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In A General Theory of Exploitation and Class (1988) (and the related popularization
Freeto Lose (1988)), John Roemer poses afundamenta challenge to the methodol ogical
and subgtantive givens of traditiona Marxist economic theory. With respect to
methodology, Roemer argues that the labor theory of vaue was at best unnecessary asa
vehicle for capturing the key aspects of the Marxist critique of capitdism, in particular
the ideathat capitalist profit is based on the exploitation of labor. He poditsinits place
the analytica framework of “rationa-choice’” Marxist models, which adapted eements of
the neoclassica paradigm to incorporate Marxist concerns about the class distribution of
power and materia well-being. With respect to substance, Roemer chalengesthe
traditiona identification of production as the essentia |locus of capitaist exploitation,
arquing thet differential ownership of relatively scarce productive assets (DORSPA) is
necessary and genericaly sufficient for the existence of capitdist exploitation, with or
without direct capitdist control of production.*

Not surprisingly, Roemer’ swork attracted a barrage of criticism from Marxist socid
scientists who claimed that his andytica framework was essentidly un-Marxian and thus
condtitutiondly incapable of capturing the core insights of Marx’ s critique of capitalism.
This critical response especidly targeted Roemer’ s use of the neoclassical competitive
market model based on rationdly optimizing actors. My purpose in this paper is address

aparticular aspect of this targeted attack.

'Roemer uses the simple phrase DOPA (differential ownership of productive assets) for this phenomenon.
My coinage of the added adjective phrase “relatively scarce” requires some explanation. “Scarcity” in the
neoclassical senserefersto theincurrence of opportunity costsin supplying commodities for which thereis
positive demand. Scarcity in the sense required for Marxian does not imply the presence of opportunity
costs, although thisis not ruled out. Rather what countsis that the total supply of productive assetsis
limited, relative to current demand. If no opportunity costs exist, thisimpliesthat profit and interest, thus
surplus value, thus capitalist exploitation, corresponds to the transfer of economic rents. The key issue
addressed by the present paper is thus the conditions under which relative scarcity of capital goods might
be maintained in the face of capital accumulation.



Noting the gtatic nature of Roemer’sforma market models, a number of Marxist
critiques have argued that his framework is essentialy incapable of explaining the
persistence of DORSPA and thus capitaist exploitation in the presence of ongoing
cgpital accumulation. This point is developed most thoroughly in the first round of
critical response by Devine and Dymski (1991), who develop a smple example to
illugrate the intuitive point that relative capital asset scarcity can be undone by
unchecked accumulation. Roberto Veneziani (2000) has chalenged Roemer’ s argument
more directly by extending his models to the multiperiod case and characterizing the
robustness of exploitation in a particular multi-period version of a Warasan framework.

The chief dams of Veneziani’s carefully articulated analysis might be summarized as
follows: (1) inanexplicitly intertempord context, a distinction must be dravn between
“within-period” and “whole-life’ exploitation, with the former arguably being the more
relevant normative standard; (2) according to the “within-period” definition, persstent
DOPA (not DORSPA, note) does not ensure the persistence of exploitation, which tends
to disgppear in the limit as T approaches infinity; and (3) again by the “within-period”
gandard, thereis partid convergence to asingle, petty-bourgeoise class. (These clams
are embodied in Veneziani’ s Proposition 3, p. 27).

Veneziani and other critics are surdly correct to ingst that exploitation must be
understood in the context of an essentialy dynamic vision of capitalist competition.
| want to argue , however, that their criticisms of Roemer on this point are ill-founded if
they are meant to suggest that his andyticd framework is fundamentaly inadequate

rather than Smply incompl ete with respect to the treatment of capitaist accumulation and




exploitation. Essentialy, Roemer’s critics on this score deny him amethod of abstraction
by successive gpproximation that is gpprovingly atributed to Marx.

My purposein this paper isto demongtrate that a naturd dynamic extension of
Roemer’ s rationa-choice Marxist modd resffirms the clam that DORSPA is broadly
sufficient to ensure the existence of capitdist exploitation. Thekey to thisextensonis
the plausible and empiricdly relevant assumption of income-elastic time preferences,
such that the wedlthy are more “patient” (and thus more willing to act as suppliersin
competitive markets for productive capital) than their poorer counterparts, despite having
otherwise identica preferences. The basic conclusion is strengthened by adding Marx’s
own assumption of exogenoudy given growth in the labor force. | argue moreover that
the rationa-choice modd is better equipped than the traditional Marxist framework to
provide afull understanding of the economic conditions that ensure persistent
exploitation when capitd accumulates.

Following a suggestion by Skillman (1995), | adapt amodd developed by Ryder
(1985) to this purpose. Ryder demonsirates that capital markets generate marked class
polarization given heterogeneous time preferences, but does not link measures of
exploitation or class-based time preferences explicitly into his account (although he notes
the possbility of linking time preference to dass podition without changing his core
conclusons). Doing so, | show, reinforces Roemer’s origina ingght in adramatic way:
the rate of exploitation is poditive in every period, and exploitation disappearsin the limit
only because the working class is completely immiserated. The capitdist class ends up

owning al the productive wedth.



