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A Revisit on the Okishio Theorem
WANG Geng (Nanjing Audit University, 211815)
LIU Xiangdong (Renmin University of China, 100872)
Summary: The Okishio theorem is a central representation of the denial of the Law of Diminishing Rate of
Profit (LDRP) in the Western academia. Because of its rigorousness in mathematical structure, the Okishio

theorem has not only been widely accepted in Western academia but has also influenced the domestic
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Marxist camp so that there is a theoretic tendency of reconciling the theorem and Marxist economics. Then,

is Okishio theorem truly flawless? Can it be refuted within a comparable analytical framework? With
these questions in mind, we deconstructed and reexamined the Okishio theorem in this paper.

The Okishio theorem involves two fundamental assumptions: the transformation system, known as the
“A system” and the “cost criterion” which assumes that capitalists make their technological decisions based
on costs comparison. This paper focuses on these two aspects in the reexamination of the theorem. Firstly,
while not denying the validity of its transformation system, this paper points out that after a century of
debate, an alternative “B system” has emerged that differs from the system in Okishio theorem. By adopting
this alternative system’s proposition, which replaces the traditional wage equation in the production price
system with the condition of “unchanged exploitation rate,” the conclusion that a technological change must
inevitably lead to an increase in general profit rate no longer holds, even if real wages remain constant. This
paper presents a counterexample to illustrate this point, and thus confirms an important fact: the conclusion
of Okishio theorem is not robust and depends on specific transformation structures.

Secondly, this paper acknowledges the emphasis placed by the Okishio theorem on the cost criterion,
wherein capitalists’ technological choices are based on costs rather than productivity. However, the cost
criterion constructed by Okishio is partial as it overlooks the fact of “intra-sector competition” in a market
economy and deviates from the research tradition of Capital. By overcoming these research limitations and
introducing intra-sector competition, taking into account the profit advantage entailed by advanced
technologies with lower individual values, the cost criterion takes on a new form, referred to in this paper
as “Marx’s cost criterion.” This cost criterion only degenerates into Okishio’s cost criterion when all
capitalists simultaneously acquire new technologies. Capitalists making technological decisions based on
Marx’s cost criterion may lead to a decline in the general profit rate. Therefore, the Okishio theorem not
only faces issues of robustness but also becomes ineffective as the basic assumption of the theorem is no
longer applicable when back to the research tradition of Capital.

This paper makes two marginal contributions. First, it directly refutes the Okishio theorem within a
comparable analytical framework based on a consideration on the two fundamental assumptions of the
theorem. This to some extent dissolves the criticisms and challenges faced by Marxist economics in the
LDRP theory. Second, the new production price system established within the framework of the B system
and the n-sector value model considering intra-sector competition will provide useful tools for further
research in Marxist economics.

Keywords: Okishio Theorem, Transformation System, Cost Criterion, Falling Rate of Profit
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