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Diagram 4.8: The Beginning of the Expansion.
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since r° > r.2 Similarly, if the G_ curve is below rr, r® will rise.

I

This implies that A and C represent stable equilibria while B is unstable.

Consider an expected rate of profit rg

tion IOIK, slightly to the right of point B. It will be associated with

that generates a rate of accumula-

an actual rate of profit, ry, greater than r° Thus, r® should rise,

Oa

and with it, G,, moving the economy toward C. We get similar results

1

for all the points between B and C. An expected rate of profit that

produces a I/K slightly to the left of B will generate a movement toward

e
1

ment Il/K which is slightly to the right of C will be associated with an

point A. An expected rate of profit r; which generates a level of invest-

actual rate of profit T, which is less than ri. Thus, r® should fall,
and with it, I/K, so that the economy moves toward point C. Thus, small
movements away from C lead to a return to that point. A similar analysis
shows that investment in the neighborhood of A leads to a convergence

to that point.

It is possible to have a cobweb around point A or C (say, if the
expectations-formation function is such that € = r_l). But we will
assume away this possibility.

Point A represents the stagnation case. Here there are contra-
dictory forces on the rr curve., As costs fall, the rr curve should
shift upward by the cost-side effects but should be pulled down by the
demand-side ramifications. The fact that the rate of profit is so low
should move the lower end of the GI curve to the left as projects with
long gestation periods are delayed, as the current value of r is seen
as more permanent. This implies that the economy could fall into the

underconsumption trap. It is possible, however, that the rr curve's

upward movement dominates the leftward movement of the GI curve., This
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is more likely at higher rates of profit and utilization. In this
latter case, we should see points A and B moving together, until we see
a situation such as that of diagram 4.8.

There we see an unstable equilibrium point A + B. (Point A has
migrated from A" and point B from B". In the meantime, point C has moved
from C". Thick arrows indicate shifts in the curves while thin arrows
show movements of the economy around the equilibria. For simplicity,
only the shift of the rr curve is shown.) At this point, the actual
rate of profit is always greater than the expected rate of profit --
so that expectations should become more optimistic. The economy enters
a period of cumulative expansion which ends when the economy gets to
point C. In this expansion, the rate of profit first rises and then
falls, while I/K rises steadily.

Point C represents an over-investment situation. There are high
rates of capacity utilization and bottlenecks are being encountered.
The GI curve may eventually rotate counterclockwise at the upper end
because investment will become less responsive to the expected rate of
profit as capitalists find themselves more constrained by these bottle-
necks. These bottlenecks also mean that the right hand segment of the
rr curve should rotate inward to become a rigid ceiling. And to the
extent that permanent imbalances are created, the rr curve should shift
downward. These movements should push the economy toward a situation
such as that of diagram 4.9. The economy moves from point C to C'.

For simplicity, diagram 4.9 is drawn assuming that only the rr curve
moves. (Note that as it does so, not only does C move but A moves to
A' and B moves to B'. Again, shifts in curves are indicated by thick

arrows.)



Diagram 4.9: The Results of Over-Expansion.
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Point C' represents the maximum rate of profit on the modified rr
curve (labelled rr'). If it was the GI curve that did most of the
moving to get to this situation, that is, if investment responds quickly
to a bad situation, then this is a happy result. Given the long lags in
the investment process, however, this is unlikely. All of the cumulative
factors discussed in section 3 (trade, credit, expectations) help delay
investment's fall in response to the fall in the rate of profit. If, on
the other hand, the adjustment is much more one of the rr curve, that
means that imbalances have accumulated -- so that points B and C continue
to move together and the economy converges to a point B + C. (For
simplicity, adjustment is shown as happening only through GI.)

The equilibrium at B + C is unstable. For each point around it,
r® is greater than r so that expectations adjustment is in the pessimistic
direction. There is a cumulative contraction that ends at the point A',
Because imbalances have accumulated in the economy, a period of stagna-
tion is necessary to move the rr curve up again. Here, we again face
the conflicting forces of restoration and underconsumptionism.

Finally, consider the "happy result" where investment cuts the rr
curve from below and that curve is at a high level. This is what we will
call medium-term equilibrium. It is unstable in the longer run: the
longer the economy is in a state where the rates of profit and utiliza-
tion are constant, the more this situation is seen as permanent. This
implies that the investment curve will flatten -- as investment becomes
more responsive to r. The economy will therefore rise to the over-
investment situation.

The implications of this analysis for forecasting are that not only

is the economy unstable, but it is inherently unpredictable. At both the
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peak and the trough, economic movements are the result of conflicting

forces. Thus, the Business Week comment quoted before that "not only

have the economists missed the intensity and timing of each of the seven
postwar recessions, but their forecasts seem to be getting worse..."
(July 14, 1980) is not surprising. Predictions should have become

worse as the structure of the economy changes, as the U.S. economy
entered the period of Crisis. (See section 6.2.) In this chapter we
noted the severe limits on state policy. Here we see another: if the
movement of the economy is so unpredictable, the effects of state policy
will be so also. And the limits on state policy are even greater when
imbalances have accumulated in the economy (so that the rr curve is low)
since bouyant capital accumulation cannot be counted upon.

In conclusion, we have investigated the nature of investment in a
capitalist economy and have illustrated the tendency toward over-
investment. Then, we have developed the reciprocal relationship between
the rate of profit and investment so as to sketch an abstract business
cycle. One of the key aspects of our analysis was that we examined
investment in a social enviromment. In the next chapter, we will
examine that environment. First, we will develop the Marxist theory of
growth and distribution. Second, we will investigate the supply-side
factors which determine the shape of the rr curve (in conjunction with

multiplier effects). Third, we will investigate the nature of the

business cycle in greater depth.





