
CONVERTING WAGES INTO VARIABLE CAPITAL. 

A MORE ACCURATE RATE OF PROFIT. 

 

This is the first posting on this website which analyses the capitalist economy. It 

begins with the Rate of Profit in the USA where statistics are the most 

comprehensive. There will be two subsequent postings which will look at 

limitations to preparing a definitive rate of profit, in particular the question of 

depreciation, and finally the uses to which the economic surplus is put. 

In developing the rate of profit we have established a new methodology which we 

believe to be much more accurate than those used previously. Earlier rates of 

profit have used many formulas. Often they have taken the form of simple rates 

of return where corporate profits have been divided by fixed assets, sometimes 

with and often without inventories. Or more complex rates of profit have also been 

developed which include wages paid in addition to fixed assets with or without 

inventories added. Where inventories and wages are excluded rates of profit tend 

to be higher and where wages are included they tend to be much lower. Clearly 

all these different results cannot be right. 

The rate of profit is an equation with two sides. The first is capital and the second 

is profits. Marx defined total capital as being composed of constant capital and 

variable capital. Constant capital in turn is composed of two elements, fixed and 

circulating, or what the capitalists call fixed assets (buildings and equipment) and 

inventories (stocks of raw, semi processed and worked up materials). Variable 

capital refers to the capital needed to hire workers until the goods they produce 

for their employers are sold and new money comes in. 

Obtaining a value for constant capital using the Bureau of Economic Analysis is 

not difficult. There are many tables that value structures, equipment, inventories 

and intellectual property both in current terms and historical terms. They do so as 

well by industry. In particular table 5.10. Changes in Net Stock of Produced Assets 

(Fixed Assets and Inventories) is noteworthy.  Constant capital is thus; 

 Structures + equipment + inventories + intellectual property (I.P.) 

We shall have cause to discuss intellectual property in greater detail under 

depreciation at a later date. 
 

The real problem has always been variable capital. The national statistics do not 
give a figure for variable capital, only for wages from which this capital is to be 
derived. Hitherto no one has found a way to navigate through the figures to distil 

variable capital from total wages. Total wages in the national accounts refers to 
the total wages paid in a calendar year. Total wages would equal variable capital 

only if the average production period/sale took one year. In that case, corporations 
would require sufficient capital to pay wages on average for a year. 
 

This is not the case. Depending on industries, they need much less than a year’s 
worth of cash and in others, though fewer, more than a year. In the case of a 

baker we are talking days. Bread is produced in less than a day and usually sold 



within three days, often the next day. So the cash laid out is replenished within 
days.  A local garment factory’s turnover time can be measured in weeks, while 

producing a car is measured in months and finally building a large structure in 
years. However when we look at the economy as whole, or an industry as a whole, 

we arrive at average turnover times for capital which merge individual and 
differing turnover times. In the case of a baker whose cash is replenished within 
a week, his industry lies below the average. At the other extreme, a ship builder 

lies above it, because a large vessel takes about 18 months to construct. 
 

In fact the solution to the riddle of variable capital could always be found in the 
National Accounts. It is seldom acknowledged that the National Accounts were 
only made possible by the pioneering work done by Marx in Volume 2 of Das 

Kapital. It is of course the irony of ironies, that the least read of Marx’s history 
changing trilogy, Volume 2, has had the most influence over capitalist economies. 

Two undeclared Marxists, called Leontief and Kutznets, fleeing Stalin’s reign of 
terror, were instrumental in setting up the National Accounts in the USA. To them 
we owe a debt of gratitude. Indeed, when one reads primers (explanatory notes) 

on the national accounts issued by the BEA one is reminded of Marx’s writings in 
Volume 2. So while the BEA calculates national production and wealth on the basis 

of exchange value, the economic departments in universities dominated by neo-
liberals are foolishly teaching their bright young things that prices reflect use 

values (marginal utility theory). Imagine if the BEA had to draw up the national 
accounts based on how useful people found things. Try asking a vegetarian how 
useful they find pork. A national set of accounts based on individual preferences 

which vary between people would collapse in chaos. But we digress. 
 