1. Household Consumption and Asset Holdings
In this section | summarize the key features of Ryder’s modd of intertempora

consumption and investment, modified to incorporate class-based differencesin time
preference. The reader isreferred to Ryder (1985) for afull statement of the modd,
results, and extensons. The feature | would have the reader note is the essentialy
neoclassica character of the modd: individuas rationdly maximize utility subject to
congraints given by their endowments and competitive market conditions. Where
gopropriate | note amplifying departures from a pure Warasan formulaion and ther

(lack of) subsgtantive impact on the key results of the argument.

Preferences and endowments
Imagine an economy with a sngle produced good in which there are n infinitdly-lived
households whose utility depends on their consumption streams. Time and dl choice and

state variables are continuoudy-vaued. Thei'™ household's utility from agivena

consumption path ¢, (t) @ O for t > Oisrepresented by

1) Ui,

where U, (c) =c*° /(1- b)and a, >0,b >0. The parameter a; represents the i
household' s subjective discount rate and thus measures its degree of time preference;
higher vaues correspond to more impatient time preferences.

Households are differentiated by their initid endowments of the produced good,
denoted A;. Assuch they are partitioned into subgroups k and | with respective Szes ng

and n;, with A= Acfordl il kand A=A <Acfordl il | . Endowmentslink to



preferences in sole sense that time preferences are dependent on real income, with the
household s discount rate being inversely related to attainable consumption.?

For convenience, this dependence is modded in a particularly smplistic way, such
that a household’ s discount rate depends solely oniitsinitial holding of the produced

good; thusa, =a, fordl il kanda, =a, >a, fordl il |. Thisrestriction to reliance

on initia wedth turns out not to be redtrictive given household behavior. In any case,
Ryder assartsthat his results (summarized below) emerge with amore generd
specification of the dependence of time preference on red income (1985, p. 73).

Findly, dl households have an endowment m > 0 of labor capacity which they supply

indadicdly for any nortnegative wage rate.

Markets, constraints, and household optimization
Households participate in two competitive markets, one for labor capacity characterized
by wage rate w(t) onefor capital with interest rate r(t). All households are assumed to be
price-takers and to have myopic expectations with respect to the path of wages and
interest, such that current values are dways assumed to hold for the future (thisisa
gringent, dthough not implausible Implifying assumption; aside from introducing the
possihility of multiple equilibria, it doesn't seem that relaxing this assumption dters the
basic results).

The household consumption plan implies aplan for its asset stream, where Ai(t) isthe
household' stotdl assets at timet (anegative vaue if representing adebt). Given the

stream of planned consumption at given interest and wage rates, assets are given by

2 Empirical support for this condition is found by Lawrance (1991).



At)=Ae" + tc‘)e“” '(wm- ¢ )

Each household must satisfy a bankruptcy congraint which dictates that the present value
of planned consumption expenditures cannot exceed the present vaue of wage income
and (possibly negative) income from the capitd market. With static expectations on the
wage and the interet rate, this smplifies to the condition

2 A@)+wm/r3 0 fordl t>0.

Differentiating the asset stream implies the following rule for dtering the “ sate

vaiable” household wedth:
3 9 (%t = 1A (t) +wm- c,(t) fordlt>0.

The household' s problem is to choose a non negative consumption stream to
maximize (1) subject to condraints (2) and (3). This can be solved as an optima control
program including inequaity condraints on the state variable. Firgt-order conditions for

an optimum yield the following expressons for the asset and consumption streams:
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For (b - Dr +a, £ 0, ahousehold actsas a“rational miser,” willing to postpone
consumption indefinitely. However, it will turn out to be the case that
(b - Dr +a, dways exceeds zero after asufficiently long horizon.

From (4), the savings of the ™" household is given by



6 s =dA()/dt= gm'n ?,r ) a%r @(rA (t) +wm).

Households that are patient relative to the market (a; < r) will save, thosethat are
impatient relative to the market (a; > r) will dissave, and those whose discount rate just
equas the market interest rate will maintain their net wedlth position.

It isreadily verified that increased wedlth increases the net saving or dissaving of the

household. Theimpact of changesin the market interest rate is

s/ _(AM+wm)/ a,-r/ _(?A(t)+a,wm)
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for “norma” households and

m 150 =A0

for “rationad misers” A household will thus save more at higher interest ratesiif it ether
has non+negative wedth or isimpatient rdative to the market. Asit turnsout, all

households eventudly fal into one of the two categories.

2. Production and Capital Accumulation
Production function and aggregate inputs

Following Ryder, | assume that tota output of the manufactured commodity is given
by aneoclasscd production function with well-defined margina products and constant
returnsto scae. Totd labor input L isequa to nm. In this setting, households can hold

debts or loans as well as clams on productive capital. Thetotd capitd stock isthus

equal to aggregate net asset holdings, or K(t) = 5 A()z 0.

i=1



To fadilitate the analysis of exploitation, | depart from Ryder’s setup by positing that
the aggregate production is represented by a congtant eadticity of substitution (CES)

production function of the form

1/r

®  X®=F(LK®) =L +@- g)Kw))
Although redtricted in form, this function alows for awide range of cases, depending on
the specification of the parameter r , from perfect subdtitutability of inputs (r = 1) to

Cobb-Douglas (r = 0) to fixed-coefficients (in the limit asr approaches -¥).

