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Introduction

In this essay, I will summarize contents of chapters 4, 5 and 6 of Capital, Vol. I and
present my answers to the following questions.
First, What does Marx mean by capital and how does that differ from the way the term is
used by mainstream economists?
Second, What are the different formulae he uses in his discussion of the Circulation of
money as capital?and how does he distinguish these from the Circulation of money as
mere money?
Third, What are contradictions of the general formula for capital, and how does the
buying and selling of labor power enter into this formula?

Summary of 'The Transformation of Money into Capital'

In the chapter 4, Marx distinguishes between money that is money only and money that is
capital. He asserts that the difference between them exists in their form of circulation,
i.e., C-M-C and M-C-M. In C-M-C, a piece of money changes its place twice, whereas in
M-C-M, a commodity does that. The latter case brings about the reflux of the money to
its point of departure and influences only the amount of the money that comes back. In
C-M-C, its final goal is consumption, namely, use-value, but final goal of M-C-M is
money, namely, exchange-value. And Marx finds out that M-C-M could be absurd and
without meaning if the intention were to exchange by this means two equal sums of
money. Because one sum of money is distinguishable from another only by its
amount,M-C-M becomes M-C-M', where M'>M. This is a form peculiar to merchants'
capital, industrial capital, and interest-bearing capital. Marx, therefore, concludes that M-
C-M' is the general formula for capital in the sphere of circulation.
In the chapter 5, Marx poses the problem of how to explain a source of prime in M', i.e.,
surplus value. He begins by noting that M-C-M' contradicts laws of the exchange of
commodities, because M' can not exist in exchange of equivalents. Even though we
assume an exchange of non-equivalents, the fact remains unaltered. In this sense,
circulation cannot create surplus-value. But, apart from circulation, the commodity-
owner is in relation only with his own commodity, accordingly, there is no surplus value
outside the sphere of circulation. Therefore Marx concludes that in the formation of
surplus value, something must take place in the background, which is not apparent in the
circulation itself. 
In the chapter 6, Marx turns to labor-power in order to find the origin of surplus value.
Surplus value must take place in the C in M-C-M and the commodity whose consumption
involves the creation of value is labor-power. In order that labor-power becomes a
commodity, two conditions, Free in the double sense? must be fulfilled and it results
from a historical development. The value of labor-power is determined by the labour-
time necessary for the production and the reproduction of labor-power, accordingly it is
fixed before it goes into circulation. But the use-value of labor-power consists in the
subsequent exercise of its force. That is, the price of the labor-power is fixed by the
contract, although it is not realized till later,?and it happens within the realm of



production. Therefore Marx leaves the realm of circulation and enters into the realm of
production.

The difference between Marx and mainstream economists in regard to the meaning of
capital

In general, Marxian theory defines capital as a sum of values which expand itself by
going through some special process. That is, capital is self-expanding value. 
In the chapter 4, Marx says, 

"As a matter of history capital ... takes the form at first of money, ... The exact form of
this process is therefore M-C-M', where M' = M + D M = the original sum advanced, plus
an increment. ... The value originally advanced, ... but adds to itself a surplus-value or
expands itself. It is this movement that converts it into capital."

Money is only capital if it buys a good whose consumption brings about an increase in
the value of the commodity. Money is the 'form' of capital. In this sense, capital is
considered as essence, whereas money is appearance. Capital is not a concrete form.
Capital show itself as some forms such as commodity, money, and means of production.
Although capital changes from the money form to the other form, it still maintains its
identity. 
Marx's concept of capital presupposes the concept of value. Marx explains the origin of
capital before he discusses the magnitude of capital and the rate of surplus value. This
means that Marx attaches more importance to an essential matter than a quantitative or
phenomenal matter.
The nature of self-expanding to beget more value shows the active nature of capital.
Capital is not an object but an active agent which shows self-activity. Capital do not
depend on external power, but move under its own power. Capital is an independent
movement. In this sense, a  capitalist is merely capital personified.
Capital is not common value, but value in a specific historically developed form. A
highly developed commodity circulation is necessary for capital. The argument that
money is the first form of capital is so in the logical succession of the categories, but it is
also true as a historical statement. The rise of money is a real social phenomenon, that is,
it emerges within the historical development of exchange. It comes with the "broadening
and deepening of the phenomenon of exchange." Therefore money or capital is the
outgrowth in real history of the exchanging of commodities. Marx emphasizes a
historical point of view in the notion of capital. In fact, because Marx's methodology is
specific to an analysis of capitalist era, his concept of capital should be understood in
terms of the particular stage of history, capitalism. In his writings, Marx says,

"A cotton-spinning machine is a machine for spinning cotton. Only under certain
conditions does it become capital."(from 'The Nature and Growth of Capital' of Wage
Labor and Capital)

"Therefore capital is a general, eternal relation of nature; that is, if I leave out just the
specific quality which alone makes 'instrument of production' and 'stored-up labour' into
capital."(from 'Introduction' of Grundrisse)



"However, capital is not a thing, but rather a definite social production relation,
belonging to a definite historical formation of society, which is manifested in a thing and
lends this thing a specific social character."(from 'The Trinity Formula' of Capital, Vol.
3)

