizes the differences 
of this type of abstraction that he qualifies as elementary, with the hierarchical scheme of levels 
of abstraction that he uses, and attaches great importance to this distinction for interpretation.  
Let us then examine how it develops, in this canonical way to interpret Marx, the elaboration 
about the distribution of value among the individual commodities, which has several elements, 
including a peculiar way to understand the mechanism of the hierarchy of levels of abstraction.

The first element relates specifically to this abstraction device and consists in the use, to ad-
dress the distribution of value among the individual commodities, of the sequence of levels of 
abstraction that is used in the exposure of Capital. That with some reduction: on keep just two 
levels. The formation of the “prices” would have a logic at one initial level of analysis, that cor-
responds to the Theory of Commodity, the theory of Surplus Value and the first aspects of the 
theory Accumulation. Subsequently additional determinants have different results when looking 
at a multi-sector economy with an average profit rate prevailing in all branches. 

The second element that is part of this analysis is more controversial, and is based on a 
consideration that is found in various texts of Marx, that “value is formed in production and 
sanctioned in circulation” The reading that canonical Marxism makes of this claim is that value 
is a category whose fundamental realm is production.  Other aspects such as circulation, 
consumption, etc., are more superficial determinants (little more than epiphenomena) that only 
accidentally change the category of value, or more accurately, change its expressions. As can 
be seen, this focus on the analysis of the issues of value and prices almost exclusively in the 
production sphere line with the Ricardian approach.

A third element is derived from the above and is as follows: What distinguishes the “abstract 
labour” from “concrete labour” would be primarily the reference to the prevailing technical 
procedures and not those actually used by each producer.  It would be the “socially necessary 
labour” in the words of Marx. Remember though that this refinement is already included in the 
Ricardian formulation, so that interpretation of the notion of “abstract labour” is no different in 
practice from the notion of “embodied labour “.

The proposition is then that, on the first of these levels, the value that is condensed in each 
commodity coincides with the social labour crystallized in it, which as stated above, is the amount 
of embodied labour. It is important to note that such a decisive point of departure is not based on a 
detailed analysis, but the issue is considered rather as a matter of course. Even frequently it has a 
normative connotation, indicating that this is the “fair” price of the commodities. Often is expressed 
an explicit reluctance to link this notion, considered essential, with aspects such as competition, 
particularly with “supply and demand”, which would belong to more superficial levels. It is argued 
that this same rule matching the price of the commodities with “value”, with the embodied labour 
crystallized in them, stays in analysis on capitalist society, but taken as a whole: with this reference 
on examines the notion of surplus value and the emergence of capitalist profit, the absolute and 
relative surplus value, the trend to decline in the rate of profit, and so on..
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This procedure crosses a critical point when transferring a step in this gradation to which 
we referred already, one in which, to examine the detailed logic of accumulation, is required 
to disaggregate the economy in different sectors or industries. Then the embodied labour in 
each individual commodity not always coincides with its “price.” As we know, this is, again, 
the “transformation problem”: if you strengthen a uniform rate of profit, and this is what is 
expected of competition between capitals, and the organic composition of capital is not the 
same between branches, which is also expected, the individual prices of goods can not match 
the labour embodied in each. However, in contrast to the way the subject appears in Ricardo, 
this non-coincidence of the individual “prices” and “values” is not in itself a contradiction. On 
the one hand it is stated that on this level of analysis the distribution of value among individual 
commodities is not identical to the previous level, even if the aggregate is the same. On the 
other hand it is argued that the quantitative difference between the embodied labour and the 
price of a commodity has a consistent pattern: specifically is related functionally to the gap in 
the organic composition of capital of the branch with respect to the average of the economy. 
Finally it is argued, usually implicitly, that in quantitative terms the decisive factor in the price of 
a commodity is the labor embodied in it, and the difference in the organic composition of capital 
is a comparatively minor deviation. Thus, while recognizing that the “prices” of individual goods 
are not identical to their “values”, the latter are the main determinant of the first, and this does 
not imply that the law of value does not operate, but this is precisely the way it does in a more 
concrete level of abstraction.

 
The procedure thus described is raised by Marx in Capital and for him is crucial not only  the 
equivalence in the aggregate  between the sum of “values” and the sum of the “prices” of all 
commodities, which had been alluded already, but also the equivalence in the amount of gains 
which would make the producers of all commodities,  measured on “values” (which in the Marxist 
vocabulary is known as “sum of surplus values”) or measured on “prices” (“sum of profits” in this 
vocabulary). This is relevant because, from a certain point of view, it is essential to maintain in 
this level of analysis, the conclusions of the theory of exploitation or the Marx’s theory of surplus 
value, done at the precedent level of abstraction, and which means that both, products and the 
labour force, are traded for their “values.” To extend their findings at this level is acceptable for 
each good been traded by its “price” and not by its “value” (as well as the labour force that is 
acquired for their production) but it is essential that the aggregate sums of value and price are 
equal, and the same with the amounts of “surplus value” and “profit.”

In the original exposition of Marx these two equalities are achieved simultaneously. But the 
procedure he proposes has a trait that is debatable and that in effect has been discussed: 
commodities, as final products, are traded for their “prices” (that is, in this vocabulary, that the 
prices of final goods are “transformed” from “values”  to “prices of production”. But as inputs, they 
are traded by their “values”. Much of the famous debate on “transformation of values   to prices” 
is based on how this issue is interpreted. The most widespread side understands that this is a 
formal deficiency in the approach of Marx and arises the need to complete what seems to be 
incomplete in his work: it is necessary to “transform” also the   prices of inputs.

The famous solution developed by Bortkiewicz (1954) proposes to address this issue by re-
specting the principle that similar commodities, traded at the same time, must have the same 
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price, the “price of production” in this case, whether they operate as final products or as inputs. 
To formalize this, it is built a system of simultaneous equations that describes the conditions of 
production in each branch and their interdependence through a uniform rate of profit, in which 
each commodity has a unique price. This procedure creates difficulties not foreseen by Marx. 
First, departing from “values” can not arrive at “prices” in absolute terms: only relative prices can 
be reached while their absolute magnitude becomes indeterminate. Secondly, and this is the 
worst, if we proceed to fix the degree of freedom that emerges from this approach (which has 
one unknown variable more than the number of independent equations) through an ad hoc deci-
sion, when the sum of the “prices” equals the sum of the “values” then the sum of “profits” does 
not equal the sum of the “surplus values” (except in very exceptional circumstances). This would 
call into question whether the theory of value, or the theory of surplus value; and the relationship 
of deduction of the second with respect to the first would not be sustained at this level of abstrac-
tion of a capitalist economy with several branches and a uniform rate of profits.

Put in this way, the problem has had enormous repercussions. For some, like the bulk of 
neoclassical economics, implies an inevitable objection that would disprove any analysis of 
Marx (and Ricardo). For others, like the modern neo-Ricardians economists, the most important 
thesis of Ricardo and Marx, which are based on the concept of surplus, can keep up with the 
condition to waive the labour theory of value. They argue that this can be done starting from the 
technical characteristics of the branches, and following directly to the determination of relative 
prices and the average rate of profits, that are the key variables for the core analysis of Ricardo 
and Marx. And all this is done without having to step through values (Sraffa, 1960, Steedman, 
1985). The conclusion that is drawn here is that one should dispense with the labour theory of 
value, because, on one hand, is redundant, and also, because it leads to internal inconsistencies.

Among the many answers that exist to these questions from a perspective that could be 
categorized as a defense of Marx, feature an alternate way to understand the procedure 
described by him, who sees the mechanism as something sequential, not simultaneous. This 
position, which at times has been called the “historic transformation” and has recently been 
claimed by a neo-Marxist school that stands as one of its core concept, called Temporal Single 
System Approach, states that the procedure exposed by Marx in which those goods are bought 
about by a monetary amount and sell for another is not an oversight or a mistake, but responds 
fully to his vision of the capitalist economy, which is essentially a reproductive process: the best 
representation of it is an iterative scheme which is what is evoked in Capital. Commodities are 
bought at the beginning of a specified period, say for their “value,” and sold in the following by 
another amount that is consistent with inter-capitalist competition. What might be noted is that 
Marx only illustrated a first period of this mechanism, and “complete the transformation of Marx” 
would have a completely different meaning to those referred previously: it consists in replicate 
the procedure in subsequent periods with the same logic, always starting from a magnitude 
of price and arriving at another. In these circumstances the blame of inconsistency of Marx’s 
method would have to be reconsidered.

All this is well known, but I invite you to examine the conception of the formation of prices that is 
implicit in these argumentations: it seems that it has peculiarities and anomalies that are seldom 
discussed. In our view all the approaches mentioned above, both simultaneist and sequentialist 
Marxists, and even neo-Ricardian, share two features quite decisive and at the same time admit 
controversy.
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The first has to do with the mechanism of transformation of a “value” in a “price” (in simultaneist 
terms) or the conversion of a price for a period in the price of the subsequent period (in the 
sequentialist approach). Almost automatically we could say that the mechanism responsible 
for this mutation is inter-capitalist competition. And maybe we associate that with the device of 
the flow of capital between the different branches, which are proposed by Smith and Ricardo 
and that Marx also seems to accept. The “capitalist competition” in both cases is what makes 
change the prices, as capitalists will invest only where it is guaranteed to obtain the average rate 
of profit. However, if we look carefully, the mechanism underlying this analysis does not seem 
to correspond exactly to the flow of capital as conceived by Smith (which is normally evoked 
when the term is used) or at least it is a greatly peculiar version of it. Smith’s version, which we 
have already alluded, claims that when in a branch the price of the correspondent commodity 
is insufficient to obtain the average rate of profit, some capitalists migrate to another branch 
in which the payoff is greater. This causes two effects: inside the branch of origin the quantity 
produced and offered get down and therefore the price increases. In the branch target opposite 
occurs: the quantity supplied increases, and the price drops. This game is one that leads to a 
uniform rate of profit and prices consistent with this result are the “natural prices”. Note however 
that the transition from initial to the final situation involves not only a change of price, but also 
a change in quantities. If we want to compare the amount of value in the branch in question in 
both situations, that would require calculating the initial price multiplied by the initial quantity 
of commodities and compare this amount obtained by multiplying the final price for the final 
quantity.

Well, this is not exactly what is done in these operations both simultaneist as sequentialist. They 
seldom mention quantities traded, but when price varies in some proportion, say 10%, also the 
amount of total value of the branch varies in the same 10%. This is not possible yet, but in one 
circumstance: that the unit price changes but the physical quantity of commodities produced 
is not altered, something that seems to be counter intuitive. This, more than a formal failure, 
appears to be a consequence of the theoretical choice on the absolute primacy of production 
over other economic spheres. The fact that prices vary as a result of changes in the quantity of 
commodities traded is a concept that refers to the sphere of circulation, and the mechanism of 
formation of a uniform rate of profit related with capital inflows implies a link between production 
and circulation. But what is involved in these canonical versions of Marxism is that prices change 
from unilateral decisions of producers who raise (or lower) prices in order to get an average rate 
of profit, without changing the quantities offered. So, it is a notion focused on production, rather 
than on capital flows between branches, and it seems to allude to value streams, with immobile 
capitals.

The other feature common to these approaches has to do with the emphasis on production, 
more or less one-sided, that relays to the fact that the prices that are handled in these reflections 
correspond exclusively to what in Smith and Ricardo are the “natural prices”. At this should include 
authors like Foley. The “market prices” are rarely evoked and this suggests that its theoretical 
relevance is minor or nonexistent. So there is no systematic effort of interpretation of its logic. 
The following presentation is recurrent:  “values  “ are the deepest stratum of the capitalist 
structure and all concerning them is treated at a starting level of abstraction; in the next level 
of abstraction are the “prices of production” that correspond to an economy in full competence 
and with multiple branches (the main concerns would be in the relationship between these two 
levels). But to deal with “market prices”, a third level of abstraction is introduced, more or less 
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residual, which includes all other possible determinations without major distinctions: the prices 
that arise from this operation should match with those  observed empirically, and are called 
“market prices”. Of course, this way of approaching market prices, makes them more or less 
unthinkable.1 

This procedure unilaterally focused on production, in my opinion, leads to a representation of 
the capitalist economy that is not very different from the corresponding Ricardian and is equally 
vulnerable to the objections raised by the critics of both paradigms. But also, in my opinion has 
serious conceptual inconsistencies that make very difficult to think justly several key categories 
that Marx built, among them, a precise vision of technical innovation, the very emergency of 
exploitation,  the crisis, of course, as we will try to show later, and makes difficult to think some 
phenomena that Marx failed to analyze in detail, but his perspective promises an interesting 
interpretation as informality, and the role of consumer manipulation in the contemporary phase 
of capitalism, among other.

3. TOWARDS A THEORY OF PRICES CONSISTENT WITH THE ABSTRACT 
LABOUR THEORY OF VALUE. 

In this section I will try to outline the features of what might be an avenue of exploration on a 
“price theory” that would be consistent with the approach of abstract labour theory of value and 
that includes the articulation between production and circulation. I have no intention of clarify-
ing what “Marx actually said” nor want to get into a war of scholarly citations to show that the 
interpretation I propose is precisely what Marx had in mind. This author was so prolific, he wrote 
his work in such a long period of time, and his thought evolved so much, that one can select 
pieces written by him pointing in very different directions, sometimes diametrically opposed. 
What I argue here, however, aspires to be consistent with what I believe are the most interest-
ing insights of Marx and I certainly could provide references that was used by him, sometimes 
explicitly, sometimes implicitly, in some parts of his vast work. And of course, this is a proposal 
of a contemporary development from his original formulations. In the first part of this section I 
will discuss some methodological considerations that I believe are indispensable to develop 
substantive proposals. The latter, or rather a basic outline of them, are presented in the second 
part of this section.

3.1 Methodological considerations and definitions.

3.1.1 The levels of abstraction.

I return to the notion of hierarchical levels of abstraction, which I think is crucial in addressing the 
issue of price formation. But I want to make some qualifications.

