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US SECOND QUARTER RATE OF PROFIT HOLDS UP DESPITE  
A RISING RATE OF INTEREST AND A FALLING RATE OF SURPLUS VALUE. 

 

The BEA released its estimates for corporate profits on the 30th of August, which this article reflects 

on. Most of the profit fall was accounted for by the energy sector as well as large falls in the mass of 

smaller corporations which have gone undetected, masked by profits in the large corporations.  

Nominal pre-tax profits unadjusted by CCJ & IVA for the non-financial corporate sector rose by 2.1% 

quarter on quarter but fell by 9.6% year on year. Adjusted for price changes they rose 1.9% month on 

month and fell by 11.8% yoy. (Nominal profit figures can be found on row 46 of Table 1.14 and adjusted 

profit figures on row 70 of the attached spreadsheet Table 1.14 for the second quarter.) The trends can be 

seen in the graph below. These are profits adjusted for price changes as per the deflator found in row 53. 

Graph 1. 

 

Graph 2. 
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The fall in the mass of profits was not sufficient to eliminate the gap in profit margins compared to the 

pre-covid period. (Graph 2 above is based on total sales, the correct measure, and not only final sales the 

usual measure.) The fall in the mass of profits was primarily caused by a fall in the degree of exploitation 

and with it the rate of surplus value given the stable rate of turnover of capital. 

Graph 3. 

 

Graph 4. 

 

We note in both cases that the degree of exploitation and the rate of surplus value are back to their 2019 

levels. Given these falls we could expect the rate of profit to have fallen as well given the accumulation of 

capital since 2019. (Methodology note: Fixed capital is currently unavailable. Therefore fixed capital on 

row 57 is estimated using the capital adjustment figure in row 24 which has proved reliable in the past.)  
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And indeed this is the case when we examine the net surplus rate of profit based on fixed and circulating 

capital. This rate of profit here has fallen back to 2019 levels signifying that the covid and post-covid 

elevation is over. 

Graph 5. 

 

However the same is not true for the pre-tax or enterprise rate of profit. They remain elevated above their 

2019 levels similar to the profit margin. 

Graph 6. 

 

The reason: despite interest rate rises, interest payments have fallen, boosting pre-tax profits. This can be 

seen in the two graphs below. In both cases interest-paid is relatively lower than at any time since 2005. 
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Graph 7. 

 

Graph 8. 

 

The likely reason is that the larger corporations remain cash rich and by investing their excess cash in short 

term T-bonds and other money market instruments the interest they earned has more than offset the 

interest paid by smaller cash strapped corporations.  

Another factor is that circulating capital as a share of fixed capital has declined. This can be seen in the 

cost of sales data found in the financial releases of the corporations. The cost of sales either fell or rose 

more slowly than selling prices. This is confirmed by the PPI which has fallen year on year. Further, any 

additional labour costs and the growth of employment were insufficient to raise the relative share of 

circulating capital. And of course, because the rise in circulating capital was more subdued it restrained 

the rise in total capital over which the rate of profit is measured.  
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Graph 9. 

 

The share of circulating capital is now back to its post 2008 levels.  

Discussion. 

Readers of this website will know I have been calling out the estimates provided by the US Department of 

Commerce and Census Bureau as being inflated. Seems they heard my pain. Over the last 10 days many 

previous estimates have been marked down. This is particularly true for the labour market. The scale of 

the downward revisions makes a nonsense of the growing labour market hypothesis, and while it delighted 

the stock market, it showed that economists and analysts have been blind sighted. On Wednesday the 

JOLTS figure came out. This is an important indicator for the labour market. The prediction was for a figure 

of 9.5 million, instead the figure came in at 8.8 million. These downward revisions bring the estimates for 

payroll growth or lack of it, more in line with the figure provided by IRS data on payroll taxes, again 

something I have been pointing out.  

But it is not only in the sphere of employment that the data has been inflated. It now appears the housing 

estimates too require deflating.  

