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Sixth Lecture 

Profit and Capital Accumulation 
   
 
Business organization 
 Proprietorship 
 Partnership 
 Corporation 
 Why do corporations dominate capitalism? 
 Economies of scale, risk, power 

  
Financial statements 
 Balance sheet assets: “tangible,” “intangible” 
 Balance sheet liabilities: debt, equity 
 Does the balance sheet balance? 
 Creditors and owners 
 Income statement: revenue, costs, profit 
 Depreciation and amortization – art or con-art? 
 Interest, taxes and net profit 
 Retained earnings and dividends 

 
The rate of profit and capital accumulation 
 
 
 
 

 
 
 
 

Measures of capital: historical cost, replacement cost, market value 
Rate of profit or rates of profit? 
How does capital accumulate: backward or forward looking? 
Market value versus fixed assets 

 
Determinants of the profit rate 

Efficiency and intensity of labour 
Prices vs. “quantities” 
Capacity utilization 
The profit rate and conflict 

 
 
 
 



Nitzan / 3270 GPE I  VI. Profit and Capital Accumulation / 2 

 
 
 
 

0

5

10

15

20

25

30

35

40

45

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

Pretax Corporate Profit
and Net Interest

Proprietors' Income
and Rent

Total Property Income

www.bnarchives.net

percent 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FIGURE 1 Property Income in the United States (Share of National Income) 
 
SOURCE: U.S. Bureau of Economic Analysis through Global Insight. (Series codes YN for national 
income; YPPROPADJ for proprietors’ income; YPRENTADJ for rent; ZBECON for pretax 
corporate profit; INTNETAMISC for net interest.) 
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SOURCE: Morning Star 
http://quicktake.morningstar.com/Stock/balance10.asp?Country=USA&Symbol=GE&stocktab=finance  
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General Electric GE  
 
 Income Statement As originally reported 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SOURCE: Morning Star 
http://quicktake.morningstar.com/Stock/income10.asp?Country=USA&Symbol=GE&stocktab=finance  
 
 
 
 

 
 
 

C:\Cabinet\Courses\Y3270\Lectures 2005\nitzan_y3270_6_profit_and_accumulation_handout_2005.doc *** Last saved on: 11/7/2005 12:15 AM *** 893 words 

  

http://quicktake.morningstar.com/Stock/income10.asp?Country=USA&Symbol=GE&stocktab=finance


Nitzan / 3270 GPE I  VI. Profit and Capital Accumulation / 5 

 
 
 

-5

0

5

10

15

20

25

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

Pretax Corporate Profit
and Net Interest

Net 
Interest

Corporate
Taxes

Net
Corporate Profit

www.bnarchives.net

percent
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FIGURE 2 U.S.-Based Corporations: Profit, Taxes and Net Interest (Share of National 
Income)  

 
SOURCE: U.S. Bureau of Economic Analysis through Global Insight. (Series codes YN for national 
income; ZAECON for corporate profit after tax; TXCORP for corporate taxes; INTNETAMISC for 
net interest.) 
 
 
 

 
 
 

C:\Cabinet\Courses\Y3270\Lectures 2005\nitzan_y3270_6_profit_and_accumulation_handout_2005.doc *** Last saved on: 11/7/2005 12:15 AM *** 893 words 

  



Nitzan / 3270 GPE I  VI. Profit and Capital Accumulation / 6 

 
 
 

-10

-5

0

5

10

15

20

25

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

www.bnarchives.net

percent

Net Profit and Interest / 
Fixed Assets

Annual Rate of Growth
of Fixed Assets

Net Profit /
Fixed Assets

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FIGURE 3 U.S.-Based Corporations: Rates of Return and the Growth of Fixed Assets 

 
NOTE: Series are smoothed as 10-year moving averages. 
 
SOURCE: U.S. Bureau of Economic Analysis through Global Insight. (Series codes: FAPNREZVR 
for the current value of corporate fixed assets; ZAECON for net corporate profit; INTNETAMISC for 
net interest.) 
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FIGURE 4 Growth of U.S. Corporate Income and Fixed Assets  

 
NOTE: Series are smoothed as 10-year moving averages. 
 
SOURCE: U.S. Bureau of Economic Analysis through Global Insight. (Series codes: FAPNREZVR 
for the current value of corporate fixed assets; ZAECON for net corporate profit; INTNETAMISC for 
net interest.) 
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FIGURE 5 Growth of U.S. Corporate Income and Fixed Assets (expressed in 2000 dollars) 

 
NOTE: Series are smoothed as 10-year moving averages. Nominal dollar data are deflated by the 
GDP deflator of fixed nonresidential private domestic investment. 
 