 
1 Note the convergence to Walrasian approaches, and generally neoclassical, which seems to consider that equi-

librium prices are the only relevant. Recently, Guerrero (2007) makes an approach to deal with market prices in a 
non-residual manner that, on a simultaneist view,  proposes a “second transformation”: the first would be between 
“values” and “prices of production” and the second would be between “prices of production” and “market prices”, 
based on the consideration that the productivity of individual firms are not strictly identical.
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I do not find neither sufficient nor adequate the triad “values-prices of production-market prices.” 
As I hinted in the first section of this text, the gradation that seems appropriate for the analysis 
presented in Capital by Marx is much more detailed. In my opinion, one must start from an initial 
level of a simple commodity economy, which allows analyzing the issues of value, money and 
exchange. At this level one must examine the issue of price formation in a manner consistent 
with the simplifying assumptions that have been taken there. In the transition to the next level, 
should address the emergency of exploitation and the irruption of the basic classes of capital-
ism: that is the theory of surplus value. With the presence of these agents should examine the is-
sues of accumulation, and for doing that one can assume aggregate relationships, or eventually, 
capitalist agents with similar organic compositions of capital. Then one can approach the plane 
in which contemplates the existence of various branches of production. But from then on should 
eventually define other more and more concrete plans, one of which would involve the existence 
of land rent, and therefore the presence of landowners, subsequently other levels must be de-
limited to examine the role of non-productive capital, traders and bankers. This gradation in fact 
is indefinite and may have other “routes” depending on the purposes of analysis.

The “market price” on the other side does not correspond to a certain level of abstraction. Its 
counterpart is the “natural price” and the mutual articulation of these categories indicates the 
interaction between production and circulation. This notion must be present at all levels of ab-
straction, from the highest to the most complex, because it is an essential mechanism to take 
into account in relation with the formation of prices at any level of treatment.

It is also important to define the relationship between the different levels of abstraction. In fact, 
their articulation is essential to have a full representation of the object of examination. The deci-
sion to use a certain level of abstraction is justified because that makes possible to think with 
clearness some features of what we want to understand and lets establish its basic relation-
ships. When we move to a more concrete level of analysis and new determinants are introduced, 
new conclusions are drawn and it is necessary to compare them with those of the previous level. 
But, in my opinion, the bond between two successive levels of abstraction has a conceptual 
nature: the comparison with the previous level consists primarily in corroborate whether the 
mechanisms initially identified are still operating with the same logic of the more concrete level, 
or if new determinants alter this operation. We should distrust of a quantitative relationship 
purely additive: recall that in terms of social behaviour the whole is not always strictly the sum of 
the parts, and there are structure effects that are crucial.

I call attention to a point that I think has great importance:  the convenience to start with a level of 
abstraction of a simple market economy. This is what Marx does, as we have seen, and perhaps 
also what makes Smith, with his “rude and primitive economy”, but contrasts with the strategy 
of Ricardo, who begins his analysis directly with a representation of the capitalist economy as 
such. There are three considerations to support the decision of beginning with this level of sim-
ple commodity economy:

The first is evoked by Marx, and consists on the potentiality this level of abstraction provides to 
clearly consider the features of the capitalist economy that emerge from its market character, 
and thus they can be examined with more accuracy, without interference from other more com-
plex items than  appear when viewed them operating in the capitalist economy.
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The second has to do with the persistence of a plethora of simple commodity agents in the 
concrete manifestations of modern capitalist societies. Marx seems to be convinced that once 
the agents are capitalists, they eventually eliminate through competition all simple commodity 
agents, and if some of the latter survive, do so only for a time and in a residual manner. The 
fate of the capitalist economy he envisions is a homogeneous structure consisting of a small 
minority of capitalists and a vast majority of proletarians, while the “third classes” would have 
disappeared. This was not the actual historical trajectory: in contemporary capitalist societies 
coexist in the same structure simple commodity and capitalist agents, and not as a result of 
inertia: it seems that new economic processes concomitant with the development of capitalism 
constantly generate conditions for the reproduction of simple commodity agents, even in socie-
ties where capitalist relations are more developed. This not to mention the enormous importance 
that acquired in peripheral capitalism a sector which basically responds to the logic of simple 
commodity economy, which receives several denominations “informality” “underground econo-
my”, “marginality”. Consider a representation of the operation of the market in terms of a simple 
market economy is very useful for understanding the dynamics of this sector and its relationship 
with the strictly capitalists agents, which has great relevance today.

But there is a third reason which advises this strategy. The simple commodity economy is not 
eliminated and continues to operate structurally inside the capitalist economy: the latter ab-
sorbed it as a substructure into a more complex whole. To make an analogy, it would be like 
in the composition of human brain containing a limbic-hypothalamic nucleus, which may cor-
respond to a more primitive evolutionary stage, and a cortex, more developed. But the former 
is not annihilated, and continues to play roles in the instinctive and emotional areas, while the 
cortex regulates complex rational functions. So, simple commodity economy encapsulated in the 
capitalist economy has important functions in the latter, as I will try to develop further: some of 
the features of the logic of the simple commodity agent move to one of the fundamental classes 
of capitalism, the proletariat; it is plausible that its dynamics play a role in the quantitative defini-
tion of a central variable,  wage, and even in ideological terms, the representation of aspects 
of the capitalist economy as a simple commodity economy is very important to understand the 
behavioral referents of the contemporary economy.

3.1.2 Time

It seems self-evident that to have a satisfactory representation of the behaviour of actors in capi-
talism and in the market society, we must have an adequate idea of how time operates there. 
However, we must draw attention to this matter, because it is argued that in many formalizations 
in current economic theory very often this dimension is neglected: we have already alluded 
to the sequentialist Temporal Single System Approach for whom “simultaneous” analysis, and 
particularly those who rely on the device of simultaneous equations, distort the way  competi-
tion and markets operate.  I believe the point that they claim is very relevant. However, I do not 
share the implication that any exercise that attempts to analyze the synchronous relationships 
of economic magnitudes is by force somewhat mystifying. I even believe that these attempts are 
very necessary for the understanding of some key aspects. But I agree with the sequential con-
sideration that the temporal dimension is a crucial factor in economic analysis and is particularly 
important in the formation of prices.
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Marx emphasizes the fact that economic activity in general (the “overall production”) is comprised 
of several components: production (in the strict sense), exchange, distribution, consumption, 
which in fact form a temporal chain; the first go before subsequent ones. We might think that 
in capitalist society, where change and distribution exist through mercantile relationships, 
production precedes circulation. For each agent this sequence is important and for formalization 
we should keep as much as possible the basic features that take the time to experience: time 
has a direction, it is not reversible, and there is no certainty about the future. But Marx also notes 
that these components form a structure that is reproduced: it is a cycle that repeats over and 
over again. Market agents have a sense of what has happened, draw conclusions from that for 
the present, and prefigure the future to decide their actions. They do not start a market operation 
like it was the first day of creation and they do not conclude it as it was the Final Judgement 
day. What are relevant are the repeated actions of the agents involved in market, who have 
experience in it and, likewise, expectations. It is also important to note that for participants in a 
market there is a time horizon for their decisions: they can not wait indefinitely for the actions of 
other agents. Different actions may have different horizons and so we should speak of different 
terms, but for decision making there is always a time reference that is finite. 

Finally, one should say that in reality there are relationships among agents that are both 
diachronic and synchronic: in terms of formalization one should ideally take account of them 
both in one sole operation. But this is not easy: a resource in this regard is the iterative modeling, 
which has advantages over purely simultaneous or time series models. But we must be aware 
that it also has limitations. Iterative models seek to reproduce with a succession of discrete 
periods a temporality that is actually continuous: they try to grasp synchronous relations in each 
of them. This is an approach to make understandable this issue. But one of the limitations is that 
the different actors, and sometimes the various actions, do not always have the same temporal 
reference.  So for some of these aspects a certain lapse of time is a reasonable one, for others 
this can be a very long period or too short. The iterative formalization must standardize these 
horizons. On the other hand, one must make the assumption that within each period, time does 
not pass (it flows only from one period to another): that generates results that sometimes are 
difficult to grasp intuitively.

3.1.3 Competition 

One of the most promising aspects of Marx’s analytical approach is his view on competition. 
But, paradoxically, this is a subject that was never tried by him thoroughly and in a systematic 
way. There are several passages that referred to the subject, but he deliberately postponed 
its consideration over and over again. However, in a dispersed manner, there are elements to 
outline his perceptions on this issue, which is particularly interesting.

It should be highlighted that Marx always conceived the market as a battlefield in which different 
agents fight each other relentlessly. And he did not imagine this scenario as being ordered 
and quiet, but something anarchic and irrational. His vision is very different, for example, to the 
notion of “perfect competition” of neoclassical economics where the agents simply take orders 
from the market, obey them automatically and have almost no relation with their competitors. 
Also contrasts with the oiled and infallible mechanism of the Smith’s “invisible hand”. For Marx, 
the market is a precarious form of socialization and a place of permanent dispute. And yet, 
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despite this rough picture of friction, Marx certainly shares the intuition of classical political 
economy that, at the expense of subsequent shocks and setbacks, these behaviours show 
regularities. Marx envisions a relationship between individual and collective behaviour, which 
is different from both methodological individualism -which imagines the global behaviors as the 
arithmetic sum of individual behaviors-  or mechanical holism -in which individuals only execute 
a default role, external to them-. For him individuals have strategic behavior, they want to win, 
they attack and defend. It is the market interaction that imposes regularities through penalization 
of prices. Individuals perceive clearly the existence of these rules, but try to take advantage of 
them, evade and circumvent them. Sometimes they succeed in it, sometimes fail. This is the 
conceptual context of the notion of “dangerous leap” of realization that is so central to Marx.

In more global terms one could say that this way of understanding the relationship between 
individual and the whole seems less similar to the relationship of particles and bodies in a 
fixed pattern of dependencies, typical of a Newtonian mechanical system -the formal reference 
of most thinkers of economic activity- and is closer to the relationship established in linguistic 
systems, between the individual speaker and the syntactic and lexical patterns that make up a 
language. Linguists and semioticians from the saussorian structuralist school (Saussure, / 2005) 
(Hjelmslev, 1943) posed this as the interplay between language and speech. The first is the fixed 
set of rules shared by all users of a language that is initially imposed on individual speakers: 
those who do not respect these conventions risk being misunderstood and communication 
could fail. But this subordination of the speaker to the collective rules is not absolute; there are 
margins that allow relative freedom to innovate: new words, new syntactic forms are introduced, 
which under certain circumstances are understood, and that eventually, can be generalized and 
absorbed by all. The speakers at the same time respecting the general rules sometimes take 
risks to innovate. Sometimes fail, but sometimes they are successful: comprehensive system 
eventually accepts the mutation and this is how languages   change. Individual behavior must 
comply with collective rules, but their determination is far less absolute. This is much closer to 
the markets that a Newtonian mechanical system: agents are subject to the overall results of the 
interaction, but have the possibility of trying to introduce mutations in their behalf: sometimes 
they succeed, but sometimes they fail.

Full competition, which corresponds to a generalized market system and that operates 
systematically, then, is a phenomenon that has an individual manifestation but involves global 
interactions. In a transaction there is competition, conflict, between the seller and buyer. Each 
of them tries to define the terms of the deal in his favor. But it is not just a bilateral relationship 
between two individuals. In this transaction the buyer is competing with other potential buyers. 
The seller is doing something similar with other sellers of the same product, and eventually with 
other vendors. And when circulation and production are intertwined, through this transaction also 
compete among them producers of each good (what Marx called “intra-industry competition”) 
and compete producers of different commodities (what Marx called “inter-industry competition “). 
One must understand individual behavior as such, but should not be conceived in isolation, but 
as the result of multiple interactions.
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3.1.4 Assumptions and Definitions

In an effort to avoid confusion, I propose a series of categories and names for them. Some 
are of general use, but I would like to precise its content. I propose others as a result of the 
considerations we have already done and I give them names that seem appropriate, although 
not used currently as such, or at least not with the specific sense I suggest. Later, as we advance 
in the analysis, I will propose some additional ones.

I start with the categories relating to labour:

Concrete labour is the amount of labour that has indeed been required to produce a specific 
commodity by its producer.

Embodied labour is the amount of labour that usually is required in society to produce a 
commodity, given the commonly available techniques and the current efficiency. That is the 
“socially necessary labour” for its production, in the words of Marx, and is the notion that Ricardo 
identifies with “value”.

Abstract labour is the amount of social labour that corresponds to the monetary price of a 
commodity. In other words, is the portion of social labour that the owner of a commodity can claim 
for its possession, something, therefore, sanctioned by the market. In quantitative terms would 
be the monetary magnitude of the price translated into social labour through the “converter” 
proposed by Foley, the Value of Money (or the Monetary Expression of Labour Time, in his final 
formulation). This is the category that articulates the monetary dimension with the dimension of 
labour.  

Concrete price is the monetary amount by which the individual commodities are traded.

Market price is the predominant monetary amount by which the transactions of commodities are 
made in a given period.

Natural price is the monetary amount to which market prices tend from the operation of competi-
tion in the interaction of circulation and production.

All these magnitudes are commensurable with one another, both individually and in the aggre-
gate, and indeed the possibility of establishing quantitative relationships between some of them 
has a crucial conceptual importance, as I shall try to show in the following pages.

Finally, I remind the following assumptions that I will do to start the argumentation and I think I 
have justified: the analysis will be made initially with respect to a simple commodity economy; 
it is assumed that all transactions occur through the mediation of money; it is possible that 
transactions fail, in other words, I will try to keep in mind, in due course, the “dangerous leap of 
realization” that Marx meant.

x
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3.2 The price formation

The strategy that I will follow for the analysis of price formation is pretended to be consistent 
with the notion, already evoked, that prices are built from the interaction between production and 
circulation. Initially I will examine circulation, then production, then the entanglement between 
these two. In this final section I will examine the emergence of natural and market prices. In a fol-
lowing section I will discuss some situations of the operation of market that involves mismatches 
between embodied and abstract labour: technical innovation and the rise of land rent, which are 
key to understand mechanisms that are critical to the capitalist dynamic and can be foreshad-
owed at this level of abstraction. I will do further analysis: in these initial parts I will reason as if 
all the production was realized. It is a resource to simplify the analysis, but I have already noted 
the importance attached by Marx to the notion that realization is not always assured. In a later 
section I will try to include the idea of “dangerous leap” in the sense that repeatedly in a market 
economy transactions fail. In a final section I will make some considerations about prospects for 
further analysis.

