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Introduction

One of the central purposes of this book is to provide a Marxist
explanation of the causes of the long post-war wave of rapid growth
in the international capitalist economy, which took both non-
Marxist and Marxist economists by surprise; and at the same time
to establish the inherent limits of this period, which ensured that
it would be followed by another long wave of increasing social and
economic crisis for world capitalism, characterized by a far lower
rate of overall growth, When this work was first written and
published in German in 1970-72, its basic theses still appeared to
many readers empirically unproven or dubious, and were greeted
with widespread scepticism — despite the premonitory signs of
the breakdown of the international monetary system from 1967
onwards, and the mass explosion in France in May 1968. Today,
few can doubt that the critical turning-point in post-war economic
development is behind us and not in front of us, and that the ‘long
boom’ is now a thing of the past. Belief in the permanence of rapid
growth and full employment within the ‘mixed economy’ has proved
a myth. This book tries to explain why this was necessarily so, and
what the consequences of the actual dynamics of post-war capi-
talism are likely to be, within the framework of classical Marxist
categories. -

In revising Late Capitalism for the English-language edition, we
have sought to resist the temptation to incorporate extensive new
materials in it, to demonstrate the corroboration by events of
our original arguments. We have instead corrected or clarified
subsidiary formulations, and brought relevant statistics up to
date. All further comments will be reserved for the international
debate now under way on the general contradictions and long-
term trends of world capitalism in its present phase, for an under-
standing of which Late Capitalism advances certain new hypo-
theses. Whether they are sufficient and coherent or not, only history
will judge. We have no reason to fear its verdict.

For the fundamental aim of the present work is to provide an
explanation of the history of the capitalist mode of production in
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the 20th century, capable of mediating the laws of motion of ‘capital
in general’ with the concrete phenomenal forms of ‘many capitals’.
All attempts, either to confine analysis merely to the latter, or to
deduce them directly from the former, are without methodological
justification or hope of practical success. For a Marxist, it should be
plain that the class struggle between capital and labour, the role
of the bourgeois State and late capitalist ideology, the concrete
and mutable structure of world trade, and the predominant forms
of surplus-profit, all need to be incorporated into any account of
the successive historical stages of capitalist development, and of
the contemporary phase of late capitalism itself. In seeking to ful-
fil these objectives, the present work has assumed a structure not
unrelated to the plan that Marx originally projected for Capital —
that is to say, it deals with capital in general; competition; credit;
share capital; landed property; wage-labour; state; foreign trade;
and world market (in which final part Marx wanted to include
world economic crises). I have not, however, followed every sec-
tion of this plan, from which the final version of Marx’s Capital
itself, of course, deviated widely.

The first four chapters of Late Capitalism set the overall frame-
work for the book. They deal respectively with the preliminary
problem of method (Chapter 1); the relation between the develop-
ment of the capitalist mode of production, with its inner contra-
dictions, and the creation of a socio-geographic milieu adequate to
its needs —1i.e., the world market (Chapters 2 and 3); and the
connection between the development of capitalist technology and
the valorization of capital itself (Chapters 3 and 4). Readers who
are less versed or interested in theory can omit the first chapter or
leave it till the end of the book.

The nine analytic chapters which follow deal with the main
features of late capitalism in logico-historical order: its original
point of departure —the radical improvement in the conditions
for the valorization of capital which resulted from the historic
defeats of the working-class by fascism and war (Chapter 5); its
subsequent development through the Third Technological Revolu-
tion (Chapter 6); its specific traits as a new phase in the develop-
ment of capital — the abbreviation of the life-cycle of fixed capital,
the acceleration of technological innovation (rents from which be-
come the main form of monopolistic surplus-profits under late
capitalism), and the absorption of surplus-capital by permanent
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rearmament (Chapters 7, 8 and 9); its particular interconnexion
with the world market —the international concentration and
centralization of capital that generates the multinational corpora-
tion as the main phenomenal form of capital, and the uneven ex-
change between nations producing commodities at different levels
of average productivity of labour, that dominates world trade
(Chapters 10 and 11); and its new forms and ‘solutions’ of the
problem of realization — permanent inflation and the typical late-
capitalist trade-cycle, which combines a classical industrial cycle
with a credit-expansion and credit-contraction ‘counter-cycle’ under
the sign of inflation (Chapters 12 and 13).