Thanks to Leontief and Kutznets input and output tables, there exists in the tables, 
two series called Gross Value and Gross Output. They differ in magnitude because 
they measure different but related transactions. Because capitalist production is 

undertaken by independent producers, the value added by workers does not 
coincide with the value of sales. Raw materials are worked up into semi-processed 

materials and then into their final form which is then consumed. Let us take bread. 
A farmer produces the wheat. This is then sold to the miller to convert into flour. 
The flour is then sold to a baker who either makes bread for sale, or pie casings 

to sell onto a pie maker. In the case of bread we have three sales before the bread 
is consumed and in the case of pie we have four sales before the pie is consumed 

by some hungry worker at lunch time. 
 
Let us say that the labour each participant adds to the emerging product is equal 

to £10. The farmer adds £10, the miller adds £10 and the baker adds £10. 
Together they add £30 and if we include the pie maker it is £40. If they all worked 

together in one big co-operative there would be only one sale and it would be £30 
for bread or £40 for pies. But they don’t, they work separately and sell their 
products to each other. 

 
Total sales will therefore be bigger than £30 or £40. The farmer sells wheat costing 

£10, the miller adds his labour to this and then sells his wheat for £20 (paying for 
his labour and the cost of the wheat) and the baker in turn sells his bread for £30.  
If we add up the value of these three sales it comes to £60 or double the value of 

the labour contained in the bread (the final sale). 
 



In our example gross value is £30 and gross output is £60. £30 is equal to the 
value added by the three producers (£10 x 3) and is also equal to the value of the 

final sale, the bread sold. When the statistical authorities develop the two series 
they begin by estimating the total value of sales for the year. This gives them their 

gross output. It is a figure that is easy to obtain. All companies and individuals 
are required by law to produce their sales figures. So it is merely a question of 
adding them up all together. However many of these sales are not to consumers 

but to other producers for further working up. These sales are termed intermediate 
sales. They equate to the sales of our farmer and miller. Having identified these 

intermediate sales, they are then subtracted from total sales. This yields the value 
added by workers – gross value - because as we have seen in our example, it 
eliminates double counting. (A useful presentation of this is to be found in a BEA 

primer entitled: Measuring the economy. A primer on GDP and the National 
Income and Product Accounts. 2004)  
 
There is thus a statistical relationship between Gross Output and Gross Value 
which has been overlooked up to now and which allows us to convert wages into 

variable capital. We have done this below by using the example of the baker and 
pie maker. The value added comes to £30 for the production of bread or £40 for 

the production of pies. If we now turn to gross output by adding up all the sales, 
it comes to £60 in the case of bread or £100 in the case of pies.  

 
The Gross Output of pies at £100 is higher than that of bread because here we 
find 4 sales instead of just 3. What we now need to investigate is whether it is 

possible to determine the number of sales by using the ratio of gross output to 
gross value. The table and the formula below shows that it is. 

 
 
  VALUE ADDED  VALUE OF SALES  G.V. pies G.O. pies 

  (gross value G.V.)     (gross output G.P.) 

Wheat  10  10    10  10 
Flour  10  20    10  20 

Bread  10  30    10  30 
Pies        10  40 

TOTALS 30  60    40  100 
 

 

The formula is  GO + (GO-GV) where GO is gross output and GV is gross value. 
   GV    GV 

This formula is more complex than merely dividing GO by GV. The reason it is in 
two parts is that we need to include the final sale which adds up to an additional 
turnover. 

 
Putting this into figures, derived from the table above for bread, we solve as 

follows 
60 + (60-30) or 2 + 1 =3 in the case of bread. 
30        30 

 
The same applies to pies. 

 
 100 + (100-40) or 2.5 + 1.5 = 4. 
 40           40 



 
So in both cases we arrive at the correct number of sales or turnovers. The formula 

thus provides us with the minimum number of sales that links gross output and 
gross value. It holds true for most average dispersions of value added between 

sales.  
 
We can now turn to the US economy and use the formula to determine the average 

and approximate turnover times for the US economy. In The economy as a whole 
the approximate ratio between gross output and gross value is 1.8 and for 

manufacturing it is 3. Using this formula we find that the average number of 
turnovers or sales for the economy is 2.6 and 5 for manufacturing. In other words 
the turnover time for the economy each year is around 4.5 months (12/2.6) and 

for manufacturing it is under 2.5 months (12/5). 
 

Knowing  turnover times is key to calculating the amount of capital that is required 
to pay workers until the goods they have produced is sold and new money comes 
in. Looking at the economy as a whole total wages amount to $9160 billion. But if 

we divide this by 2.6 we find the variable capital is only $3523 billion a saving of 
nearly $6000 billion, an enormous sum and one which significantly changes the 

rate of profit.  
 