According to Marx's historical materialism, a given set of productive powers favors
certain material relations of production, accordingly capital as a definite social
production relation is related to a particular stage of  productive powers. 
Unlike Marx, mainstream (or neoclassical) economists see capital as physical items such
as machines, tools, and other materials used in the production process. They regard
capital as goods which can be used in the production of other goods and cannot be used
up immediately in the process of production. They relate capital to interest by the time
preference theory or relate capital to profit by the marginal productivity theory.
In this neoclassical concept, money is not a 'form' of capital, but capital itself. Machines,
tools, and other materials also become capital itself. There is no difference between
essence and appearance. And capital is merely a passive object and can be invested only
by active capitalists. Capital is not an independent agent but a means of production.
Moreover, in using the term capital, neoclassical economists allude ahistorical features
and do not relate it to the particular stage of social production. Neoclassical capital theory
rests on the notions of relative scarcity of resources and the price mechanism adjustment.
Investment is determined by saving and productivity in the loanable funds market. This
general supply and demand framework ignores value and dismisses the fact that capital is
an active agent and unique to capitalist economy.
In general, capital is closely related to the increase of quantity in terms of economy. That
is, capitalists get profit above investment, lenders collect loan above principal sum, and
so on. It means an increase of economy in size in terms of whole economy, and an
increase of production goods and consumption goods. For Marx, this increase means
value expanded or value added. It should be understand in terms of value. But, in
neoclassical concept of capital, this increase is quantitative increase. 

Formulae between circulation of money as capital and circulation of money as mere
money

The distinction between money as capital and money as mere money arises from the
difference in their form of circulation. Money which is acquired in order to buy
something is just money, facilitating the exchange of commodities. Marx represent this as
C - M - C, i.e., the form of circulation of commodities. On the other hand, capital is
money which is used to buy something only in order to sell it again. Marx represented
this as M - C - M, i.e., the form of circulation of money as capital. M-C-M consists of
two opposite phases, i.e., M-C (the purchase) and C-M (the sale). The result of the unity
of these phases is the exchange of money for money, M-M. In effect, M-M only makes
sense if it is M-M', where M' is more than M. 
Marx compares these formulae in terms of form and presents some differences. The order
of two opposite phases is inverted. They are different in beginning point and end point.
And, each form has different mediators. From these points, Marx discusses more
essential differences. In C-M-C, the purpose is use value, whereas in M-C-M, the
purpose is exchange value. Use value lies outside circulation, namely satisfaction of
needs, whereas exchange value lies within circulation. And in M-C-M, there is reflux of



money, but there is no reflux in C-M-C. Because of these two differences, C-M-C
becomes an independent act, whereas M-C-M becomes a link in a chain. That is, M-C-M
is endless and insatiable.

Contradictions in the general formula and the buying and selling of labor power

According to Marx, the general formula, M-C-M, has many contradictions. For M-C-M
to be completed, it should be M-C-M', where M'=M+dM, i.e., the original money
advanced plus surplus value. But, when we try to find the source of surplus value, we
have some difficulties.
First, surplus value cannot be created in circulation in the presence of equivalents
exchange. In this exchange, both exchangers may gain in terms of use value and can
realize their comparative advantages in production. But the magnitude of value is not
changed. So far as circulation is a change of form only, it does not generate changes in
the magnitude of value. All attempts to find the source of surplus value in the circulation
of commodities  result from confusion of use value and exchange value.
Second, it is also impossible to create surplus value in circulation with the exchange of
nonequivalents. If all sellers can sell their commodities above their value, nominal price
increases. But, because all sellers become buyers after they are sellers, value proportion
remains unchanged. The opposite assumption that all buyers can purchase commodities
below their value comes to the same result.
Third, surplus value cannot be created by any change in distribution. Although A is
clever enough to get the advantage of B or steal directly some money from B, the value
in circulation remains unaltered.
In this way, Marx argues that surplus value cannot be created in circulation. But, he also
argues that it is impossible to create surplus value outside circulation. Because, without
circulation, the commodity owners only keep their commodity, any change of value
cannot occur. It is therefore impossible for capital to be produced by circulation, and it is
equally impossible for it to originate apart from circulation. It must have its origin both in
circulation and yet not in circulation.?
In order to create surplus value, capital must purchase a commodity, the consumption of
which creates new value, and this special commodity is labour power. Labor power can
become a commodity under very specific historical conditions. Marx presents two sets of
conditions, i.e., Free in the double sense. First, the laborer has free disposal over his or
her labor, accordingly, slaves are ruled out. Second, the laborer is free from means of
production. If these conditions are satisfied, labor power can be a commodity. And the
value creating capabilities make labor power a special commodity.
Because the use value of labor power consists in the actual work after it is sold, the
capitalist pays the laborer after he worked, in order to guarantee delivery of the
commodity labor power he bought. That is to say, the laborer advances the use value of
his or her labor power to the capitalists and lets him consume it before he receives
payment. Besides, the price of the labor power is fixed by the contract before it realized.
But its real manifestation as use value is not determined before circulation. Therefore
value can be expanded above the value specified in the contract. In this way, labor can
become the source of surplus value.  