The last five chapters are by contrast synthesizing in character.
They seek to bring together the results of the preceding analysis,
and try to show the ways in which the fundamental laws of motion
and the inherent contradictions of capital not merely continue to
operate, but actually find their most extreme expression in late
capitalism (Chapters 14 to 18).

Two warnings are needed here. Firstly, the term ‘late capitalism’
in no way suggests that capitalism has changed in essence, render-
ing the analytic findings of Marx’s Capital and Lenin’s Imperialism
out of date. Just as Lenin was only able to develop his account of
imperialism on the basis of Capital, as confirmation of the general
laws governing the whole course of the capitalist mode of produc-
tion discovered by Marx, so today we can only attempt to provide a
Marxist analysis of late capitalism on the basis of Lenin’s study of
Imperialism. The era of late capitalism is not a new epoch of capital-
ist development. It is merely a further development of the imperia-
list, monopoly-capitalist epoch. By implication, the characteristics
of the imperialist epoch enumerated by Lenin thus remain fully
valid for late capitalism.

Secondly, we must express our regret at not being able to propose
a better term for this historical era than ‘late capitalism’ — a term
that is unsatisfactory because it is one of chronology, not of synthe-
sis. In Chapter 16 of this book we explain why it remains preferable
to the notion of ‘state monopoly capitalism’. Its superiority over the
term ‘neo-capitalism’ is obvious —given the ambiguity of the latter,
which can be interpreted to imply either a radical continuity or dis-
continuity with traditional capitalism. In the near future, perhaps,
discussion will yield us a better term of synthesis. In the meantime,
we have retained the notion of ‘late capitalism’, judging it to be the
most serviceable term available, and above all believing that what
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is really important is not to name, but to explain the historical
development that has occurred in our age.

Late Capitalism tries to explain the post-war history of the
capitalist mode of production in terms of the basiclaws of motion of
capitalism discovered by Marxin Capital. Inother words, it attempts
to demonstrate that the ‘abstract’ laws of motion of this mode of
production remain operative and verifiable in and through the
unfolding ‘concrete’ history of contemporary capitalism. It thereby
runs directly counter to two basic trends in current socio-economic
thought. It does not accept the assumption of those —in either
academic or Marxist circles —who believe that Neo-Keynesian
techniques, state intervention, monopoly power, private and
public ‘planning’, or whatever combination of them each particular
author or school prefers, are capable of neutralizing or cancelling
the long-term laws of motion of capital. Nor, on the other hand,
does it accept the opposite (but in reality converse) thesis that these
economic laws of motion are so ‘abstract’ that they cannot manifest
themselves in ‘real history’ at all, and that therefore the only func-
tion of an economist is to show how and why they become distorted
or deviated by accidental factors in its actual development —not
to show how they are manifested and confirmed in concrete and
visible processes.

The recent revival of Marxist economics (which we predicted
some time ago) has been a particularly gratifying phenomenon of
the last few years. However, it must be conceded that the present
reappropriation of the past history of Marxist theory by a younger
generation of socialist scholars and workers, is a difficult and exact-
ing task. This is especially true for readers in the Anglo-Saxon
world, to whom some of the classical authorities discussed in this
book — for example, in Chapters 1 and 4 —may still be largely
unknown. Reference to these ‘older’ debates of the pre-1939 epoch
is, however, in no way a mere matter of piety or erudition. For the
great controversies of that time were directly concerned with the
pivotal problems posed by the basic contradictions and long-term
trends of bourgeois society, for Marxist theory. These problems are
still very much with us today. Fascism and Stalinism eventually
silenced nearly all the theorists of the earlier heyday of Marxist
economic debate. But they could not suppress their intellectual
legacy. It would be much harder to solve the central problems of
capitalism today, without a due recovery of this heritage.