Having derived variable capital we are now able to solve for the rate of profit. The 
profits in the red graph equate to surplus value and are composed of profits, rent, 
interest and taxes or what is thing the economic surplus.  We then divided these 

total profits over the total capital invested, which comprises; 
Structures + equipment + inventories + intellectual property + variable capital ($3523). 

 

For the blue graph we divide post-tax corporate profits over the same capital as 
found in the red graph. It is smaller than the red graph because it omits the rents, 

interest and taxes to be found in the blue graph. However, it is the more important 
graph as it determines the behaviour of the capitalist class. The reader is asked 
to note the similar movement in the graphs despite their difference in size. 

 
Of more significance is the actual movement of the graphs. We note that 1966/7 

was the highest peak achieved in the post war period. This was followed by a 
substantial fall in the rate of profit during the 1970s, a decade of recession and 
stagnation. That was reversed in the 1980s with Reagan’s successful offensive 

against the organised working class and the advent of neo-liberal economic 
doctrine. This was followed in the 1990s by the opening of the USSR and China to 

the capitalist market and thereafter the rate of profit trended even higher. It 
achieved its first peak in 1997, followed by the fall which accelerated after the 
dotcom crash then another peak in 2005 after which it fell again reaching its nadir 

in 2008 before reaching a new peak in 2013/4. This graph shows that both peaks 
this century exceeded that of 1997 and now approximates that achieved in 1966. 

 
It may in fact have exceeded it because of the change in wages. We will not deal 

with this in detail here as our concern was primarily to distil variable capital from 
total wages. However since the fifties and sixties the top 1% share of wages has 
increased by six percent and the top 5% by nine percent. A significant increase 

amounting to almost a doubling in share. One of the reasons we do not factor for 
this is the difficulty in distinguishing scientists, engineers and programmers from 

managers.  Managers’ pay is really profits by another name, and therefore this 



pay should be included in profits not wages. Accordingly profits should increase 
and wages decrease, thus raising the rate of profit. It is likely that this could have 

raised the rate of profit latterly by between 0.25% and 0.5%. 
 

The real importance of the graph is that it foretells the direction of the economy. 
From 1966 there was a continuous fall in the rate of profit which presaged the 
period of crisis which broke out in 1970 and then again in 1973. Similarly the fall 

in the rate of profit after 1997, then again in 2005 both presaged the crises that 
broke out in 2000 and 2008 respectively. 

 
As for predicting the future, it is likely that the rate of profit peaked in 2014. The 
strong dollar, a weak world economy and the fall in profits from mining (oil and 

gas) is likely to see profits plateauing in 2015.  However the data is not sufficient 
yet to make any determination. What the history of this graph does prove is Marx’s 

maxim that the rate of profit and its direction is the most important determinant 
of the future course of capitalist production. 
 

 
 
 

For our final graph below we compare different measurements. We use this graph 

to show how important it is not to exclude wages or conversely to include gross 

wages in our measurements. Corporate profit remains the same. What changes is 

the capital base over which these profits are measured. In the yellow graph, the 

top one, we measure profits over constant capital without the inclusion of variable 

capital. In the second graph, the blue one we include variable capital as before in 

Graph 1. Finally in the bottom graph, the brown one, we substitute total wages 
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for variable capital, and because wages are so much bigger we find that the rate 

of profit is here reduced. 

These three graphs point to the importance of not excluding variable capital and 

not including wages instead. By including wages instead of variable capital the 

rate of profit is depressed by nearly 25% and by excluding variable capital or 

wages, it is increased by nearly 20%. The blue graph is the real graph. It is the 

only rate which tells a capitalist what return to expect for investing in ‘physical’ 

and ‘human’ capital and whether such an investment is worth it. 

 

 

 

In concluding this posting it is worth adding that the rate of profit for 

manufacturing is considerably higher, currently running at over 18% and 

significantly higher than 1997 when it was 15%. 

In the next posting we will look at the distortions to profits that affect the rate of 

profit. The rate of profit currently is affected by three main factors, transfer pricing 

(which allows profits to be earned in tax havens or countries with lower rates of 

taxation), the conversion of equity to debt which reduces the capital over which 

the enterprise profits are measured and depreciation. It is to depreciation that we 

turn to in the next posting as it has a profound influence on the rate of profit and 

the generation of corporate cash surpluses. 

(Acknowledgement. To William Richard Jeffries for his input and his insistence on clarity.)

        

Brian Green, February 2015 
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