3.2.1 Prices and circulation.

Suppose a market consisting of a large number of suppliers of a particular commodity, say, to-
matoes, and also a high number of demanders of it. For now let’s leave aside the origin of the 
tomatoes and especially its production: let’s retain the fact that they are property of the suppli-
ers, who bring them to Corabastos (the name of the wholesale food market in Bogota) a given 
day with the aim to sell them, ie, exchanging them for money. We are not interested, for now, if 
these suppliers themselves produce the tomatoes, if they purchased them previously from other 
producers, or if the tomatoes came out of nowhere, fallen from heaven like manna in the desert 
for the Israelites in Exodus. On the other hand, there are a plural number of demanders who 
want to buy tomatoes, which have a certain amount of money to buy them. In principle it is not 
required to make any assumption about the uniformity in the amount of money owned by the 
prospective buyers. They address the same day Corabastos to acquire, through purchase, the 
tomatoes they want.

The first thing that most likely will record if we were observing this scenario is that certain trans-
actions are performed. For convenience in discussion I propose to assume that each vendor of-
fers the same amount of commodity. Say that the bidder A has agreed to sell to the demander Z 
a lump of tomatoes for a certain amount of money. Another bidder, say B, agrees with the buyer 
Y to sell him his tomatoes for another bundle of money. And so on. Recall that we called this 
relationship between magnitudes of commodities and magnitudes of money, concrete prices.

Let us raise a quantitative initial question: Is there a relationship in the magnitude of these 
concrete prices? They probably are not identical: the members of each of these pairs that corre-
spond to each transaction may have different characteristics and the same could be said about 
the relationship between them. Some demanders may have more haste than others. Some have 
more experience, or have more information. Their income may be different, and the same could 
be said of the use of the commodity they want to buy: Some may seek to procure the tomatoes 
for their own consumption, others, perhaps, have restaurants and buy to prepare meals that will 
sell. Others may be middlemen and buy tomatoes to sell later to restaurant owners or other final 
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users. The relationship of each with their suppliers in Corabastos (which are not homogeneous) 
can vary greatly. Each vendor will want to sell their goods at higher price. Each buyer will try the 
exact opposite. We expect then, since the relationship of forces between every buyer and every 
seller is not strictly equal to those of other couples, is that the resulting prices are not identical. 
On the same day Corabastos not all packages of tomatoes are traded exactly at the same price 

But are these prices completely different and independent? Is it reasonable to expect that in the 
same day in Corabastos a bundle of tomatoes is traded for a hundred pesos, and another one 
for a million? Intuition tells us not to. The concrete prices are not identical, but they tend to clus-
ter. In our example, probably a bag of tomatoes were settled for 105 pesos, one for 98, and so on. 
Although there is some dispersion, and it is very important not to lose sight of this matter, on the 
other hand concrete prices show convergence: this is so true that in social terms (and of course 
for social accounting institutions) makes sense a magnitude of central tendency to summarize 
these various transactions: one speaks, for example, that on a certain day the bulk of tomatoes 
were sold at 100 pesos. Although not all transactions are done exactly for that amount, that’s a 
reference that is relevant to different agents.

But what is the glue that makes these concrete prices converge? We are so accustomed to 
this result, and so used to the traditional formalizations, that we lose sight of this fundamental 
question. With Smith, we would answer that the root of this behaviour is competition. More pre-
cisely, with Marx, it is the fear of failure in realization. That is an effect of the dangerous leap of 
realization. Although the transaction between seller A and buyer Z appears as a matter that only 
concerns the two of them,  in fact in a fully market economy in which market operates system-
atically, this relationship involves many other actors. For now, it concerns all the other sellers of 
tomatoes. And it includes also the other buyers of tomatoes. A wants to sell his tomatoes for the 
highest price one can imagine, even for a million pesos. But there are other potential suppliers 
willing to offer this merchandise to Z. Even if the latter is in dire need of tomatoes, probably he 
inquires about these alternative offers. A risk for A, if he insists on a very high price, is to be re-
placed by B or any other vendor, and he even faces the possibility of not selling his product. But 
this disciplinary action of competition also works for Z: as a buyer he wants to pay the lowest 
price possible. But in his actions he has to count that there are other buyers and A compares his 
proposal of purchase with the others, and may prefer someone else’s if his is too low. In the limit, 
Z also faces the possibility of failure in realization: it is possible that the packages of tomatoes 
run out in Corabastos and Z was not able to buy his.

In Figure 1 we illustrate graphically what we discussed. On the vertical axis we represent prices. 
On the horizontal axis we represent each recorded transaction: first, at the origin; the second im-
mediately subsequent, and so on. Total transactions will be q, ie, that is the number of packages 
traded in Corabastos that day (and given our assumption that each seller sells a bundle of toma-
toes, this is also the number of sellers in the market). Let us assume that on this day were sold 
1,000 packages of tomatoes. We can also represent this price, summary of individual prices, 
that we can call market price: in this case we assume that this is 100 pesos, and is denoted by 
P. We can say that on this day 1000 packages of tomatoes were traded at a predominant price 
of 100 pesos for each of them.
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Figure 1

Concrete and market prices
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Now, we can make another quantitative question. What makes that these 1,000 
packages of tomatoes are sold in a predominant price of 100 pesos? Why not a 
higher or a lower price? In other words, what are the determinants of the market 
price? 
To address an answer to this question I go to a proposal initially made by the 
political economist Richard Cantillon (1755 / 1978), took  later in an explicit 
manner by Adam Smith, and that seems to be accepted by other thinkers who 
are important for our reflection as Ricardo and Marx. Cantillon argues that this 
magnitude is determined precisely by the confrontation between supply and 
demand, conceived them in aggregate terms. His approach is also consistent 
with the notion that market transactions are given monetarily. For Cantillon what 
we call market price has a magnitude which is equal to the amount of money 
that the demanders intend to purchase the commodity, divided by the amount of 
goods offered in the market. That is, the market price would equal the 
magnitude of monetary demand divided by the physical supply of commodities. 
 
M P= MD / Q 
M P = Market Price 
MD = Monetary Demand  
Q = Physical Supply 
In our example, the monetary demand would be 100,000 pesos, because that is 
the amount available to all the demanders to buy tomatoes. The amount offered 
is 1,000 bags of tomatoes. The market price is then 100 pesos per package. 
Note that in this case, the totality of the tomatoes is sold. 
 
This piece of reflection is known as Law of Cantillon-Smith, and is used by 
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Now, we can make another quantitative question. What makes that these 1,000 packages of 
tomatoes are sold in a predominant price of 100 pesos? Why not a higher or a lower price? In 
other words, what are the determinants of the market price?

To address an answer to this question I go to a proposal initially made by the political econo-
mist Richard Cantillon (1755 / 1978), took  later in an explicit manner by Adam Smith, and that 
seems to be accepted by other thinkers who are important for our reflection as Ricardo and 
Marx. Cantillon argues that this magnitude is determined precisely by the confrontation between 
supply and demand, conceived them in aggregate terms. His approach is also consistent with 
the notion that market transactions are given monetarily. For Cantillon what we call market price 
has a magnitude which is equal to the amount of money that the demanders intend to purchase 
the commodity, divided by the amount of goods offered in the market. That is, the market price 
would equal the magnitude of monetary demand divided by the physical supply of commodities.

M P= MD / Q

M P = Market Price

MD = Monetary Demand 

Q = Physical Supply

In our example, the monetary demand would be 100,000 pesos, because that is the amount 
available to all the demanders to buy tomatoes. The amount offered is 1,000 bags of tomatoes. 
The market price is then 100 pesos per package. Note that in this case, the totality of the 
tomatoes is sold.
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This piece of reflection is known as Law of Cantillon-Smith, and is used by contemporary 
heterodox authors in their seek to transcend the concept of price formation unilaterally from 
production (Benetti and Cartelier 1998). Its precise formulation has implications that deserve 
to be discussed and that may require rethinking. For now, however, for the purposes of this 
discussion, I propose to preserve it provisionally, because it alludes to the intuition that the size 
of the market price responds to the confrontation between a certain amount of physical goods 
on offer, and a certain amount of money that the buyers have to purchase these goods.

Those who use the Law of Cantillon-Smith generally conceive it as a punctual relationship 
between a quantity of supplied commodities and an amount of money to purchase it, that is, in 
our representation of Figure 1, corresponds exactly to a point. However, I invite you to do the 
following “thought experiment”: suppose that all the circumstances remain identical to the initial 
situation, but we change a single aspect, the number of packages of tomatoes coming to market. 
If this amount is greater, intuition would indicate that the price should fall. But,  why? Again we 
present the reasons already adduced: the fear of failure of the transaction. The bidders warn that 
there is a greater risk of being unable to sell their goods. The way to attract the buyer, in dispute 
with their competitors, and ensure the transaction, is to reduce the price. And this behavior is 
transmitted to other vendors. If we call q’ the increased amount of commodity, the corresponding 
price will be lower than P, say P’. Concomitantly, if we change the amount offered by a less than 
q, which we call q’’, the expectation is that the price would increase to a level greater than P, say 
P’’. The motive of this change will run in this case the buyers: if the amount of tomatoes in the 
market is restricted with respect to the previous situation, grows the risk that some of them could 
not acquire the commodity. The mechanism used to induce sellers to complete the transaction 
with them is none other than increasing the price.

The set of market prices resulting from the same market situation but with different amounts of 
commodity  offered configures in  Figure 2 a line that we will call Curve of Price of Circulation, 
because it describes the form that price assumes in circulation. This is the description of an 
aggregate behaviour that, it should be reminded, is quite intuitive: in the same situation if there is 
a limited amount of commodities, the price is high and if the quantity offered increases, the price 
is low. For now we will highlight one of its formal characteristics, which corresponds to the fact 
we just mentioned: it is a descending curve showing an inverse relationship between quantity 
supplied and price.
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Figure 2

Curve of Price of Circulation
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Someone will say that this has nothing new and that it is anything other than the 
well-known demand curve of the neoclassical tradition. Let emphasize the 
differences. The first, which is substantial, is that it's not only a notion of 
demand: we have seen that this is a concept that involves both supply and 
demand, actions and reactions of buyers and sellers. But they are restricted to 
the sphere of circulation. This seems to be the notion that has in mind Marx 
when he speaks about "supply and demand": the confrontation in a market of 
agents that sell and purchase commodities, without reference to production. 
I also underline that this is an aggregate category, referred to the market as a 
whole. Of course there are individual behaviours, but this approach follows an 
aggregation procedure that is different from neoclassical economics: it is not the 
multiplication of identical agents each of which responds to individual logic. 
What this curve describes is the result of the interaction of many actors who 
have strategic behaviour and is not necessary to make assumptions of 
complete homogeneity about them: in particular, as noted, buyers can have 
very different levels of income and very different economic functions. Each point 
reflects this confrontation between sellers and buyers and it has not any 
normative virtuosity:  it is possible that at one point weaker buyers would be 
deprived of a good that is essential to them, defeated by the strength of other 
stronger buyers who acquire the goods for superfluous use  
The precise shape of the curve will depend on the specific characteristics of 
each commodity and its social role, and responds to factors relating to both 
sellers and buyers. For example, it is likely that as the quantity supplied 
increases perishable goods prices fall more sharply than those of durable 
goods, since the bidders may be more urged to sell their commodities. Or in the 
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Someone will say that this has nothing new and that it is anything other than the well-known 
demand curve of the neoclassical tradition. Let emphasize the differences. The first, which is 
substantial, is that it’s not only a notion of demand: we have seen that this is a concept that 
involves both supply and demand, actions and reactions of buyers and sellers. But they are 
restricted to the sphere of circulation. This seems to be the notion that has in mind Marx when 
he speaks about “supply and demand”: the confrontation in a market of agents that sell and 
purchase commodities, without reference to production.

I also underline that this is an aggregate category, referred to the market as a whole. Of course 
there are individual behaviours, but this approach follows an aggregation procedure that is 
different from neoclassical economics: it is not the multiplication of identical agents each of 
which responds to individual logic. What this curve describes is the result of the interaction 
of many actors who have strategic behaviour and is not necessary to make assumptions of 
complete homogeneity about them: in particular, as noted, buyers can have very different levels 
of income and very different economic functions. Each point reflects this confrontation between 
sellers and buyers and it has not any normative virtuosity:  it is possible that at one point weaker 
buyers would be deprived of a good that is essential to them, defeated by the strength of other 
stronger buyers who acquire the goods for superfluous use 

The precise shape of the curve will depend on the specific characteristics of each commodity 
and its social role, and responds to factors relating to both sellers and buyers. For example, it 
is likely that as the quantity supplied increases perishable goods prices fall more sharply than 
those of durable goods, since the bidders may be more urged to sell their commodities. Or in the 



25

case of goods that are considered more necessary, if the availability is lower, prices may rise 
more than those of luxury goods which can be dispensed. 2 

Now for the original situation in which the quantity supplied is q, suppose that what changes 
is that now there is a greater influx of buyers, or buyers have more money. This means that 
“demand increases”. At the same quantity q, the price rises, say to p’’’. Thereafter it is possible 
to replicate the reasoning that we have done, that consists on varying, to that new level, the 
amount of goods offered. The result is that to represent this “increase in demand,” we will have a 
Curve of Price of Circulation shifted to the right, as illustrated in Figure 3. From the original Curve 
Price of Circulation PC-PC we pass to PC’- PC’.