Graph 10. 
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The housing market, which appeared to buck the trend in interest rates, is turning out to be less resilient 

than assumed by the experts. And it does not only extend to the purchase of new homes which are difficult 

to flip by investors, but extends to existing homes where flipping and investor interest is most 

concentrated, including many being Airbnb intended purchases. Here investor interest has collapsed on 

the same scale as in 2008. As I said the housing crisis is brewing and will mature towards the end of the 

year.  

Graph 11. 

 
(Source: Redfin) 
 

Of course the big one is GDP. How accurate is this estimate? Well that depends largely on the deflator 

being used. Below is an interesting example of the range of deflators where the deviation can be 1%. 

Graph 12. 
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My favourite deflator is the deflator found in NIPA Table 1.14 (attached). There are a number of reasons 

in favour of this deflator as opposed to the official deflator. Firstly, there are no seasonal adjustments nor 

weightings. Secondly, the data is drawn directly from the revenue and volume indicators present in the 

financial reports of these corporations. Below I have compared the corporate deflator to the official 

deflator provided by the BEA in NIPA Table 1.1.4. We notice the deviation between the two deflators with 

the advent of the pandemic. Only in Q2 2023 did they begin to converge. The scale of the divergence is 

best seen in Graph 14. 

Graph 13. 

 

Graph 14. 

 

We can now apply these two deflators to GDP to see how real GDP is affected. (We should note that in 

common with other metrics, this week’s 2nd release of GDP figures revised Q2 down from 2.4% to 2.1%.) 
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Graph 15. 

 

There is and remains a significant gap in the two GDP series. In fact if we calculated the cumulative 
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not an idle observation. Fictitious capital is an upside down pyramid whose point rests on the pedestal 

formed from surplus value. For a while that pedestal was expanded by Covid funds. But those days are 

over. Graph 5 says it all. The overall rate of profit is now back to 2019 levels and in all probability the rater 

will continue to fall. Thus the elevation of the pyramid and its stability must be in question. Will Santa’s 

sled be full of fictitious gifts come the end of the year? 

Graph 16. 

 

Already the viability of general purpose language learning models such as CHATGPT are in doubt. 

Newspapers, publishing houses and universities are now actively inserting code preventing these 

algorithms scraping their information. This being so, all that is left for these algorithms to scrape is the 

dross found on the internet. And as these programs become infused with dross, they add more dross to 

the internet which means in turn they scrape even more dross becoming increasingly unreliable in their 

output. They will become merely an echo in a canyon littered with the insubstantial and the prejudiced, 

truly garbage in and garbage out. Then of course there are all the pending legal challenges by corporations 

and individuals angered and concerned by the prior theft of their copyright. 

And as I said in the preamble, smaller corporations are hurting, which can be seen in the final graph of this 

article. Employment growth has subsided and so too has their revenue expectations which are no higher 

than in 2019 when adjusted for differences in inflation. In the end it will be the smaller corporations that 

will pull down the larger corporations, rather than the other way round, because the smaller corporations 

act as a market for the larger corporations and if they employ less, advertise less, spend less on 

information, and invest less, then markets will contract.  
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Graph 17. 

 
(Source: Atlanta FED) 
 

At present the view that the economy is weakening faster than expected, and confirmation for that is likely 

in Friday’s jobs report, is leading to expectations that the punitive rate rising cycle by the FED is over. That 

in turn has halted the recent slide in share prices. Clearly a case of a glass half full rather than half empty, 

but in time the weakening economy will become the narrative rather than the issue of interest rates. 

Conclusion. 

In the war with China, the US appears to be currently doing better. But as I have said this will be short-

lived. The world economy is being driven into a deepening slump as profitability wanes and the 

machinations of US imperialism intensifies disrupting global trade and investment. In the end the strongest 

counter-vailing factor is the class struggle provided it remains subdued. But can the capitalist class in China, 

the USA, and elsewhere count on this? Recent developments suggest not. 

Brian Green, 31st August 2023. 

 

https://www.atlantafed.org/research/surveys/business-uncertainty

