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The Operation of Market Economy under
Marx’s Capital Circulation Theory

Gong Gang Cai Yu

Abstract: The trade process and production process constitute the circulation process of
capital, in which the trade process of capital reflects actually the economic transaction in
market. The transaction model in mainstream economics is Arrow-Debreu’s “equilibrium
auction”, which provides a micro-foundation for the equilibrium analysis and general
equilibrium theory. However, “equilibrium auction” does not exist in reality. In reality,
the auction is “competitive auction” of Walras. However, because of its scarcity, the
“competitive auction” is generally only applicable to the pure trading economy, and
thus does not enter Marx’s circulation process of capital. The market transactions under
Marx’s circulation process of capital can be described by “clearly marked prices”.
“Clearly marked price” means that the producer not only sets up the price, but also
produces the output according to the information of market demand obtained under
“clearly marked price”, including purchasing labor and raw materials, and organizing

1

production activities. Under the “clearly marked price”, the circulation of a single
capital starts with “selling” and carries out its economic activities according to the
realized “selling”. At the same time, under the “clearly marked price”, the trade and
circulation of total social capital will also face the “question of demand origin”. All this
means that the market economy is a demand-determined economy, and investors who
only buy but not sell are the origin of demand In a word, the trading mode of “clearly
marked price” provides a micro-foundation for Marx’s theory of capital circulation and
Keynes’ theory of effective demand.

Key words: clearly marked price; capital circulation; auction; question of demand origin
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