In the last decade, the revival of Marxist economic theory has
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coincided with a Neo-Ricardian assault upon ‘neo-classical’ margina-
lism, led by the so-called Cambridge School inspired by Piero Sraffa.
While any rehabilitation of the labour theory of value, even in a pre-
Marxist version, can only be welcomed, we ourselves remain con-
vinced that no real synthesis is possible between Neo-Ricardianism
and Marxism. Contemporary Marxists have a duty to defend all
those decisive advances accomplished by Marx over Ricardo, which
Neo-Ricardian theorists are now seeking to rescind. The present
work is not concerned with the problem of the relationship between
the two systems, except at one point: the specific issue of the role of
arms production in the formation of the average rate of profit —in
other words, the question of the transformation of values into prices
of production, which is briefly discussed in Chapter 9.

The most serious difficulty for me in writing this book was the
fact that Roman Rosdolsky, the political economist who was closest
to me theoretically and politically in our time, died before I could
start work on it. Memories of our common discussions and study of
his great posthumous work, Zur Entstehungsgeschichte des Marx’
schen ‘Kapital’, had therefore, so far as possible, to be a substitute’
for the constructive criticisms of this gifted theorist.

The socialist students and assistant lecturers of the Faculty of
Political Sciences at the Free University of West Berlin, who invited
me to be visiting professor in the Winter Semester of 1970-71,
provided the ‘external pressure’ — so often necessary for an author
— to induce me to formulate my theoretical views on late capitalism
in the systematic form in which they are presented here. They also
gave me the leisure needed for this purpose.

I therefore dedicate this work to my late friend and comrade
Roman Rosdolsky, who helped to found the Communist Party of the
Western Ukraine and was a member of its Central Committee, who
helped to create the Trotskyist movement in the Western Ukraine,
and who during his whole life remained true to the cause of the
emancipation of the working-class and the international socialist
revolution, and in the darkest years of our turbulent century ensured
the continuity of the theoretical tradition of revolutionary Marxism;
and to the socialist students and assistant lecturers of the Free
University of West Berlin, whose critical and creative intelligence
will preserve and extend this tradition.



The laws of Motion and the History
of Capital

The relationship between the general laws of motion of capital — as
discovered by Marx — and the history of the capitalist mode of pro-
duction is one of the most complex problems of Marxist theory. Its
difficulty can be measured by the fact that there has never yet been
a satisfactory clarification of this relationship.

It has become a commonplace to repeat that Marx’s discovery of
the laws of development of capitalism was the outcome of a dialecti-
cal analysis which advanced from the abstract to the concrete: “The
economists of the seventeenth century, for example, always start out
with the living whole, with population, nation, state, several states,
and so on; but they always conclude by discovering through analysis
a small number of determinant, abstract, general relations such as
division of labour, money, value and so on. As soon as these indivi-
dual moments had been more or less established and abstracted,
there began the economic systems which ascended from the simple
relations such as labour, division of labour, need, exchange value, to
the level of the state, exchange between nations and the world
market. The latter is obviously the scientifically correct method.
The concrete is concrete because it is the concentration of many
determinations, hence the unity of the diverse. It appears in the pro-
cess of thinking, therefore, as a process of concentration, as a result,
not as a point of departure, even if it is the point of departure in
reality and hence also the point of departure for observation and
conception. Along the first path, the full conception was evaporated
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to yield an abstract determination; along the second, the abstract
determinations lead towards a reproduction of the concrete by way
of thought. In this way Hegel fell into the illusion of conceiving the
real as the product of thought concentrating itself, probing its own
depths, and unfolding itself out of itself, by itself, whereas the
method of rising from the abstract to the concrete is only the way in
which thought appropriates the concrete, reproduces it as the con-
crete in mind.™?