Figure 3 Curve of Price of Circulation and increase in monetary demand
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prices may rise more than those of luxury goods which can be dispensed. 2  
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3.2.2. Prices and production 
 
Let us now examine the role of production in the formation of prices. Also here 
we can see that at any given time in a developed market economy, producers of 
goods use for processing them certain quantities of labour  that are not 
necessarily identical;  but on the other hand, these magnitudes of labour are not 
completely different, and tend to group. The first is a reflection of that, even 
using similar techniques, each producer has peculiarities in his efficiency, 
diligence, and so on. The second is evidence of precisely the market character 
of this production, and particularly the presence of competition. Although as we 
said, production precedes circulation, this is an iterative and cyclical structure:  
                                                 
2 This consideration illustrates why we do not retain the exact original expression of the Law 
Cantillon-Smith. It implies that for all goods the ratio (ΔP/ P) / (Δq / q) is always equal to 1. 
Therefore, the monetary amount traded is always the same even if the quantity offered and the 
price change, because their variations are compensated. This certainly does not seem 
appropriate to describe the general behaviour for all goods. 
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3.2.2. Prices and production

Let us now examine the role of production in the formation of prices. Also here we can see that 
at any given time in a developed market economy, producers of goods use for processing them 
certain quantities of labour  that are not necessarily identical;  but on the other hand, these 
magnitudes of labour are not completely different, and tend to group. The first is a reflection of that, 
even using similar techniques, each producer has peculiarities in his efficiency, diligence, and so 
on. The second is evidence of precisely the market character of this production, and particularly 
the presence of competition. Although as we said, production precedes circulation, this is an 
iterative and cyclical structure:  producers, although develop their transformation processes of 
nature individually, they are connected by the market and are aware of this recurring process. In 
the market, what prevail are the general conditions, “the socially necessary labour” mentioned 
2 This consideration illustrates why we do not retain the exact original expression of the Law Cantillon-Smith. It 

implies that for all goods the ratio (ΔP/ P) / (Δq / q) is always equal to 1. Therefore, the monetary amount traded 
is always the same even if the quantity offered and the price change, because their variations are compensated. 
This certainly does not seem appropriate to describe the general behaviour for all goods.
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by Marx, and if any individual producer deviates excessively from the general standard, he runs 
the risk of being removed by his competitors.

This can be illustrated graphically in Figure 4. On the horizontal axis are represented the aggregate 
quantity of goods produced under the simplified assumption that each producer produces the 
same amount of good. On the vertical axis each x represents the labour each producer required 
to elaborate his merchandise, in our example, each bulk of tomatoes. In principle this is what 
we call concrete labour. The horizontal line that runs  from  the y-axis to  X represents the 
magnitude of convergence that competition make arise among different producers: it would be 
the embodied labour in the terms of Ricardo, and to remember the words of Marx, the socially 
necessary labour.

Figure 4

Labour and production of commodities
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producers, although develop their transformation processes of nature 
individually, they are connected by the market and are aware of this recurring 
process. In the market, what prevail are the general conditions, "the socially 
necessary labour" mentioned by Marx, and if any individual producer deviates 
excessively from the general standard, he runs the risk of being removed by his 
competitors. 
This can be illustrated graphically in Figure 4. On the horizontal axis are 
represented the aggregate quantity of goods produced under the simplified 
assumption that each producer produces the same amount of good. On the 
vertical axis each x represents the labour each producer required to elaborate 
his merchandise, in our example, each bulk of tomatoes. In principle this is what 
we call concrete labour. The horizontal line that runs  from  the y-axis to  X 
represents the magnitude of convergence that competition make arise among 
different producers: it would be the embodied labour in the terms of Ricardo, 
and to remember the words of Marx, the socially necessary labour. 
Figure 4 
Labour and production of commodities  
 

 
 
 
Now, in a market economy, as Marx explains in an accurate way, labour is 
manifested in the form of money. As Foley points out, there is a quantitative 
translation between amounts of money and quantities of social labour. In these 
terms in Figure 5 we outline what we will call Curve Price of Production (PC-PC 
in the figure)3  that illustrates the competition between producers in the field of 

                                                 
3 Marx calls Price of Production to a magnitude that corresponds to the capitalist economy, 
which is the capital required to produce a commodity, increased proportionately at the rate of 
average profit. Ricardo calls this Price of Cost, because it is the cost, augmented in an average 
profit.  To refer to this notion I prefer to retain the name used by  Ricardo, while I use Price of 
Production to refer to what we discussed here, the prices that would arise foreshadowed in the 
field of production only, so prior to entering the circulation. Its counterpart is precisely the Price 
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Now, in a market economy, as Marx explains in an accurate way, labour is manifested in the form 
of money. As Foley points out, there is a quantitative translation between amounts of money and 
quantities of social labour. In these terms in Figure 5 we outline what we will call Curve Price 
of Production (PC-PC in the figure)3  that illustrates the competition between producers in the 
field of production, prior to the raid on the circulation itself. Examine the characteristics of this 
curve. Each point on the curve represents the money equivalent of labour, both direct and indi-
rect, incurred “normally” by a producer in the elaboration of a certain commodity. The shift to the 
right represents the aggregation of goods produced (and in our case, the number of producing 
agents). This is a horizontal line, but this is not necessarily because they are having constant 
returns to scale, but that is due to the fact that the amount of commodities produced expands 

3 Marx calls Price of Production to a magnitude that corresponds to the capitalist economy, which is the capital re-
quired to produce a commodity, increased proportionately at the rate of average profit. Ricardo calls this Price of 
Cost, because it is the cost, augmented in an average profit.  To refer to this notion I prefer to retain the name used by  
Ricardo, while I use Price of Production to refer to what we discussed here, the prices that would arise foreshadowed 
in the field of production only, so prior to entering the circulation. Its counterpart is precisely the Price of Circulation, 
hat we have already discussed, and is the price that emerges exclusively in the sphere of circulation.



27

through the influx of new producers that operate under technical conditions similar to their pred-
ecessors, unless a particular obstacle to this arises.4

Figure 5 Curve of Price of Production
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production, prior to the raid on the circulation itself. Examine the characteristics 
of this curve. Each point on the curve represents the money equivalent of 
labour, both direct and indirect, incurred "normally" by a producer in the 
elaboration of a certain commodity. The shift to the right represents the 
aggregation of goods produced (and in our case, the number of producing 
agents). This is a horizontal line, but this is not necessarily because they are 
having constant returns to scale, but that is due to the fact that the amount of 
commodities produced expands through the influx of new producers that 
operate under technical conditions similar to their predecessors, unless a 
particular obstacle to this arises.4 

Figure 5  
Curve of Price of Production 

 
 
Under the circumstances of an economy composed of simple commodity 
agents, the magnitude of the price of production is equivalent to the "embodied 
labour". This is determined by the same character of the producers as simple 
commodity agents: they flow between various production options in the market 
with the referenced of achieving the monetary equivalent of this magnitude. 
Although each of them tries to get in the market the maximal amount of abstract 
labour in exchange for his concrete labour, the competition among agents, 
defined the way we do as simple commodity producers, leads them to a 
                                                                                                                                               
of Circulation, hat we have already discussed, and is the price that emerges exclusively in the 
sphere of circulation. 
4 This is what Ricardo calls "infinite production," the situation in which production can be 
extended indefinitely with the same technical and economic conditions, with the only 
requirement that there are new producers who are willing to get involved in the production of 
that commodity.       
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Under the circumstances of an economy composed of simple commodity agents, the magnitude 
of the price of production is equivalent to the “embodied labour”. This is determined by the same 
character of the producers as simple commodity agents: they flow between various production 
options in the market with the referenced of achieving the monetary equivalent of this magni-
tude. Although each of them tries to get in the market the maximal amount of abstract labour 
in exchange for his concrete labour, the competition among agents, defined the way we do as 
simple commodity producers, leads them to a situation in which this magnitude of recurrence is 
the embodied labour.  Not so in more complex circumstances of capitalist production with differ-
ent organic compositions of capital, different rates of turnover of capital, and so on.

3.2.3. Prices and the interaction between production and circulation.

In a market economy, prices are not formed following exclusively the logic of circulation, “the 
supply and demand”, as Marx and Ricardo rejected. But they don’t steam neither, in an unilaterally 
way, from production. This process occurs through the interaction of these two areas. One of 
the salient features of market socialization is that it is precarious, based on trial and error, and 
with multiple frictions. When there is full competition the various producers have no mutual 
agreement, or with the prospective buyers, to agree on a lump sum to be traded, or to agree on 
a price. The result from this type of interaction is not fully controlled or conscious.

To examine this interaction between production and circulation in Figure 6 we depicted in the 
same graph the curves of Price of Production and Price of Circulation. Suppose that the quantity 
produced is q, which is not the result of any concert among producers: this is the amount offered 
4 This is what Ricardo calls “infinite production,” the situation in which production can be extended indefinitely with 

the same technical and economic conditions, with the only requirement that there are new producers who are 
willing to get involved in the production of that commodity.
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for sale on the market. According to the pattern of Price of Circulation, for that amount, the 
resulting price is P. Since this P, a price of circulation, is higher than the price of production, all 
producers between o and q would get an amount  of abstract labor (o-P) that is superior to the 
labor embodied in commodities. (Recall that each of these producers may have spent a quantity 
t of concrete labour which is not necessarily equal to the embodied labour).

Figure  6

Price and interaction between production and circulation 
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Figure 6  
Price and interaction between production and circulation  

 
 
 
Where does come from this extra labour, additional to the labour embodied in 
these commodities? ie, the portion that exceeds the labour that society had 
spent on their production? In fact it does not arise out of circulation, that does 
not seem to make sense. It does come from other branches of production. Let's 
look at this graphically in Figure 7. Consider that the image on the left 
corresponds to the commodity that we examined, the production and circulation 
of tomatoes. Suppose that this economy has another complementary branch 
that produces jackets, to use Marx's example: in this image it is represented on 
the right. In this case, if in sector 1 the abstract labour that obtain the producers 
of tomatoes is higher than the labor embodied in their commodities, the 
opposite occurs in sector 2. There the goods, the jackets, are sold for a price 
that represents a quantity of abstract labor below the labour embodied in them. 
There was therefore a "flow of value", ie, of abstract labour: it is that what is 
done in circulation, not creation of value, but redistribution it, among the 
branches. In our diagram, the rectangle P-PP-1-2, which represents the overall 
magnitude of abstract labour that exceeds the amount of labour embodied in 
sector 1 would have an area equal to the rectangle P*-PP*-3-4, which 
represents the difference between the embodied labour in the production of 
commodity 2 and the amount of abstract labour that their producers achieve to 
be recognized by the market, which in this case is a negative quantity. One 
could say that in the price of a commodity there is a quantity that is related to 
the labour that is required for its production (embodied labour) and another 
portion, which can be an addition or a deduction, which is linked to the logic of 
circulation. 
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Where does come from this extra labour, additional to the labour embodied in these commodities? 
ie, the portion that exceeds the labour that society had spent on their production? In fact it 
does not arise out of circulation, that does not seem to make sense. It does come from other 
branches of production. Let’s look at this graphically in Figure 7. Consider that the image on the 
left corresponds to the commodity that we examined, the production and circulation of tomatoes. 
Suppose that this economy has another complementary branch that produces jackets, to use 
Marx’s example: in this image it is represented on the right. In this case, if in sector 1 the 
abstract labour that obtain the producers of tomatoes is higher than the labor embodied in 
their commodities, the opposite occurs in sector 2. There the goods, the jackets, are sold for 
a price that represents a quantity of abstract labor below the labour embodied in them. There 
was therefore a “flow of value”, ie, of abstract labour: it is that what is done in circulation, not 
creation of value, but redistribution it, among the branches. In our diagram, the rectangle P-PP-
1-2, which represents the overall magnitude of abstract labour that exceeds the amount of labour 
embodied in sector 1 would have an area equal to the rectangle P*-PP*-3-4, which represents 
the difference between the embodied labour in the production of commodity 2 and the amount 
of abstract labour that their producers achieve to be recognized by the market, which in this case 
is a negative quantity. One could say that in the price of a commodity there is a quantity that is 
related to the labour that is required for its production (embodied labour) and another portion, 
which can be an addition or a deduction, which is linked to the logic of circulation.
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Figure 7 

Price formation and flows of value 
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Figure 7  
Price formation and flows of value   

 
 
Now we can formulate the notion of convergence of “market prices” towards 
"natural prices" which in this case would be the Prices of Production.  This is a 
central notion for the Classical Political Economy and for Marx. Eventually, the 
producers of jackets find that it is convenient for them to move to the tomato 
branch, because there they should get on the market a greater amount of 
abstract labour in comparison with that achieved in the original branch. Some 
producers (perhaps those who have to incur in more concrete labour -the 
comparatively less efficient in the industry- or those with greater opportunities 
for mobility, etc.) will migrate to the branch producing tomatoes. In doing so 
generate two effects: increase the quantity produced and offered in the tomato 
market, and that reduces the price, and on the other hand, they reduce the 
quantity produced and offered of jackets, augmenting their price. In this way 
tends to be reduced in the two markets the mismatch between the price of 
circulation and the price of production, which means that gradually weakens the 
flow of abstract labour from one sector to the other. Natural prices would be 
those in which the movements of these agents ceases, in this case because 
these abstract labour flows lapse: in Figure 8 this is illustrated by the situation in 
which in the sector of production of good 1 the quantity supplied reaches the 
magnitude q' a price consistent with the same amount as the price of 
production, and in the market of commodity 2  quantity of good reaches q *' that 
equals its respective price of production.  
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Now we can formulate the notion of convergence of “market prices” towards “natural prices” which 
in this case would be the Prices of Production.  This is a central notion for the Classical Political 
Economy and for Marx. Eventually, the producers of jackets find that it is convenient for them 
to move to the tomato branch, because there they should get on the market a greater amount 
of abstract labour in comparison with that achieved in the original branch. Some producers 
(perhaps those who have to incur in more concrete labour -the comparatively less efficient in the 
industry- or those with greater opportunities for mobility, etc.) will migrate to the branch producing 
tomatoes. In doing so generate two effects: increase the quantity produced and offered in the 
tomato market, and that reduces the price, and on the other hand, they reduce the quantity 
produced and offered of jackets, augmenting their price. In this way tends to be reduced in the 
two markets the mismatch between the price of circulation and the price of production, which 
means that gradually weakens the flow of abstract labour from one sector to the other. Natural 
prices would be those in which the movements of these agents ceases, in this case because 
these abstract labour flows lapse: in Figure 8 this is illustrated by the situation in which in the 
sector of production of good 1 the quantity supplied reaches the magnitude q’ a price consistent 
with the same amount as the price of production, and in the market of commodity 2  quantity of 
good reaches q *’ that equals its respective price of production. 

