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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
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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; YPRENTAD/ for rent; ZBECON for pretax
corporate profit; INTNETAMISC for net interest.)
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General Elactric

10-r Incorme 10-vr Cash Flows 10-7r Balance Sheet 5-%r Restated Guarterly Results

Balanc
Assets $Mil

1995 1996 1997 1958 19943 2000 2004 2002 2003 2004 |=test Cir
Cash and Equiv 28230 4,191.0 5.861.0 4,.217.0 8.554.0 8.195.0 Q.0282.0 2.910.0 12 G540 16,328.0 12,294.0
i:z:;;z:nﬁ 4 067 .0 f9.289.0 FOE21.0 Far17.0 21.,752.0 94,2390 10,0170 1168620 1207240 4355360 1330520
Accts Rec 27350 8,704.0 8.924.0 8.224.0 8.531.0 Q.502.0 9.590.0 10,6810 10,732.0 14,2330 326318.0
Imventony 4,.2395.0 4.473.0 5.895.0 G,048.0 F.007.0 Fa12.0 8.5865.0 9.2497.0 8.752.0 9.778.0 10.5041.0
Other Current Assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Current Assets 57 0200 TT25T.0 94,301.0 97 307.0 052500 44632420 4282540 4457000 1528720 1748750 4836650

et PPEE 265700 287050 323160 357300 40220 400450 424400 472040 EREE20  B3.3340 647740
Intangibles 122420 160070 104210 236350 260100 27.4M0 216400 454800 B5050 832400 854770
::::1; Lang-Term 1310040 1503430 1612740 1002830 2323180 2527020 2020800 3361600 3852040 9288810 1064950
Ttal Assets 2080360 2724020 2040120 2559350 4052000 4370080 4950230 5752440 E4TAS30 TEO2300 7403520

Liabilities and Stockholders® Equity $Mil

1885 1886 1987 1883 1283 2000 2001 2002 2003 2004 I=test Gir
fects Payable 00810 102080 104070 126020 136TE0 0 148530 181580 188740 108240 247200 227540
Short-Term Debt B4A530 802000 OB07S0 1153780 1303960 1101800 1830780 1387TE0 1340170 1577450 1455700
Taxes Payable
Accrued Liabilities 58080  TOSEO0 88010 0 07880 112200 122100 141320 155770 153430 175300
Eit:;i'“i 2: tTem 25700 30160 32050 30110 SOBS0 08600 13380 0 86010 64460 62660 240600
Total Current
el §20010 100507.0 1206680 1415780 1612160 1861120 1889040 1818270 1765300 2062800 1826840
Long-Tarm Dabt §10270 492450 986030 SO5630 714270 821320 708080 1406320 1700040 2131610 2196000
Eit::ir“'t‘izz g-Term B52050 015240 1023030 1158130 1300000 1482700 1614800 1800700 2217600 2206050 2156850
Total Liabilities 1884760 2412770 2695740 31705850 SE2,6430 3S65140 4401990 5115380 65583050 6400450 E27ETE0
Total Equity 296090 311260 344380 388800 426570 504820 S45240 E3T0E0 79,1800 1102840 1123840

Total Liabilities &

Equity 228 035.0 2VZ40Z0 304 0120 355335.0 4052000 4370080 4350230 5752440 647 4830 TS0 330.0) 7403620

SOURCE: Morning Star
http://quicktake.morningstar.com/Stock/balancel0.asp?Country=USA &Symbol=GE&stocktab=finance
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General Electric

Income Statem

As originally reported

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 ™
Revenue 70,0280 79,179.0 90,5400 100,469.0 111,630.0 1298530 1259130 131,698.0 134187.0 152,363.0 163.260.0
COGS 309700 328710 400850 422800 458580 518230 490970 528560 512060 617580 661540
Gross Profit 39,058.0  46,308.0 50,752.0 58,189.0 656720  78,030.0 76,8160 785420 32,9810 90,6040 97,1060
Operating Expenses $Mil

1995 1996 1997 1998 1998 2000 2001 2002 2003 2004 ™
SGEA,
RED
Cther 220350 275980 311890 348580 400820 478640 460530 497350 526450 585310 6090
Operating Income | 17,0230 18,710.0 19,5630 23,230.0  25590.0  30,166.0  30,763.0 29,107.0 30,3360 32,0130  36,125.0
Other Income and Expense $Mil

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 ™
MetirtInc & Cther | (728600 (FA04.00 (8384.0) (975300 (10,013.0) (1172000 (1106200 (1021601 (1043200 (11,907.01 (14,021.0)
51')(':2”5 Before 9,737.0 10,8060 11,4790 134770 15577.0 18,460 19,7000 183900 19,9040 20,1060 22,1040
Income Taxes 31640 35260 29760 41810 48600 57110 55730 37580 43150 35130 40630
5::::”5 After 6,573.0 T,280.0  3,203.0  9,296.0 10,71T.0 12,7350 14128.0 151330 15580.0 16,5930  16,041.0
Accty Changes — (44401 (1,0150] (58700
Digc Cperations - --- - - - - --- ---
Ext ttems --- -—- - - - --- -—- -—-
Het Income 6,573.0  T,280.0  3,203.0  9,296.0 10,717.0 12,7350 13,6840 14118.0 150020 16,5930 18,0410
glrl::;d S 065 073 naz 093 107 127 141 1 51 155 158 171
Diluted EPS$ 055 073 08z 093 107 127 137 1 41 149 158 171
Sharss 10077 93058 8511 8803 9855 8809 9334 954 10035 10339 10579

SOURCE: Morning Star
http://quicktake.morningstar.com/Stock/incomel0.asp?Country=USA &Symbol=GE&stocktab=finance
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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.)
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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; FL.893163005 for the market value of corporate
and foreign bonds.)
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100

0.1=
1,000

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

BOX1

Substitute (Y — W) for R:

r = rate of profit (decimal fraction)

Y = net output ($/year)

W = total wages and salaries ($/year)
K = invested capital ($)

BOX 2

Substitute (S — M) for Y:

=

S-M-w
K

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 (§)

BOX 3
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BOX 4

Divide numerator and denominator by N:

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:

S
—=P,z
N 7

S = total sales ($/year)

N =number of hours of labour per year

P, = price of the product ($)

Z = number of units sold per hour of labour

Decompose the number of units sold per hour of labour z:

z=¢ef

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 ffor z:

S
—=PFP,z=P,e
N zZ Zf
Substitute P,e f for S/N:
S M M
————w (Pef)——-w
I A
X X
N N
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Decompose cost of materials and depreciation per hour of labour M/N:

M = total cost of materials and depreciation ($/year)

N =number of hours of labour per year

P, = price of “unit” of materials and depreciation (§)

m = number of “units” of materials and depreciation used per hour of labour

Substitute P,,m for M/N:

M
BN (B (Bm)-w
K K

r

N N

BOX 6
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BOX 7
Decompose the $ value of capital goods per hour of labour K/N:

K _(_P(CO)_, CG
N N N

K = invested capital (§)

N =number of hours of labour per year

k =value of invested capital per hour of labour ($/hour)
P = price of capital goods ($)

CG = “quantity” of capital goods ($)

Decompose the “quantity” of capital goods per hour of labour CG/N:

CcG CcG CGinuse 1

= X g
N CG in use N u

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:
K _ P.(CG) _, CG

1
2ok P -P. -
N N ey ley®

Substitute back into the rate of profit 7:

. (Pef)—(B,m)—w (P,ef)—(P,m)—w
B K B pl
N Cug
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