To reduce Marx’s method to a ‘progression from the abstract to
the concrete’, however, is to ignore its full richness. In the first place,
this misunderstanding overlooks the fact that, for Marx, the concrete
was both the ‘real starting point’ and the final goal of knowledge,
whichhe saw as an active and practical process; the ‘reproduction of
the concrete in the course of thought’. Secondly, it forgets that a
progression from the abstract to the concrete is necessarily preceded,
as Lenin put it, by a progression from the concrete to the abstract.2
For the abstract itself is already the result of a previous work of
analysis, which has sought to separate the concrete into its ‘deter-
minant relations’. Thirdly, this error destroys the unity of the two
processes of analysis and synthesis. The abstract result is only true
if it succeeds in reproducing the ‘unity of the diverse elements’
presentin the concrete. Only the whole is true, says Hegel, and the
whole is the unity of the abstract and the concrete —a unity of
opposites, not their identity. Fourthly, the successful reproduction
of the concrete totality only becomes conclusive by application in
practice. This means, among other things, that — as Lenin expressly
emphasized — each stage of the analysis must be subject to ‘control
either by facts, or by practice’.®

In their turn, however, the ‘simplest abstract concepts’ (cate-
gories) are_not merely the products of ‘pure understanding’, but
mirror the beginnings of actual historical development: “Thus in this
respect, itmay besaid thatthesimpler categorycan express the domi-’
nant relations of a less developed whole, or else those subordinate
relations of a more developed whole which already had a historic
existence before this whole developed in the direction expressed by
a more concrete category. To that extent, the path of abstract
thought, rising from the simple to the combined, would correspond

‘Karl Marx, Grundrisse, London, 1973, pp. 100-1.
?Lenin, Collected Works, Vol. 38, p. 171.
3Lenin, Collected Works, Vol. 38, p. 320.
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to the real historical process.”*Marx’s dialectic, therefore, to quote
Lenin once more, implies ‘a twofold analysis, deductive and induc-
tive, logical and historical’ It represents the unity of these two
methods. An ‘inductive’ analysis can here be only a ‘historical induc-
tion’, for Marx regarded every relationship as determined by history,
and his dialectic thus involved a unity of theory and empirical
historical fact.® ‘

It is well known that Marx stated that science was necessary pre-
cisely because essence and appearance never directly coincide.” He
did not see the task of science solely as the discovery of the essence
of relations obscured by their superficial appearances, but also as
the explanation of these appearances themselves, in other words as
the discovery of the intermediate links, or mediations, which enable
essence and appearance to be reintegrated in a unity once again.?
Where this integration fails to occur, theory is reduced to the specu-
lative construction of abstract ‘models’ which bear no relation to
empirical reality, and the dialectic regresses from materialism to
idealism: ‘A materialist analysis does not coincide with an idealis-
tic dialectic, but with a materialist one; it deals with factors that
are empirically verifiable.” Otto Morf has rightly remarked: ‘The
process whereby the mediation between essence and appearance
emerges in this unity of an identical and opposite duality, is neces-
sarily a dialectical one.’1°

Furthermore, there is no doubt that Marx considered that the
empirical appropriation of the material should precede the analyti-
cal process of cognition, just as practical empirical verification should
provisionally conclude it — that is, raise it to a higher level. Thus, in
his Afterword to the Second Edition of Capital, he wrote: ‘Of course

*Marx, Grundrisse, p. 102. ‘Lenin, Collected Works, Vol. 38, p. 320.

8Otto Morf, Geschichte und Dialektik in der politischen Okonomie, Frankfurt,
1970, p. 146. Karl Marx: ‘This organic system itself, as a totality, has its presupposi-
tions,anditsdevelopment toitstotality consists precisely in subordinating all elements
of society to itself, or in creating out of it the organs which it still lacks. This is histori-
cally how it becomes a totality. The process of becoming this totality forms a moment
of its process, of its development.” Grundrisse, p. 278 (Our italics).

‘Al science would be superfluous if the outward appearance and the essence of
things directly coincided.” Marx, Capital, Vol. 3, London, 1972, p. 797.

8Marx: ‘The various forms of capital, as evolved in this book, thus approach step
by step the formwhich they assume on the surface of society, in the action of different
capitals upon one another, in competition, and in the ordinary consciousness of the
agents of production themselves.” Capital, Vol. 3, p. 25.