SOURCE: U.S. Bureau of Economic Analysis through Global Insight. (Series codes: FAPNREZVR 
for the current value of corporate fixed assets; ZAECON for net corporate profit; INTNETAMISC for 
net interest; PDIIFNRE for the GDP deflator for fixed nonresidential domestic investment.) 
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FIGURE 6 U.S.-Based Corporations: Market Value versus Fixed Assets 

 
* Series are smoothed as 10-year moving averages. 
 
SOURCE: U.S. Bureau of Economic Analysis and U.S. Federal Reserve Flow of Funds through 
Global Insight. (Series codes: FAPNREZVR for the current value of corporate fixed assets; 
FL893064105 for market value of corporate equities; FL893163005 for the market value of corporate 
and foreign bonds.) 
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BOX 1 

K
Rr =  

 

000,1
1001.0 =  

 
 
r  = rate of profit (decimal fraction) 
R = total profit ($/year) 
K = invested capital ($) 
 
 

BOX 2 
Substitute (Y – W) for R: 
 
 

K
WYr −

=  

 
 
r  = rate of profit (decimal fraction) 
Y = net output ($/year) 
W = total wages and salaries ($/year) 
K = invested capital ($) 
 
 

BOX 3 
Substitute (S – M) for Y: 
 
 

K
WMSr −−

=  

 
 
r  = rate of profit (decimal fraction) 
S = total sales, assuming all production is sold ($/year) 
M = cost of material and depreciated capital ($/year) 
W = total wages and salaries ($/year) 
K = invested capital ($) 
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BOX 4 
Divide numerator and denominator by N: 
 
 

N
K

w
N
M

N
S

N
K

N
W

N
M

N
S

r
−−

=
−−

=  

 
 
r  = rate of profit (decimal fraction) 
S = total sales ($/year) 
M = cost of material and depreciated capital ($/year) 
W = total wages and salaries ($/year) 
K = invested capital ($) 
N = number of hours of labour per year 
w = wage rate (refers to both wages and salaries, $/hour) 
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BOX 5 
Decompose sales per hour of labour S/N: 
 
 

zP
N
S

Z=  

 
 
S = total sales ($/year) 
N = number of hours of labour per year 
PZ = price of the product ($) 
Z = number of units sold per hour of labour 
 
Decompose the number of units sold per hour of labour z: 
 
 

efz =  
 
 
Z = number of units sold per hour of labour 
f = efficiency of labour when workers work at maximum “intensity” (units/hour) 
e = the “intensity” of labour ( 0 < e < 1) 
 
Substitute e f for z: 
 
 

efPzP
N
S

ZZ ==  

 
 
Substitute Pz e f  for S/N: 
 

N
K

w
N
MefP

N
K

w
N
M

N
S

r
Z −−

=
−−

=
)(
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BOX 6 
Decompose cost of materials and depreciation per hour of labour M/N: 
 
 

mP
N
M

m=  

 
 
M = total cost of materials and depreciation ($/year) 
N = number of hours of labour per year 
Pm = price of “unit” of materials and depreciation ($) 
m = number of “units” of materials and depreciation used per hour of labour 
 
Substitute Pm m  for M/N: 
 
 

N
K

wmPefP

N
K

w
N
MefP

r mZ
Z −−

=
−−

=
)()()(
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BOX 7 
Decompose the $ value of capital goods per hour of labour K/N: 
 
 

N
CGP

N
CGPk

N
K

C
C ===

)(
 

 
 
K = invested capital ($) 
N = number of hours of labour per year 
k = value of invested capital per hour of labour ($/hour) 
PC = price of capital goods ($) 
CG = “quantity” of capital goods ($) 
 
Decompose the “quantity” of capital goods per hour of labour CG/N: 
 
 

g
uN

useinCG
useinCG

CG
N

CG 1
=×=  

 
 
g = quantity of capital goods per hour of labour ($) 
u = capacity utilization (fraction the capital goods actually in use, 0<u<1) 
 
Substitute back into the value of capital goods per hour of labour K/N: 
 
 

g
u

P
N

CGP
N
CGP

k
N
K

CC
C 1)(

====  

 
 
Substitute back into the rate of profit r: 
 

g
u

P

wmPefP

N
K

wmPefP
r

C

mZmZ

1
)()()()( −−

=
−−

=  
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