Equilibrium wage and interest rates

Perfect competition in the labor and capitd markets ensures the following margind
conditions are respectively satisfied:

9  wt)=F (L K({)and

(10) r(t) =F.(L,K()) forK()>0, r(t)3 F,(L,0) for K(t) =0.

For the CES production function, (9) and (10) imply that wages rise and the interet rate

fdlswith cagpitd accumulation. In addition, theratio of interest to wage rate is given by

M) _@-9)aK® 0
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Capital accumulation and its consequences

Therate of capita accumulation is governed by saving behavior, since

dK (t)/dt = § dA (t)/dt = § s (r(t), A(t)) . Given the conditions on technology and

time preferences, the maximum possible interest rate exceeds the discount rate of the

most patient set of households, and capital accumulation occurs. I



a, >F (0,K(t))=(- g)™"'" (K(t))", capital accumulation drivesthe interest rete

down to a inthelimit ast approachesinfinity. For any finite time period, the interest
rate exceeds the patient households' discount rate, so they earn rentsin the capital
market. The asymptotic level of the capitd stock isK*, satisfying the condition
Fo(L,K*)=a,. Ifingead a, <F, (0, K(t)) , capitd accumulation is unlimited.

In either case, the relatively impatient households are completely immiserated in the
limit: athough the wage rate continually rises and the interest rate continudly falls, ther
dissaving implies that incomeis increesingly handed over to the patient classes, until in
the limit there is nothing left for consumption. The patient class accumulates dl of the

wedth in the economy.

3. Accumulation and Exploitation
The rate of exploitation

We now want to inquire what capital accumulation implies for the existence and trend
in capitdist explaitation. In an economy with one manufactured commodity, labor vaues
are redundant (which they are, at begt, in any event), so that the rate of exploitation for

the economy as a whole can be written

_I(®:K®)
(12) E@®)= WO L

which given (11) can be expressed as

(13) E( =1'_98éﬂ9r.
el g

Therate of exploitation is dways postive, even for the limit case of Leontief

technology, because otherwise the interest rate would fall to zero and even the patient



households would want to disasccumulate. Otherwise, the derivetive of the rate of
exploitation with repect to time has the same sign as the parameter r . Thus, for
example, the rate of exploitation is constant for the Cobb- Douglas case, risng when
inputs are more subgtitutable than in this case, and faling when less subgtitutable; thisis
aresult of assuming that tota labor supply is congtant, and thus tendentidly faling in

ratio to the capitd stock.

Labor force growth and technical change

Our andys's has established a dramatic and durable process of exploitationin a
dynamic setting with capital accumulation and unequally impatient households, such that
the wedthy/patient households exploit the poor/impatient ones. But we have as yet not
even included the key aspects of Marx’s “generd law of capita accumulation,” put
forward in Chapter 27, Volume | of Capital (1990). Thisanalyss adds two key festures
to the andyss exogenoudy given growth in the labor force and “ capitd-using, labor-
saving (CU-LS)” technica change.

Ryder incorporates growth in the [abor force by alowing household “size” to vary
acrosstime, and supposing that family size grows exponentialy at acongtant ratel . In
this case, he shows that the interest rate will in every finite time period be higher than in
the absence of |abor force growth, and that the asymptotic interest rateis r* =a, +1 .
Thisis quditatively Sgnificant in thet it ensuresthat capitd supplierswould earn rentsin
the capitdl market, even in the limit as time gpproaches infinity.

Finaly, CU-LStechnica change can be represented by reductions in the parameter g.

Condition (13) showsthat this leads to a higher rate of exploitation in each period.



Conclusion

This paper has shown that Roemer’ s “ rationa-choice Marxist” modd can be extended
to incorporate capital accumulation. Contrary to the (implicit) suggestion of his critics,
Roemer’s centrd conclusion, to the effect that DORSPA is generically sufficient for the
existence of exploitation, is rather dramatically borne out. The result of capitd
accumulation is complete immiseration of the working class. The only condition driving
this result is the possibility of income-€lastic time preferences, such that poorer
households are more impatient. This condition is consstent with both the empirica
evidence and Marx’s own formulation of the problem of capital accumulation.

In hindsight, Roemer’ s critics do not seem to have alowed him the method of “case-
appropriate abgtraction” that Marx is lauded for. It istrue that Roemer himsdf did not
modd the dynamic capitaist economy in Walrasan terms; but this does not mean it
couldn’'t bedone. To the contrary, if there is a methodological biasin the Wdrasian
framework, it isin alowing too many posshilities, rather than in restricting possible
miocroeconomic outcomes. Addition of quintessentialy Marxian postulates gives
gructure to the generd equilibrium modd and alows detailed exploration of the

conditions that support persstent capitaist exploitation.
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