9Max Raphael, Zur Erkenntnistheorie der konkreten Dialektik, Frankfurt, 1962,

p. 243. "Morf, op. cit,, p. 111.
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the method of presentation must differ in form from that of inquiry.
The latter has to appropriate the material in detail, to analyse its
different forms of development, to trace out their inner connection.
Only after this work is done, can the actual movement be adequately
described. If this is done successfully, if the life of the subject matter
is ideally reflected as in a mirror, then it may appear as if we had
before us a mere a priori construction.’!! A few years earlier, Engels
had said much the same when he wrote: ‘It is evident that mere
empty talk can achieve nothing in this context and that only an
abundance of critically examined historical material which has been
completely mastered can make it possible to solve such a problem.’ 2
Marx himself repeated this point again in a letter to Kugelmann:
‘Lange is naive enough to say that I move with rare freedom in
empirical matter. He hasn’t the least idea that this “free movement
in matter” isnothing but a paraphrase for the method of dealing with
matter — that is, the dialectical method.’13

Karel Kosik thus rightly stresses that: ‘The progression from the
abstract to the concrete is always initially an abstract movement:
its dialectic consists in overcoming this abstraction. In very broad
terms, therefore, it is a movement from the parts to the whole and
from the whole to the parts, from the appearance to the essence and
from the essence to the appearance, from the totality to the con-
tradiction and from the contradiction to the totality, from the object
to the subject and from the subject to the object.’’* In sum, we can
suggest a six-fold articulation of Marx’s dialectical method, which
can be defined approximately thus:

1. Comprehensive appropriation of the empirical material, and
mastery of this material (superficial appearances) in all its histor-
ically relevant detail.

2. Analytical division of this material into its constituent abstract
elements (progression from the concrete to the abstract).’®

UMarx, Capital, Vol. 1, London, 1970, p. 19 (Our italics).

?Friedrich Engels, ‘Review of Karl Marx, Contribution’, in Maurice Dobb (ed.),
A Contribution to the Critique of Political Economy, London, 1971, p. 221.

13‘Marx to Kugelmann in Hanover’, in Marx and Engels, Selected Correspondence
(revised edition}, Moscow, 1965, p. 240.

14Karel Kosik, Die Dialektik des Konkreten, Frankfurt, 1967, p. 31. The Soviet
author Ilyenkov has devoted an interesting book to the relationship between (and
the unity of) the abstract and the concrete in Marx’s Capital. See E.I. Tlyenkov, La
dialettica dell’ astratto e del concreto nel Capitale di Marx, Milan, 1961.

15Following on from the Soviet theorist [lyenkov, Erich Hahn has emphasized that
‘the division of the real concrete subject into abstract determinations must under no
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3. Exploration of the decisive general connections between
these elements, which explain the abstract laws of motion of the
material, in other words its essence.

4. Discovery of the decisive intermediate links which effect the
mediation between the essence and the superficial appearances of
the material (progression from the abstract to the concrete, or the
reproduction of the concrete in thought as a combination of multiple
determinations).

5. Practical empirical verification of the analysis (2, 3, 4) in the
developing movement of concrete history.

6. Discovery of new and empirically relevant data, and of new
connections — often even of new abstract elementary determina-
tions — through the application of the results of knowledge, and
practice based on it, in the infinite complexity of reality.16

We are here not dealing with strictly separate stages of the cogni-
tive process, for some of these moments are interlinked and there is
an inevitable traffic between them. We can thus see that Marx’s
method is much richer than the procedures of ‘successive concret-
ization’ or ‘approximation’ typical of academic science. ‘Since the
individual and particular features are (here) only superficially
eliminated and reintroduced, in other words without any dialectical
mediations, the illusion can easily arise that no qualitative bridge
exists between the abstract and the concrete. It thus becomes per-
fectly logical to believe that the theoretical model does in fact
(although in a simplified form) contain all the essential elements of
the concrete object under investigation — as in the case, for example,
of aphotographtaken from agreat height, whichshowsall the funda-
mental elements of a landscape, although all that is visible are
mountain ranges, large rivers, or woods.’'” The difference between

circumstances be equated with the movement from empirical matter to theory. The
empirical stage of cognition merely serves to prepare for this process of division.
Historischer Materialismus und marxistische Soziologie, Berlin, 1968, pp. 199-200.