4
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Figure 8 

Flow of producers and gravitation of market prices towards natural prices
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Figure 8  
Flow of producers and gravitation of market prices towards natural prices  

 
 
 
This is a notion that is related to the "equilibrium" but, particularly in Marx, does 
not play the same role as in neoclassical economics. As long as there is no 
guarantee that the quantities supplied match those that are compatible with a 
market price equal to the price of production, the reactions of the agents are 
themselves devoid of prior agreement, and may arise overcorrections or 
insufficient adjustments. The natural price convergence is not assured, but this 
does not prevent they play a role of attraction in the direction indicated: the 
result is that market prices oscillate around them and using the comparison of 
the political economists, gravitate around, as illustrated in Figure 9. 5                                
 
 
 
 
 
 
 
 
 
 

 
 
 
                                                 
5 This oscillation of market prices around natural prices does not necessarily mean that there is 
a real convergence towards the latter. 
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This is a notion that is related to the “equilibrium” but, particularly in Marx, does not play the 
same role as in neoclassical economics. As long as there is no guarantee that the quantities 
supplied match those that are compatible with a market price equal to the price of production, the 
reactions of the agents are themselves devoid of prior agreement, and may arise overcorrections 
or insufficient adjustments. The natural price convergence is not assured, but this does not 
prevent they play a role of attraction in the direction indicated: the result is that market prices 
oscillate around them and using the comparison of the political economists, gravitate around, as 
illustrated in Figure 9. 5                               

5 This oscillation of market prices around natural prices does not necessarily mean that there is a real convergence 
towards the latter.
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Figure 9

Gravitation of market prices towards natural prices 
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Figure 9 
Gravitation of market prices towards natural prices  

  
 

 
 
From the above considerations we can say: at this level of analysis, if in each 
commodity the difference between the labor embodied in its production and the 
abstract labour that is possible to catch in the market is derived from flows of 
value that come from (or go to) other production spheres, these flows must 
compensate. In principle, then, in the aggregate, the total of embodied labour 
must equal the total of abstract labour. This can be illustrated in Figure 10, the 
following way: the sum of the rectangles o-P-1-q  and o*- p*-4-q* (total abstract 
labour) must be equal to the sum of the rectangles o-PP-2-q' and o*- PP*- 3-q*' 
(the total embodied labor). This, more than one definition, involves a mutual 
quantitative relationship in the formation of prices of different commodities.  
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From the above considerations we can say: at this level of analysis, if in each commodity the 
difference between the labor embodied in its production and the abstract labour that is possible 
to catch in the market is derived from flows of value that come from (or go to) other production 
spheres, these flows must compensate. In principle, then, in the aggregate, the total of embodied 
labour must equal the total of abstract labour. This can be illustrated in Figure 10, the following 
way: the sum of the rectangles o-P-1-q  and o*- p*-4-q* (total abstract labour) must be equal to 
the sum of the rectangles o-PP-2-q’ and o*- PP*- 3-q*’ (the total embodied labor). This, more 
than one definition, involves a mutual quantitative relationship in the formation of prices of dif-
ferent commodities. 
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Figure 10

Embodied and abstract labour in the aggregate 
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Figure 10 
Embodied and abstract labour in the aggregate  

 
 

 
From this presentation, I propose the following thought that maybe would give 
us light to understand the idea that is attributed to Marx and Ricardo, which 
says that changes in the magnitudes of prices respond exclusively to changes 
in productive conditions, which seems inconsistent with the consideration that 
we have mentioned in Marx, who speaks of the interaction between production 
and circulation. What appears to refer this claim is to natural prices. For 
example, an "increase in demand," would at first determine an augmentation of 
price. But under conditions of full competition this would generate an influx of 
new producers who would increase the quantity supplied and lower the price to 
its price of production. In Figure 11 this is illustrated as follows: at an early 
stage, the natural price would be given by the intersection of the curve of Price 
of Production and the curve of Price of Circulation, which implies a quantity 
produced and offered q. If an "increase of demand" arises this means a shift to 
the right of the curve of Price of Circulation, from PC-PC  to PC’-PC '. In the 
short term, this would imply an increase in the price, but under full competition, 
this would generate an influx of new producers to expand production at the new 
level of q' and price will be returned to the level of Price of Production. This, of 
course, in a situation of full competition and "infinite production," where there is 
no barrier to access to new producers and that the extension of production is 
made with the same previous techniques. 
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From this presentation, I propose the following thought that maybe would give us light to 
understand the idea that is attributed to Marx and Ricardo, which says that changes in the 
magnitudes of prices respond exclusively to changes in productive conditions, which seems 
inconsistent with the consideration that we have mentioned in Marx, who speaks of the interaction 
between production and circulation. What appears to refer this claim is to natural prices. For 
example, an “increase in demand,” would at first determine an augmentation of price. But under 
conditions of full competition this would generate an influx of new producers who would increase 
the quantity supplied and lower the price to its price of production. In Figure 11 this is illustrated 
as follows: at an early stage, the natural price would be given by the intersection of the curve of 
Price of Production and the curve of Price of Circulation, which implies a quantity produced and 
offered q. If an “increase of demand” arises this means a shift to the right of the curve of Price of 
Circulation, from PC-PC  to PC’-PC ‘. In the short term, this would imply an increase in the price, 
but under full competition, this would generate an influx of new producers to expand production 
at the new level of q’ and price will be returned to the level of Price of Production. This, of course, 
in a situation of full competition and “infinite production,” where there is no barrier to access to 
new producers and that the extension of production is made with the same previous techniques.
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Figure 11

Natural price and growth of demand
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Figure 11 
Natural price and growth of demand 

 
 
In contrast, if there is a change in the conditions of production, for example the 
introduction of a new labor-saving technique in the production of a commodity,  
the curve of Price of Production will shift downward, from PP-PP  to PP´-PP’ 
and the resulting price of production will shrink, as shown in Figure 12. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

PP 

 

PC 

PP 

q 

Price 

Quantity 

PC 

PC’ 

PC’ 

q’ 

In contrast, if there is a change in the conditions of production, for example the introduction of a 
new labor-saving technique in the production of a commodity,  the curve of Price of Production 
will shift downward, from PP-PP  to PP´-PP’ and the resulting price of production will shrink, as 
shown in Figure 12.

Figure 12

Natural price and changes in productive conditions 
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 Figure 12 
Natural price and changes in productive conditions  

 
 
 
So, it is not that Marx, and probably Ricardo, do not take into account circulation 
or demand, but to the extent that they are interested in the analysis of the 
structural conditions of capitalism,  for them are  natural prices what are 
relevant, and they assume that the adjustments between the spheres of 
circulation and production are always completed. 
 
3.2.4 Technological innovation and the distribution of value 
 
We have seen then that in terms of "market prices" there is the possibility of a 
quantitative difference between the labour embodied in a commodity and the 
amount of abstract labour implicit in the price at which it is traded, and this is 
due to recurring imbalances between producers -sellers and buyers. But in the 
operation of the market there are other emergency contingencies of this 
contrast between embodied labour and abstract labour. In this section we will 
deal with one of them, which also plays an important role in the dynamics of 
market society and capitalism: technological innovation. 
We have alluded to a phenomenon rather evident with respect to the dynamics 
of value:  the fact that the introduction of a method of producing more efficient 
than the predominant one, that saves time in the elaboration of a commodity, 
leads to a contraction in the value of this item. A technical innovation makes 
that the same commodity represents a minor amount of social labour. There are 
some analysts, especially simultaneists, who see this as a paradox: What would 
be the interest of an investor to introduce a new technique, if all that he would 
accomplish with that is to reduce the value of his product and, after all, capture 
the same amount of value on the market? 
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So, it is not that Marx, and probably Ricardo, do not take into account circulation or demand, but 
to the extent that they are interested in the analysis of the structural conditions of capitalism,  for 
them are  natural prices what are relevant, and they assume that the adjustments between the 
spheres of circulation and production are always completed.

3.2.4 Technological innovation and the distribution of value

We have seen then that in terms of “market prices” there is the possibility of a quantitative 
difference between the labour embodied in a commodity and the amount of abstract labour 
implicit in the price at which it is traded, and this is due to recurring imbalances between 
producers -sellers and buyers. But in the operation of the market there are other emergency 
contingencies of this contrast between embodied labour and abstract labour. In this section we 
will deal with one of them, which also plays an important role in the dynamics of market society 
and capitalism: technological innovation.

We have alluded to a phenomenon rather evident with respect to the dynamics of value:  the 
fact that the introduction of a method of producing more efficient than the predominant one, that 
saves time in the elaboration of a commodity, leads to a contraction in the value of this item. 
A technical innovation makes that the same commodity represents a minor amount of social 
labour. There are some analysts, especially simultaneists, who see this as a paradox: What 
would be the interest of an investor to introduce a new technique, if all that he would accomplish 
with that is to reduce the value of his product and, after all, capture the same amount of value 
on the market?

To answer this is very important to consider two references that we have highlighted before: 
on one hand, the sequential character of market behavoiur, and, on the other, the quantitative 
confrontation between concrete labour (or embodied labour) and abstract labour.

A producer who introduces an innovation, in principle, sees his individual costs reduced. His 
concrete labour diminishes and so reduces the embodied labour required for the production of 
his commodity.  But as the good is homogeneous with respect to the production of its competi-
tors, and if these are the majority, the price at which he can sell the good is the overall price. 
Thus innovative producers get an amount of abstract labour that exceeds the labour embodied 
in the elaboration of his product. Thus he gets an exceptional portion of abstract labour as com-
pared with competitors that do not introduce this innovation.   

Where does come from this additional abstract labour? It is not created from nothing. It comes 
from the other branches. In fact, producers of the other branches, which are consumers of these 
products, pay for them an amount of value greater than the labour embodied in them: In fact,  
they pay for these commodities an amount in abstract labour as if all of them had been produced 
with the traditional technique.6

6 To perceive this more accurately it is required to establish a minimal formalization in terms of overall interaction 
between the different branches, strung through the processes of consumption, something that we have not devel-
oped here.
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Figure 13 illustrates what we have discussed. Normal producers have a Price of Production that is 
represented by distance o-3. Innovative producers have a lower Price of Production, represented 
by the distance o-4. The total amount of commodities produced is illustrated by the distance o-q. 
A portion of these goods are produced with the standard technique and another part with the most 
efficient one. The most efficient producers (and the goods produced by them) are represented 
in the section closest to the origin, in the segment o-7, and the other producers in the segment 
7-q. Thus the curve of Price of Production, rather than a horizontal line as if all producers have 
homogeneous techniques, in this case is a staggered line: the first section between points 4 
and 5 has a magnitude corresponding to the price production of the more efficient agents, and 
a second section from points 6 and 7 whose magnitude is the general price of production. The 
quantity and price that emerge in the market, which in principle corresponds to the natural 
price (ie, ignoring the oscillations by imbalances between production and circulation), would be 
determined by the intersection between the curve of Price of Circulation and the curve of Price 
of Production, as represented in the figure, ie, at the intersection of two curves with the portion 
corresponding to the general price of production. Since goods are homogeneous, all have the 
same price, and then, producers between o and 7 will get on the market a quantity of abstract 
labour (the quad o- 3- 6- 7) which is superior to labour embodied in those commodities (quad 
o-4-5-7) The difference (the quad 3-4-5-6) comes from other branches. Indeed this magnitude is 
equivalent to the contrast between what consumers pay for the whole of this commodity in terms 
of abstract labour (the quad o-1-2-3) and the whole of labour that these commodities contain, or 
the amount of social labour that was mobilized for production. (polygon o-1-2-6-5-4).

Figure 13

Embodied and abstract labour and technical innovation in the short term 
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Figure 13 
Embodied and abstract labour and technical innovation in the short term  
 

 
 
 
 
 

 
 
However, this capture of abstract labour, additional to the embodied labour, by 
producers using the more efficient technology, is something transient: and 
competition determines that it disappears after a lapse of time, the one that is 
necessary for producers using the traditional technique to learn and adopt the 
more advanced methods. This of course, if there is no impediment to this 
happening. Under these circumstances, the natural price that finally emerges 
corresponds to the new technique. In this case restores equality between 
abstract and embodied labour, at a level lower than in the previous situation, 
because with the new method of producing each of the commodities in question 
represents a smaller amount of social labour. As depicted in Figure 14, it is 
expectable that the produced amount of this commodity would increase, 
according to the curve of Price of Circulation.7  Look well that this figure is 
exactly like Figure 12, which would be the final state of this adjustment. 
 

 
 
 
 

                                                 
7 We reiterate that here we omit the consideration of general interaction effects. What happens 
in this branch had effects on other branches, we have not considered that here in this partial 
analysis,  
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However, this capture of abstract labour, additional to the embodied labour, by producers using the 
more efficient technology, is something transient: and competition determines that it disappears 
after a lapse of time, the one that is necessary for producers using the traditional technique to 
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learn and adopt the more advanced methods. This of course, if there is no impediment to this 
happening. Under these circumstances, the natural price that finally emerges corresponds to 
the new technique. In this case restores equality between abstract and embodied labour, at a 
level lower than in the previous situation, because with the new method of producing each of the 
commodities in question represents a smaller amount of social labour. As depicted in Figure 14, 
it is expectable that the produced amount of this commodity would increase, according to the 
curve of Price of Circulation.7  Look well that this figure is exactly like Figure 12, which would be 
the final state of this adjustment.

Figure 14

Embodied and abstract labour and technical innovation in the long term 
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Figure 14 
Embodied and abstract labour and technical innovation in the long term  
 
 

 
 

    
 
But let’s be precise: the fact that this exceptional portion of social labour that 
captures the innovative producer is something that is not permanent, does not 
preclude that this is a major attraction for producers to search continually to find 
productive innovations; although the apprehension of this exceptional portion of 
value dilutes over time, the fact remains that during a certain lapse of time the 
innovators can effectively enjoy this advantage. Besides, competition implies an 
acceleration of the diffusion of innovation: the producer that does not introduce 
the new technique, after a time, when the price is formed according to the new 
procedure will be in the opposite situation: the amount of labour he used in 
elaborating the product will not be fully recognized by the market. The abstract 
labour that this producer manages to get is less than his concrete labour. This 
does not match his interest and therefore he would seek either to migrate to an 
alternative investment or eventually adopt the innovation. If he does not that, 
runs the risk of not reaching to get enough value for his own reproduction and 
be obliged to exit the market. 
 
