
Abstract: ‘Unit Labour Costs and the Productivity Paradox 
 
Unit labour costs are increasingly regarded as the ultimate criterion of a firm’s or 
nation’s competitivity; viz. the Europe debate, where economists, pundits and 
mandarins all agree that whether through productivity improvements or through wage 
repression ULCs in Greece, Spain and other 'peripheral' countries must be lowered, 
whether or not these nations stay in the eurozone. This exclusive focus on labour 
productivity, with its implication that labour is the sole source of value-added and 
national prosperity, seems to give a backhanded compliment to the otherwise derided 
labour theory of value. What’s happened to capital, and its supposed contribution to 
value-added and total output? How do the mainstream economists reconcile the 
exclusive attention given to labour costs and labour productivity with the doctrine that 
labour is just one among several 'factors of production'? How can we account for the 
contrast between ULCs’ unblinking focus on labour with the treatment of labour cost 
and value added in national accounts? This paper argues that unit labour cost is an 
improvised, makeshift device that serves to rationalise capitalists’ urge to extract 
surplus value—one that, moreover, is performative, playing an increasingly important 
role in the shaping of policy and public opinion. It shows that the formula used to 
calculate a national economy's unit labour costs substitutes a value magnitude for a 
physical quantity, flipping from a use-value definition of output to a value-added 
definition, with a 'price deflator' used to balance the equation. Conceptually, this is a 
false ‘resolution’ of the contradiction between use-value & exchange-value 
definitions of labour productivity. The critique of ULCs is a vital task. ULCs are a 
projection of ruling marginalist theories of value and ‘value-added’, as is GDP (i.e. a 
nation’s total ‘value-added’). This so essential raw data of analysis is contaminated, as 
is any economic analysis that takes it at face value.  
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