‘SHahn (op. cit., pp. 185-7) refers to a seven-step scheme of scientific cognition
proposed by the Soviet theorist V.A. Smirnov. At the outset ‘Smirnov separates
‘observations’ from the ‘analysis of the recorded observations’, but thus fails to take
into account the crucial mediation between essence and appearance and reduces
the problem to a confrontation of theory and empirical matter.

"RomanRosdolsky, Zur Entstehungsgeschichte des Marxschen Kapitals, Frankfurt,
1968, Vol. 11, p. 533. See also Hegel: ‘Inthinking about the gradualness of the coming-
to-be of something, it is ordinarily assumed that what comes to be is already sensibly
or actually in extstence; it is not yet perceptible only because of its smallness. Similarly

with the gradual disappearance of something, the non-being or the other which takes
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the reductionist method of vulgar materialism, in which the con-
crete specificity of individual objects disappears, and the material-
ist dialectic proper, becomes by the same stroke evident.!® Jind¥ich
Zeleny rightly emphasizes that the intellectual reproduction of
reality, or in Althusser’s language, ‘theoretical practice’, must
remain in constant contact with the actual movement of history: “The
whole of Marx’s Capital is pervaded by an incessant oscillation
between the abstract dialectical development and the material con-
crete reality of history. At the same time, however, it must be empha-
sized that Marx’s analysis repeatedly detaches itself from the super-
ficial course of the historical reality, to give ideal expression to the
necessary inner relations of this reality. Marx was able to grasp
historical reality only because he produced a scientific reflection of
it in the form of a somewhat idealized and typified inner organiza-
tion of real capitalist relations. He did not detach himself from them
in order to achieve distance from historical reality, nor was he mak-
ing an idealistic escape from it. The purpose of his detachment
was a close and rational appropriation of reality.’!

There is a clear contrast with the views of Althusser and his school
here. The principles set out above do not transform Marxism by
‘historicizing’ it, or dispute that the specific object of Capital is the
structure and laws of development of the capitalist mode of pro-
duction — and in no sense ‘general laws of the economic activity of
humanity’. They do, however, assert that the dialectic of the abstract
and the concrete is also a dialectic between real history and the intel-
lectual reproduction of this historical process, and that this dialectic
must not be limited exclusively to the level of ‘theoretical produc-
tion”. The difference between Marx’s and Althusser’s conception
comes out most clearly in Marx’s Marginal Notes to Wagner, where
he states explicitly : ‘At the very outset I do not start from “concepts”.
Therefore I do not start from the concept of value either, and hence
I do not have to “introduce” it in any way. What I start from is the
stimplest social form of the product of labour in present day society,
and that is the “commodity”. That is what I analyse, and I analyse it
initially in the form in which it appears.’? Althusser, on the other

its place is likewise assumed to be really there, but not yet observable . . . . In this
way coming-to-be and ceasing-to-be lose all meaning.’ Science of Logzc London,
1969, p. 870. !*Karel Kosik, op. cit,, p. 27.
Tind¥ich Zeleny, Die Wissenschaftslogik und das Kapital, Frankfurt, 1969, p. 59.
0Marx, ‘Marginal Notes to A. Wagner’s Lehrbuch der politischen Ockonomie’,
Werke, Bd 19, p. 369 (Our italics).
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hand, says: “This is where we are led by ignoring the basic distinc-
tion Marx was careful to draw between the “development of forms”
of the concept in knowledge and the development of the real cate-
gories in concrete history: to an empiricist ideology of knowledge
and to the identification of the logical and historical in Capital itself.
It should hardly surprise us that so many interpreters go round in
circles in the question that hangs on this definition, if it is true that
all problems concerned with the relation between the logical and
the historical in Capital presuppose a non-existent relation.”?