These two characteristics of technological innovation in the market economy, 
the incentives for producers to seek continually more effective procedures of 
elaborating products, and the threat to producers who do not to introduce the 
more efficient techniques to lose the valorization of their concrete labour, may 
explain the dynamism in the development of productive forces in this type of 
social organization. This course is enhanced when it is not only a simple market 
economy, but a capitalist market economy. 
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But let’s be precise: the fact that this exceptional portion of social labour that captures the 
innovative producer is something that is not permanent, does not preclude that this is a major 
attraction for producers to search continually to find productive innovations; although the 
apprehension of this exceptional portion of value dilutes over time, the fact remains that during 
a certain lapse of time the innovators can effectively enjoy this advantage. Besides, competition 
implies an acceleration of the diffusion of innovation: the producer that does not introduce the 
new technique, after a time, when the price is formed according to the new procedure will be in 
the opposite situation: the amount of labour he used in elaborating the product will not be fully 
recognized by the market. The abstract labour that this producer manages to get is less than his 
concrete labour. This does not match his interest and therefore he would seek either to migrate 
to an alternative investment or eventually adopt the innovation. If he does not that, runs the risk 
of not reaching to get enough value for his own reproduction and be obliged to exit the market.

7 We reiterate that here we omit the consideration of general interaction effects. What happens in this branch had 
effects on other branches, we have not considered that here in this partial analysis, 
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These two characteristics of technological innovation in the market economy, the incentives for 
producers to seek continually more effective procedures of elaborating products, and the threat 
to producers who do not to introduce the more efficient techniques to lose the valorization of their 
concrete labour, may explain the dynamism in the development of productive forces in this type 
of social organization. This course is enhanced when it is not only a simple market economy, but 
a capitalist market economy.

3.2.5 The emergence of rents.

There is another possibility for quantitative discrepancies between the labour embodied in a 
commodity and the abstract labour that is possible to obtain from its exchange: it has to do 
with the emergence of what is known as rents. Marx discusses the most important case of this 
mechanism, the rent shown on agricultural land, at a level of analysis much more concrete, when 
it is possible to consider the operation of capitalist agents in the production of all commodities 
including the branch agriculture, which is the sector where rent is more relevant at the time. 
This has an analytical justification: Marx wants to explain the structural base of a third class 
that emerged under capitalism, the class of rural landowners, which has a protagonist role in 
the political, social and economic arena, particularly in those early stages of capitalism, and 
opposes bourgeoisie with which it has divergent interests. Marx demonstrates in his analysis 
that this class, although it has a historical origin dating back to the Ancient Regime, and even 
the purest feudalism, is not merely an inertial effect of the past: the capture of value by this class, 
which is done through the requirement of a rent in exchange for the authorization of the use of 
their lands, takes shape trough a device linked to capitalist competition and fully compatible with 
this type of economic system

Here, however, we will follow a path of abstraction (or, rather, a path of concretization) slightly 
different: we will examine the emergence of rent directly into an analytical framework of simple 
market economy. This is theoretically possible, as I will try to show, and has the important 
consequence that would indicate that this mechanism is more general than is suggested by 
its existence in a context specifically capitalist, and is rooted in the most basic operation of the 
market. But it would have another implication: that might be useful to understand the historical 
circumstances of the phase of transition towards capitalism, during which it would be possible 
the existence of exploitation, of surplus extraction, before the consolidation of what will be the 
heart of capitalist order, the extraction of surplus value in presence of salaried labour. In a simple 
market economy, value can be drained from direct producers through the mechanism of rent.

To understand this mechanism of rent, in accordance with our analytical device, it is enough 
to relax a single assumption: that of “infinite production.” The notion that the quantity produced 
of a commodity can be enhanced by the influx of newcomers, which can operate under the 
same productive conditions than their predecessors, is subject to the absence of restrictions for 
this technical homogeneity. In the case of agriculture there is an obstacle to it: the fact that the 
conditions of fertility or location are not uniform in all fractions of land. Producers who are located 
in more remote areas or less fertile, with similar applications of labour will have lower physical 
yields than those that operate in the best lots. More rigorously, which has an economic effect is 
that there is a scarcity of the best land.
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If at first the producers use the lots with better land and there are plenty of them, production 
can be increased with the arrival of new producers who work under circumstances similar to 
their predecessors, ie, in the same manner as in any branch with “infinite production”´. The 
natural price is fixed according to the embodied labour of these homogeneous producers, even 
if demand increases, because the production can be expanded in the same previous conditions. 
But, if continuing with this expansion, at some point the best land is exhausted. From then on, 
the only way to expand the quantity of commodities in the market is using less good land. The 
following problem arises: there will be no producer willing to produce there in a stable manner.  
That is, demand expands, but the amount produced can not answer correlatively. This implies 
that the price must increase. Eventually, the price of the agricultural commodities increases 
so much that makes  possible for producers operating in the  less favorable lots  to obtain in 
the market a quantity of abstract labour  enough  to equate the labor embodied in these less 
favorable technical conditions: the amount produced from agricultural land can be extended, but 
at this higher price.

What happens to producers working in the better land? Their costs have not changed, but as 
long as the commodity is homogeneous for consumers, if the price rises for goods produced in 
less good land also rises for the commodities produced in better land: in a manner similar to that 
enjoyed by the producers who introduce an innovative technology, the producers operating in 
the best lands can grab a piece of abstract labour that exceeds the amount of labor embodied 
in the commodities they produce. Again, this additional amount of abstract labour comes from 
the other branches, as the whole of buyers of these goods pay for them a sum of money which 
means a quantity of abstract labour greater than the labour embodied in their production, since 
they pay the same price for all goods, ie they pay for them as if the totality of the commodities 
were produced in the worst land.

But there are two crucial differences between the capture of abstract labour by  innovative pro-
ducers and what get producers who operate on lands that have better productive conditions. 
One is that the first situation arises from a deliberate action of the producers, the introduction 
of a new production method, while the second is associated with external circumstances and to 
some extent, fortuitous: that the land which they use has favorable conditions of production. The 
second, and most important difference, follows from this. While in the first situation the capture 
of an additional portion of abstract labour by the innovative tends to be offset by the action of the 
market and dissolves over time (and the same is true in the case of capture of abstract labour 
linked with the mismatch between supply and demand, that  leads to contrasts between the 
market price and natural price), in this case of land rent, the competition is unable to eliminate 
this additional portion of abstract labour appropriated by the producers with better location. In-
deed, its base, the characteristics of the land, is a circumstance that is not reproducible unilater-
ally by the capitalists. While in the cases referred initially the capture of additional abstract labour 
is temporary, in the case of land ownership is permanent. In the latter case, the natural price 
around which market prices gravitate, do not coincide with the quantity of labour embodied in 
the production of the commodities produced in this branch, and this occurs in a stable manner.

Then there arises the question of ownership. To operate an economy composed by simple com-
modity agents is essential that they have ownership of the product as a requirement to access 
the value generated by them (or appropriate), which is the spring that gives meaning to their 
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activity. Let us see what happens with the ownership of land. While land is abundant and access 
to it is unlimited, in logical terms, is not necessary the existence of its ownership for the function-
ing of a market economy, including agriculture. In fact this is the case of many goods considered 
“free.” But to the extent that the land (with the best quality) get scarce and there is the possibility 
that producers operating in privileged lots obtain an additional amount  of abstract labour by the 
fact they operate there, for this producers in question, there is the need to have ownership over 
this land to preserve the exceptional portion of abstract labour. If not, all producers may want 
to be located in the best parcels: in absence of any other external mechanism, something that 
would make the competition  uncontrollable, private ownership of land plays that role.

The land ownership, which in that context becomes the right to retain additional abstract labour, 
under certain circumstances mutates: it allows the emergence of a separation between the 
producer and the agent who finally captures this exceptional portion of abstract labour. Suppose 
that a simple commodity producer operating in a privileged lot decides to stop production. Any 
producer who replaces him on his land would get the additional portion of abstract labour that 
enjoyed the original producer. But this is not due to any skill on his part, but to the mentioned 
circumstances of the lot. To the extent that the original producer still owns the land, potentially he 
can keep this additional portion of abstract labour: to permit the acces to the land, he may require 
the new producer, at least a part of this extraordinary quota  of abstract labour than the new 
producer could capture for the very fact of working in this privileged parcel of land; competition 
from other producers will allow the agent who controls property to get the whole lot of abstract 
labour that exceeds what could have on the market any producer operating in another area or in 
another branch of production. In other words, the ownership of land allows the conversion of this 
additional labour appropriate in first instance by the direct producers in a rent that grips the land 
owner. The former producer changes its role and functions as landowner. The property of land 
allows this additional abstract labour changes hands and becomes captured by the landowner.      

The implications of this are very important. If previous modalities of capture of portions of ab-
stract labour were  established between producers, with the emergence of land rent a new 
agent arises, alien to production, who is able to capture a piece of abstract labour created by the 
producers. It is good to remember that even if the agricultural producer who exploits the land in 
question is the agent that resigns in a direct manner this portion of additional abstract labour, 
as in previous cases, this additional abstract labour is provided by all the producers: consumers, 
which in here are also producers, pay for agricultural products an amount of abstract labour that 
exceeds the labour embodied in production. In other words, the rent in this case is a surplus, a 
portion of labour that is removed from the direct producers. To the extent that there is a technical 
surplus, meaning that producers can survive with the result of only part of their labour, this situ-
ation can be stabilized without compromising the reproduction of simple market economy. This 
means that in this way, the simple market economy can generate mechanism of exploitation.

This notion is interesting to interpret various historical situations. The most important, of course, 
is the consolidation of a class of landowners, an exploiting class, before the consolidation of 
the defining mechanism of modern capitalist society: surplus value. The precise circumstances 
of this process, as the pre-existence of a regime of private property under feudalism, the pres-
ence of an oppressive state, etc., are items that historical analysis must account, but what just 
presented allows us to have an approach from a structural point of view of this phenomenon 
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that occurs before the emergence of capitalist land rent itself. This notion is also important for 
the interpretation of the role of peasants, legal owners of the land they work, that are not directly 
submitted  to capital, and yet are exploited indirectly through this market device.   

We should say that this discussion, that here is referred to agricultural land, can be extended to 
other cases of non reproducible elements that may become “scarce” (in “absolute” or “relative” 
terms) and can  generate similar rents: the related to mining and other natural resources, urban 
land, electromagnetic frequencies, and so on.

I present a graphic representation of the formation of rents, consistent with the analytical frame-
work of the previous pages. The starting point is the representation of a situation different from 
the “infinite production. The curve of price of production is no longer a horizontal line. On the hor-
izontal axis of Figure 15 we order the producers operating in various parcels, starting with those 
using the more favorable land. The price of production of the producers operating in the best 
land, the better placed and more fertile, has the lowest production cost. As we move away from 
the vertical axis, the individual price of production rises, as producers face less good productive 
conditions. This progression may be gradual or can have discontinuities. In the graph we have 
taken a hypothetical case in which there is an initial segment in the curve of price of production 
that increases gradually, reflecting, for example, continued augmentation in transportation costs. 
And contemplate the presence of an ulterior jump, which may be due to a discontinuity in means 
of transport or a move from a better type of land to a less fertile. Thereafter, the increase in the 
individual price of production is again gradual.

Figure 15

Curve of price of production and non reproducible productive conditions 
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Figure 15 
Curve of price of production and non reproducible productive conditions  
 

 
 
 
In Figure 16 we can examine how rents take form. The natural price, in this 
case P, is set at the intersection of this curve of Price of Production (PP-PP) 
and the curve of Price of Circulation (PC-PC). The triangle 1-2-P describes the 
exceptional aggregate amount of abstract labour that becomes rent. The 
embodied labour needed to produce this amount of agricultural goods 
corresponds to the trapeze o-1-2-q but what consumers pay is an amount of 
money that involves a quantity of abstract labour represented by the rectangle 
o-p-2-q. 
At the bottom of the graph are represented the rents with respect to the lands. 
The horizontal axis represents the land plots sorted from best to worst, and 
assume that each producer has an individual lot. The translation of the triangle 
1-2-P to the bottom of the figure depicts the rents that form over land: the 
closest to the vertical axis is the maximum rent and this is down till t, which is 
marginal land, the last cultivated and that defines the edge of the land whose 
cultivation is economically viable. 
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In Figure 16 we can examine how rents take form. The natural price, in this case P, is set at the 
intersection of this curve of Price of Production (PP-PP) and the curve of Price of Circulation 
(PC-PC). The triangle 1-2-P describes the exceptional aggregate amount of abstract labour 
that becomes rent. The embodied labour needed to produce this amount of agricultural goods 
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corresponds to the trapeze o-1-2-q but what consumers pay is an amount of money that involves 
a quantity of abstract labour represented by the rectangle o-p-2-q.

At the bottom of the graph are represented the rents with respect to the lands. The horizontal 
axis represents the land plots sorted from best to worst, and assume that each producer has an 
individual lot. The translation of the triangle 1-2-P to the bottom of the figure depicts the rents that 
form over land: the closest to the vertical axis is the maximum rent and this is down till t, which 
is marginal land, the last cultivated and that defines the edge of the land whose cultivation is 
economically viable.

Figure 16

Price formation in presence of rents.
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Figure 16 
Price formation in presence of rents. 
 
 

        
 
 
In Figure 17 we illustrate the situation where "the demand has grown." The 
curve of price of circulation is shifted to the right and is now PC'-PC'. The 
production is extended to q’ but for this to be possible it is needed that 
concomitantly the natural price becomes P'. The amount of additional abstract 
labour that is attracted by the branch of agriculture increases and is now the 
triangle 1-3-P’. Exploited lands extend to t’ and rents go from r to r'. As seen, 
unlike branches with “infinite production", enlargement of production here 
means that prices go up. Likewise, the amount of abstract labour captured by 
landowners increases. This would illustrate the concern of Ricardo, which he 
refers to the capitalist economy, that consists on, if there is no technical 
innovations in agriculture and the demand for agricultural commodities tends to 
expand, the landowners can absorb larger and larger portions of abstract labour 
to point, in this case, to capture the whole technical surplus and reduce simple 
commodity producers to a condition of mere subsistence. 
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In Figure 17 we illustrate the situation where “the demand has grown.” The curve of price of circu-
lation is shifted to the right and is now PC’-PC’. The production is extended to q’ but for this to be 
possible it is needed that concomitantly the natural price becomes P’. The amount of additional 
abstract labour that is attracted by the branch of agriculture increases and is now the triangle 
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1-3-P’. Exploited lands extend to t’ and rents go from r to r’. As seen, unlike branches with “infinite 
production”, enlargement of production here means that prices go up. Likewise, the amount of 
abstract labour captured by landowners increases. This would illustrate the concern of Ricardo, 
which he refers to the capitalist economy, that consists on, if there is no technical innovations in 
agriculture and the demand for agricultural commodities tends to expand, the landowners can 
absorb larger and larger portions of abstract labour to point, in this case, to capture the whole 
technical surplus and reduce simple commodity producers to a condition of mere subsistence.

Figure 17

Price formation in presence of rents.
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Figure 17 
Price formation in presence of rents. 
 

 
 
 
In Figure 18 we illustrate a situation that has some relevance. Demand has 
grown so that the new curve of Price of Circulation PC”-PC'' cuts the curve of 
Price of Production in a section where the latter is perpendicular. This means 
that the resulting natural price is already higher than that corresponding to the 
section of PP-PP that has a gradual increase,  but has not grown enough to 
allow the expansion of the quantity produced beyond q''. The result, as can be 
seen clearly in the bottom of the figure, is that the “worst land” that is cultivated 
has a positive rent (the exceptional abstract labour that becomes rent 
corresponds in the upper part of the figure, to the trapezius 1-4-5-P'') This 
contrasts with previous cases in which the marginal land, the less good that is 
cultivated, has a zero rent. As it is known, when Marx analyzes this, in 
reference to a capitalist economy, considers that these two cases respond to 
two types of rent, absolute rent and differential rent respectively8, which have 
                                                 
8 More exactly what he maintains is that when marginal land has a null rent, only operates what 
he calls “differential” rent. In the case in which marginal land has a positive rent, differential rent 
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In Figure 18 we illustrate a situation that has some relevance. Demand has grown so that the 
new curve of Price of Circulation PC”-PC’’ cuts the curve of Price of Production in a section 
where the latter is perpendicular. This means that the resulting natural price is already higher 
than that corresponding to the section of PP-PP that has a gradual increase,  but has not grown 
enough to allow the expansion of the quantity produced beyond q’’. The result, as can be seen 
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clearly in the bottom of the figure, is that the “worst land” that is cultivated has a positive rent 
(the exceptional abstract labour that becomes rent corresponds in the upper part of the figure, 
to the trapezius 1-4-5-P’’) This contrasts with previous cases in which the marginal land, the less 
good that is cultivated, has a zero rent. As it is known, when Marx analyzes this, in reference to 
a capitalist economy, considers that these two cases respond to two types of rent, absolute rent 
and differential rent respectively8, which have different natures. Here we can see that in fact both 
cases are part of a common mechanism of price formation of agricultural goods, its distinction 
is purely formal and has to do with the configuration of the curve of price of production in this 
branch which requires the use of land. 9 

8 More exactly what he maintains is that when marginal land has a null rent, only operates what he calls “differential” 
rent. In the case in which marginal land has a positive rent, differential rent would operate simultaneously with a 
new type of rent that he calls “absolute”. The two rents would have different origins: the first, would steam from dif-
ferences in productive conditions in the various lots, the second, would emerge from the very existence of private 
ownership of land.

9 A further discussion of this interpretation, see Jaramillo (2009) A critical discussion of this position can be seen in 
Melo (2010).
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Figure 18

Price formation in presence of rents.
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different natures. Here we can see that in fact both cases are part of a common 
mechanism of price formation of agricultural goods, its distinction is purely 
formal and has to do with the configuration of the curve of price of production in 
this branch which requires the use of land. 9  
 
Figure 18 
Price formation in presence of rents. 
 
 

 
 
 
Figure 19 illustrates the sequence of this same mechanism to emphasize that 
the existence or non-existence of positive rent at the marginal land is the result 
of the operation of the same price formation mechanism. Hence the demand 
has increased even more, so that the intersection of the curve of Price of 
                                                                                                                                               
would operate simultaneously with a new type of rent that he calls “absolute”. The two rents 
would have different origins: the first, would steam from differences in productive conditions in 
the various lots, the second, would emerge from the very existence of private ownership of land. 
9 A further discussion of this interpretation, see Jaramillo (2009) A critical discussion of this 
position can be seen in Melo (2010). 
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Figure 19 illustrates the sequence of this same mechanism to emphasize that the existence or 
non-existence of positive rent at the marginal land is the result of the operation of the same price 
formation mechanism. Hence the demand has increased even more, so that the intersection 
of the curve of Price of Circulation and the curve of Price of Production takes place in the new 
section of gradual increase of the latter. Again, and as a result of the same operation, the new 
marginal land reverts to a zero rent.  
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Figure 19

Price formation in presence of rents.

 
 

49 

Circulation and the curve of Price of Production takes place in the new section 
of gradual increase of the latter. Again, and as a result of the same operation, 
the new marginal land reverts to a zero rent.   
 
Figure 19 
Price formation in presence of rents. 
 
 
 

 
 
 
 
3.2.6 Price Formation and failure in realization. 
 
Until now, we have reasoned under the assumption that all commodities offered 
in the market are actually sold. This is a simplification that eventually is useful to 
examine some aspects of market interaction, and indeed is the course of action 
followed in the vast majority of economic analyzes of conventional economics, 
of course, but also very often in Marxist thinking. But, following Marx, we should 
say that keeping this course beyond a certain point is not only unrealistic but 
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3.2.6 Price Formation and failure in realization.

Until now, we have reasoned under the assumption that all commodities offered in the market are 
actually sold. This is a simplification that eventually is useful to examine some aspects of market 
interaction, and indeed is the course of action followed in the vast majority of economic analyzes 
of conventional economics, of course, but also very often in Marxist thinking. But, following Marx, 
we should say that keeping this course beyond a certain point is not only unrealistic but also is an 
obstacle to fully understand certain processes that are decisive in simple market and capitalist 
dynamics. Furthermore, and this is not less severe, favors a mystified image of the market, as 
if this were an infallible and inevitably effective mechanism: this is not only an inaccuracy, but a 
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falsehood. Marx claimed that to think the market logic it is necessary to consider that irreducible 
uncertainty that is present in this economic organization on the event that the commodities 
offered are actually purchased, that the concrete labour is recognized as abstract labour. This is 
Marx’s notion that we have already mentioned which he calls the “dangerous leap of realization.” 
What we claim here is  that is unsatisfactory  the position we find in most main stream analysts 
of Marxism that consist in  formally recognizing this eventuality, but still reasoning as if it did 
not exist, or as it would imply  minimal perturbations that does not deserve major attention but 
only in the analysis of cases of very specific events. We call here to articulate this dimension 
of market dynamics to specific analysis, and in this case, the understanding of price formation.

In my opinion, the conclusion that everything that is produced can be sold, responds, prior to a 
properly theoretical notion (as the Say’s Law, for example) to a formal decision that is not always 
conscious: the omission of taking into account any temporal horizon for the economic behaviour.  
So, if time is considered to be virtually unlimited, there is always the possibility that all the ad-
justments and reactions taking place, so that fatally prices and quantities are accommodated to 
clear all markets. This is the notion behind Walrasian equilibria and even Ricardian and Marxist 
versions that consider relevant only natural prices. As abstract reference, we repeat, this is useful 
for certain purposes, but in fact is quite inadequate to understand the market dynamics as such. 
To account for the logic of functioning of this economic organization, should be considered cer-
tain circumstances relating to time that we have mentioned before and which meet a minimum 
realism. One of them is consider that market agents make their decisions of both consumption 
and production with a reference to a time bound and can not wait infinitely all possible reactions 
of all other market agents. Another, related with the latter, is that agents make their decisions 
based on information that can receive and knowledge they have about the market without be-
ing necessary or possible, a total omniscience. Additionally we must underline a consideration 
that is in the basis of sequencialism:  agents on the market take some initial decisions, but their 
expectations are not necessarily achieved, since there is interaction, and unplanned responses 
and decisions of other agents; it is crucial to note that some of these events are simultaneous 
and others occur one after another.

An important precedent in this direction is the approach of Benetti and Cartelier (1998) who at-
tempt to attack problems akin to ours, although their theoretical departures and some develop-
ments are not exactly the same, including the remarkable fact that they do not retain the notion 
of labour value. We will examine with a certain detail this development because it seems par-
ticularly suggestive for our purposes, although we have some divergences with it. These authors 
propose to formalize the relationship of the agents with the market understood it as something 
different from the two options currently considered in the conventional economic thought: the 
simple parametric behaviour, in which the individual agent really does not decide but still the 
mandates of the market; or, on the other end, unilateral decisions of the agents that themselves 
guarantee their self accomplishment. Benetti and Cartelier build a model of sequential type. At 
first agents take certain decisions of both consumption and production, with certain expectations 
and based on specific information. By doing this, which is not made with consultations or agree-
ment between the different actors, generate results in terms of monetary demands and physical 
supplies, whose overall result does not necessarily coincide with the forecasts of those who 
perform these actions. Final prices, therefore, are not always equal to the initial ones. To get this 
result is necessary the following: the initial decisions do not vary during the period. The reaction 
of the agents, which in fact exists, is given in the subsequent period. Agents made decisions 
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continually, which eventually correct after the fact, without this being necessarily chaotic, nor 
an immobile equilibrium. As seen, this is relatively consistent from what we have discussed in 
previous sections, whereby prices are not formed unilaterally in production and not only respond 
to individual mandates of producers: the latter have to take into account, on the one hand, the 
behavior of other producers, with which no agreement exists in principle, and, in the other hand, 
with the actions of buyers. The “dangerous leap of realization” for these authors seems then to 
be  the impasse between prices ex ante and ex post, that  in our terms carries an uncertainty in 
the conversion of concrete labour (and embodied labour ) in abstract labour.

However, Benetti and Cartelier draw a conclusion from their exercise that appears for us rather 
unexpected. They are interested in showing that in the game of market in which uncertainty is  
always present, individual agents are forced to frequent contrasts between what they expect and 
what they get in the market, which coincides with intuition to anyone involved in a device of this 
type. But this does not preclude that the structure functions as such. Any “loss” of some agents 
is compensated by the “gain” of others, so that the individual offsets are compatible with a bal-
anced global reproduction. The unexpected for us is that to reach this point they also assume 
that all markets clear and that all that has been produced is purchased.  We find insufficient and 
inconvenient to reduce the notion of dangerous leap of Marx to this partial phenomenon. The 
uncertainty of market is not limited to the fact that expected prices may not be confirmed after-
wards, but includes a more serious event:  that the products find     no buyers and therefore the 
concrete labour is not recognized as social labour. We have seen how this fear seems to be at 
the root of the behaviour of agents subject to market competition.

How Benetti and Cartelier come to this result? In my opinion they do that by using, in a way that 
is not fully consistent, the principle of using precise horizons for economic decisions. Let’s review 
the sequence they propose. As we have said, departing from individual decisions of production 
and consumption, monetary demands arise in the aggregate with certain magnitudes and some 
quantities of goods offered. As this is not a result of any concert, these quantities may involve 
market prices higher or lower than the corresponding to natural price. The difference between 
these two categories endures “in the short term” or in a period of an iterative series, due to the 
following consideration: the amount offered for each good is not altered during the period in 
question. Even if the quantity of goods in the market is relatively short and the resulting price is 
high, thus inviting producers operating in other industries to migrate to the branch we examine, 
this can´t be done immediately. We may assume that this change takes time. In fact, a criterion 
for defining a period in an iterative sequential representation is precisely the time that produc-
ers require to redirect their investments. 10 The same goes in the opposite situation, in which the 
quantity of goods offered is large and generates prices below the natural price: some producers 
might be tempted to leave the industry and find another investment where they can achieve a 
greater amount of value. And probably that’s what they will do, but, again, that takes time and, 
in the present, producers involved must resign themselves to get this market price below their 
expectations. However, we note that in this reasoning, which is what we have had so far, there 
is a certain asymmetry. We can say that as production and consumption decisions generate a 
given amount of goods offered, also generates a quantity of demand for goods. At a given ex 
ante price, consumers seek to purchase a certain number of consumer goods, the producers  
 
10 The criterion in neoclassical economics to distinguish between “short term” and “long term” is the time 

required, in a capitalist economy, to introduce mutations in the “fixed” capital.
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hope to get a certain amount of productive goods. But if in our reflection we consider that the 
amount offered in the immediate term, in the period under review, is fixed, here implicitly we 
assume that the quantity demanded changes flexibly and instantly. If consumers find that the 
price showed in circulation is higher than expected, we assume that they reduce the amount 
they buy. And the reverse: If the price gets down they expand the quantity they purchase. This is 
what leads to all the quantities offered are finally purchased, even if it is made at prices different 
from those originally had in mind by  the market agents.

But is this reasonable? Is it wise to think that this adjustment in the quantity demanded is 
instant, so we could think that time is irrelevant to vary these decisions? It seems not. Let’s 
examine decisions of productive consumption.  A number of agents decide to produce a final 
consumption commodity and that means they should buy a certain amount of intermediate 
goods. If the price of the latter is lower than planned, do they increase the quantity purchased 
of the intermediate good although they can not vary the amount of final goods they produce, for 
reasons of time we just saw? The answer seems to be negative. In individual terms, if I require a 
replacement for a machine, and there is a very large supply of these parts, so the price becomes 
lower than thought, probably I would not purchase a greater number of parts, because I have no 
extra machines to which apply these pieces. And if I do, probably that will not be immediately, 
but in the time required to acquire a new machine and change my production decision. Thus the 
price of intermediate good may come down, and yet the quantity demanded may not increase. 
The result is that even though the bidders decide to lower the price of their commodities for 
the purpose of challenging consumers to their competitors, the total amount purchased does 
not increase, and some goods remain unsold. Also this may be due to technical reasons in the 
process of consumption, which also exist, such as complementarity among different goods. If 
given an ex ante price a consumer decides to buy  four tires to his car, and find that the price of 
tires is lower than when he took the decision to buy, probably he will not buy a fifth wheel. Also 
the origin of this rigidity in the consumed amount of physical assets may be due to reasons of 
opportunity: a buyer of tomatoes in our example that wants to offer a salad for dinner guests 
probably will not increase the amount of tomatoes purchased if the number of his guests is the 
same although the price of tomatoes has dropped.

We conclude that what seems appropriate to understand the functioning of the price formation 
is to take into account that, in the same way we consider the emergence of an ex ante quantity 
of supplied goods whose magnitude does not vary within the term analyzed, we must   also 
consider the existence of a quantity of demanded goods whose magnitude does not vary for the 
basic period of analysis. It is only in this context that makes sense expressions such as “supply 
exceeds demand” or vice versa.

In terms of formalization we propose the following: the market price is set, as originally propose, 
by the confrontation between money demand and the physical quantity offered. But the quantity 
traded has to take into account the quantities supplied and demanded of the good. It seems 
logical that if the quantity demanded exceeds the quantity supplied, what is traded is only the 
amount offered, which is what is available in the market. It is not possible to buy something that 
is not present in the market. But if the quantity supplied exceeds the quantity demanded, what 
is traded is the quantity demanded, according to the assumption of rigidity in this magnitude. 
In that case, a portion of the commodities offered is not realized in the market. To summarize, 
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to have the total amount of abstract labour which is crystallized as such in the industry of a 
commodity, we should estimate the market price that emerges from the interaction between 
quantity supplied and money demand, and multiply that by the lower magnitude between 
quantity supplied and quantity demanded.

Let’s look at this with our graphical analysis. With regard to the presentation above, we add 
two elements: the quantity supplied qs and the quantity demanded qd that are represented by 
vertical lines along the horizontal axis that measures precisely the quantities. In Figure 20 is 
presented an initial situation in which the quantity demanded exceeds the quantity supplied. The 
price that emerges P is the intersection between qs and the curve of price of circulation PC-
PC. The amount transacted is the lesser of qs and qd, in this case, qs, for although the buyers 
wanted to acquire qd the amount available is only that the bidders have placed on the market. 
The total amount of abstract labour that is paid for this quantity is represented by the rectangle 
o-p-1-qs. Note that there are a number of demandants who can not buy what they planned: it is 
precisely the difference between qd and qs. 

Figure 20

Price formation with quantity demanded bigger that quantity supplied.
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Figure 20 
Price formation with quantity demanded bigger that quantity supplied. 
 

 

 
 
In Figure 21 shows the symmetrical case, in which the demanded amount is 
less than the amount supplied. Again, the market price is the intersection 
between the curve of Price of Circulation and the quantity supplied, ie it is P. 
The amount traded, however, is the lesser of the quantity supplied and quantity 
demanded, in this case, the quantity demanded. There will therefore, a number 
of goods produced in the market that will not be traded, just the section between 
qd and qs, which illustrates the difference between quantity demanded and 
quantity supplied, the latter being higher. The total amount of abstract labour 
involved in transactions of this commodity is then represented by the rectangle 
o-p-1-qd. 
 
Now, let´s return to a category that apparently we have forgotten, the price of 
production. Suppose that in this case the curve of price of production coincides 
with the labour embodied in the production of the commodity in question and 
which is above the market price. The total amount of embodied labour, that 
would equal the number of goods produced, multiplied by the labour 
incorporated in each of them, would be interpreted in the graph by the rectangle 
o-PP-3-qd. 
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In Figure 21 shows the symmetrical case, in which the demanded amount is less than the amount 
supplied. Again, the market price is the intersection between the curve of Price of Circulation 
and the quantity supplied, ie it is P. The amount traded, however, is the lesser of the quantity 
supplied and quantity demanded, in this case, the quantity demanded. There will therefore, a 
number of goods produced in the market that will not be traded, just the section between qd and 
qs, which illustrates the difference between quantity demanded and quantity supplied, the latter 
being higher. The total amount of abstract labour involved in transactions of this commodity is 
then represented by the rectangle o-p-1-qd.
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Now, let´s return to a category that apparently we have forgotten, the price of production. 
Suppose that in this case the curve of price of production coincides with the labour embodied 
in the production of the commodity in question and which is above the market price. The total 
amount of embodied labour, that would equal the number of goods produced, multiplied by the 
labour incorporated in each of them, would be interpreted in the graph by the rectangle o-PP-
3-qd.

We then see that in this case the quantities of labour embodied and abstract labour that sellers 
of these commodities get in the market have differences. They, however, are of two types. 
The first, which corresponds in the graph to the rectangle P-PP-3-2 is due, as in the cases 
discussed above, that the market price is lower than the price of production. This amount 
of abstract labour would correspond to a similar amount appropriated by productive agents 
operating in the other branches. The second gap between abstract and embodied labour in 
the commodities, illustrated by the rectangle qd-1-2-qs, corresponds to the unsold goods: 
for their production has been required the use of the amount of labour represented in that 
area, but this labour is not confirmed by the market. It is labour expended and consumed, 
but is not accepted as part of social labour. Unlike previously examined, this loss of abstract 
labour by the producers of these goods produced in excess and partly unrealized, is not offset 
by the gain of abstract labour by other agents: in aggregate is a net loss of the system. The 
existence of this “lost” abstract labour is thus not a rare or unusual event in a market economy, 
but it is recurring, and is another example of the limitations of the market as a mechanism of 
socialization. For the analysis of Marx this matter is of great importance as it allows review, 
referred to the capitalist economy, the phenomenon of the crisis of overproduction, which 
seems doomed capitalism on a recurring basis.

Figure 21

Price formation with quantity supplied bigger that quantity demanded.

 
 

55 

We then see that in this case the quantities of labour embodied and abstract 
labour that sellers of these commodities get in the market have differences. 
They, however, are of two types. The first, which corresponds in the graph to 
the rectangle P-PP-3-2 is due, as in the cases discussed above, that the market 
price is lower than the price of production. This amount of abstract labour would 
correspond to a similar amount appropriated by productive agents operating in 
the other branches. The second gap between abstract and embodied labour in 
the commodities, illustrated by the rectangle qd-1-2-qs, corresponds to the 
unsold goods: for their production has been required the use of the amount of 
labour represented in that area, but this labour is not confirmed by the market. It 
is labour expended and consumed, but is not accepted as part of social labour. 
Unlike previously examined, this loss of abstract labour by the producers of 
these goods produced in excess and partly unrealized, is not offset by the gain 
of abstract labour by other agents: in aggregate is a net loss of the system. The 
existence of this "lost" abstract labour is thus not a rare or unusual event in a 
market economy, but it is recurring, and is another example of the limitations of 
the market as a mechanism of socialization. For the analysis of Marx this matter 
is of great importance as it allows review, referred to the capitalist economy, the 
phenomenon of the crisis of overproduction, which seems doomed capitalism 
on a recurring basis. 
 
 
Figure 21 
Price formation with quantity supplied bigger that quantity demanded. 
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4. SUMMARY, CONCLUSIONS AND FURTHER INQUIRIES

4.1 Summary and conclusions

I hope I have fulfilled the purpose originally proposed, to provide some insights that contribute 
to the development of a theory of prices consistent with the abstract labour theory of value a bit 
more elaborated of which have so far. This involves the conceptual and operational coordination 
of three dimensions of labour in a market society: the concrete labour (the one developed 
specifically for each of the agents), the labour embodied (social labour required for the production 
of commodities according generalized techniques) and abstract labour (the quantity of overall 
labour can claim the owner of each commodity in exchange for it). The quantitative relationships 
between these categories seem to be something crucial to grasp the dynamics of the market 
economy.

The analysis has been developed reasoning in a level of simple market economy, in which is 
possible to examine some features of this mechanism that are crucial in the capitalist economy, 
but are more general and respond to their market nature. It starts with a concept of “full” market 
competition  in which players face each other with strategic actions, and in which individual 
behaviour is not subject mechanically (parametrically) to global dynamics, nor exerts unilaterally: 
Individuals try to take advantage of the collective rules that are not absolutely deterministic, but 
are at risk of being punished for them.

It is established that prices are built on the interaction between production and circulation, 
and these are two stages of a recurring cycle, but sequential in time: production-circulation-
production.

We rescue the differentiation “natural price-market price” as a key notion in the price formation. 
In the circulation is resumed Cantillon and Smith’s intuition that the market price is formed from 
the interaction of monetary demand and quantity supplied. Extending this principle we arrive at 
the configuration of a curve of Price of Circulation. In production is possible to build a curve of 
Price of Production that describes  competition between producers, which in this case, since it 
posits the existence of many producers who migrate from one branch to another and which are 
simple commodity producers, has the form of a horizontal line whose magnitude should be the 
embodied of labour.

The interaction between these two spheres, and the flow of producers between diverse branch-
es, lead to the representation of the classical economists that market prices “gravitate” around 
natural prices. Here, though the notion of gravitation is not identical to the equilibrium, and con-
sideration of delimited decision horizons allows us to conceive the differences between these 
two categories (market and natural prices) and their dynamics. In an iterative representation 
could arise the notion we propose in which during the process of adjustment in circulation  quan-
tities keep fixed and prices vary in a certain period, while quantities can vary over a new period 
of production.
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In this way, and since there is no concert between producers nor with the buyers, abstract la-
bour, which in aggregate can be quantitatively equal to the embodied labour, is not distributed in 
the same way among individual commodities: the scores of competition between simple com-
modity agents involves a  permanent redistribution of the embodied labour.

Another mechanism that involves a similar redistribution of abstract labour is the technological 
innovation. The innovative producer in the first instance can sell their goods at a price similar to 
that of its competitors: in the market he gets a portion of abstract labour that exceeds what is 
crystallized in the production of these goods. He attracts abstract labour, as buyers pay for such 
goods as if they had all been produced with the initial technique that involves the mobilization 
of a bigger amount of social labour. Over time, other producers adopt the new technique, price 
contracts, and the portion of additional abstract labour appropriated by producers who have 
introduced the new technique, is removed. Although this advantage is fleeting, it’s actually real 
while it lasts, and the capture of this quota of abstract labour is a powerful incentive for market 
producers to try constantly to introduce increasingly advanced techniques.

These two modes of chasing additional abstract labour tend to be counteracted by the action 
of competition, even if they are permanently replicating in time. It is otherwise with another 
form of abstract labour capture, rent, whose most conspicuous manifestation is the rent of 
agricultural land. It arises from the existence of conditions of production that are non-reproducible 
by producers in an unilaterally manner, and makes that in certain branches the expansion of 
production can not be done under the same conditions to those faced by original producers: this 
is manifested in the formalization I propose that the curve of price of production, rather than a 
horizontal line, becomes growing. As the quantity produced expand, the resulting price (and in 
this case is a “natural price”) will rise. In the case of rural land that is associated with the fact 
that soil has different fertility conditions and diverse transportation costs (location) and there 
is no an unlimited availability of land with the best of circumstances. As widens the production 
of agricultural goods is necessary to use increasingly unfavorable land in a way that makes 
possible that new producers decide to produce there, getting the amount of abstract labor they 
would in other production alternatives. In these circumstances, producers who operate the best 
land can sell their products at the same prices and get an additional amount of abstract labour. 
As in the above circumstances, this additional abstract labour comes from other market agents 
who pay for agricultural goods as if they were all produced in less favorable conditions.

Among these modalities of capture of abstract labour, rent has two important characteristics. The 
first is that unlike the previous ones, competition can not remove it. Therefore, it is permanent 
and this is manifested in the fact that natural price steadily maintains a magnitude greater than 
the amount of embodied labour. Moreover, while in previous mechanisms what is at stake is 
a redistribution of abstract labour between producers, rent allows that this additional amount 
of abstract labour can be captured by a non producer agent: the owner of the land (or in more 
general terms, the agent who holds the legal control of the production conditions that are not 
reproducible, when that is possible). This has the importance of opening up the possibility of 
the emergence of a mechanism of exploitation operating in simple market economy, which is 
different and prior from the capitalist extraction of surplus value itself.     
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In the representation we propose, the increasing form of the curve of the price of production can 
have stretches of gradual increase and abrupt jumps: this amplify the vision on rent, since the 
mechanism described is not limited to what is usually known as differential rent, which implies 
that the marginal land (land in lots with less favorable conditions) has a zero rent. Here we can 
see that the same mechanism, arise alternate situations of null and positive rents in the marginal 
land, giving another light to the distinction between “differential” and “absolute” rent that usually 
is discussed in the  context of  the capitalist economy.

4.2 Lines of further inquiry

One of the scan lines that I intend to continue, as outlined herein, is to complete the analysis of 
price formation in a simple market economy, deepening the aspect of  interaction: although we 
have established a series of relationships between production and circulation and between the 
various branches, it seems important to precise the determination of the size of what we call 
curve of price of circulation (and eventually its precise form) in relation with previous production: 
it implicitly involves, among other things, the notion of effective demand. The amount of money 
directed to the purchase a certain commodity has among its determinants the availability of 
money by buyers, and this in turn is related to the amount of abstract labour that they can get 
on the market as producers.  To account for these relations of mutual dependence and feedback 
is necessary to construct a representation of total interaction, which involves an iterative 
specification.

Another path of exploration which I think is crucial is the link between simple market and 
capitalist production. The crucial point, of course, is to clarify the mechanism for the emergence 
of capitalist agents from a simple market economy, the assimilation of labour to a commodity, 
the extraction of surplus value and the consolidation of a salaried class. To the Marx’s classic 
presentation of this fundamental analysis of the contemporary economy, the approach proposed 
here in terms of price formation can add forcefulness and shed light on various aspects such as 
the specific market dimension of the mechanisms that separate direct producer from the means 
of production, the impact on the trajectory in material living standards of workers, one of the 
strengths of capital to impose and get legitimacy, and so on. Also another concern is to examine 
the circumstances that explain the wide coexistence we are witnessing today between simple 
commodity and capitalist  agents in the same capitalist market structure, which Marx seemed to 
understand as purely inertial and transient: today this is an economic phenomenon with a first 
magnitude, and not only in the peripheral economies. This would strengthen a piece of analysis 
that is problematic in the Marxist tradition: the identification of market determinants of minimum 
wage level, or the “natural wage”. Removed the concept of the wage of survival level, the purely 
idiosyncratic formula is not very satisfactory. In this case a reference arises in proper market 
terms: the potential income that could get a salaried worker if he chooses to operate as a simple 
commodity agent.

Additionally it is worth building a representation of the economic structure following the criteria 
outlined here, but referred to a capitalist economy. The idea is to build general interaction models, 
iterative, with multiple branches. The capitalist character introduces very relevant aspects, such 
as unemployment, the discretionality in the magnitudes of investment, among other interesting 
points. The introduction of loan and banking agents would be a next step.   
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