Althusser thus sanctions only a relationship between economic
theory and historical theory; the relationship between economic
theory and concrete historyis by contrast declared a “false problem’,
‘non-existent’” and ‘imaginary’. What he does not seem to realize is
that this is not only in contradiction to Marx’s own explanation of
hismethod, but that the attempt to escape the spectre of empiricism
and its theory of knowledge — a spectre of his own making — by
establishing a basic dualism between ‘objects of knowledge™ and
‘real objects’, inevitably runs the danger of idealism. 2

The need for such a reintegration of theory and history has some-
times been disputed on the grounds that the specificity of the laws
of motion of any mode of production, and of the capitalist mode of
production in particular, precisely excludes any such unity with
mere empirical facts. The laws of motion, itis argued, are only “tend-
encies’ in the very broad historical sense. They are therefore sup-
posed to exclude the possibility of any causal connections with
temporal events in the short or medium term, and even in the long
term are deemed not to be demonstrable in a materially identi-
fiable, empirical way. It is further often claimed that each of these
tendencies may provoke counter-tendencies which can neutralize
their own effect for a considerable period.?® Marx’s treatment of

2] ouis Althusser, “The Object of Capital’, in Louis Althusser and Etienne Balibar,
Reading Capital, London, 1970, p. 115.

2The spectre of ‘empiricism’ which Althusser conjures up on pp. 35-7 of Reading
Capital is reduced by him to the danger of ‘splitting’ the object of knowledge, since
the ‘illusion’ of the ‘theoretical appropriation of reality’ is accompanied by an un-
avoidable process of abstraction which can only partly grasp this reality. We have
already indicated above how the active intellectual reproduction of reality can be
characterized precisely as a process in which the abstract and the concrete, the uni-
versal and the particular, are increasingly reintegrated —in other words, a process
in which this ‘split’ is progressively overcome. Naturally, it is impossible for thought
and being to achieve any complete identity; the materialist dialectic can only try to
reproduce reality with ever-increasing precision.

138ee for example, Paul Mattick, ‘Werttheorie und Kapitalismus’, in Kapitalismus
und Krise, Eine Kontroverse um das Gesetz des tendenziellen Falls der Profitrate,
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the tendency of the rate of profit to fall in Chapters 13, 14 and 15 of
the Third Volume of Capital has been endlessly cited as the classic
example of a tendency and counter-tendency which allegedly
enable nothing to be said of the final outcome.

From this, the conclusion is then drawn that it is scarcely possible
to find empirical ‘confirmation’ for Marx’s laws of development.
Indeed, itis maintained that attempts to track down such ‘empirical
confirmations’ reveal a fundamental ‘positivist’ misunderstanding
of Marx’s method and intentions, since the two different levels of
abstraction, that of the ‘pure’ mode of production and that of the
‘concrete’ historical process are so far removed from one another
that there is virtually nowhere that they could come into contact.

It would not be difficult to prove that Marx himself, at any rate,
categorically and resolutely rejected this quasi-total rift between
theoretical analysis and empirical data. For the real implication of
this separation is a significant retreat from the materialist dialectic
to the dialectic of idealism. From the standpoint of historical mater-
ialism, ‘tendencies’ which do not manifest themselves materially and
empirically are not tendencies at all. They are products of false con-
sciousness, or for those who dislike that phrase, of scientific errors.
Moreover, they cannot lead to any scientific, materialist interven-
tion in the historical process. As soon as ‘laws of development’ come
to be regarded as so abstract that they can no longer explain the
actual process of concrete history, then the discovery of such tenden-
cies of development ceases to be an instrument for the revolutionary
iransformation of this process. All that remains is a degenerate
form of speculative socio-economic philosophy, in which the ‘laws
of development” have the same shadowy existence as Hegel’s “world
spirit’ — always, as it were, beyond the reach of one’s fingertips.
In such constructed systems, the abstractions are truly ‘empty’,
or in Engels’s sharper language — a mere phrase. For this reason,
the rejection of a mediated unity between theory and history, or
theory and empirical data, has always been connected in the history
of Marxism with a revision of Marxist principles — either with a
mechanical-fatalistic determinism, or a pure voluntarism. Inability
to re-unite theory and history inevitably leads to inability to re-unite
theory and practice.

Thus Peter Jeffries has accused us of trying to verify Marx’s cate-
gories empirically, while he claims that such categories as capital,

Frankfurt, 1970; Tom Kemp, Theories of Imperialism, London, 1967, pp. 27-8,
etc. Note also Althusser’s thesis that surplus-value is not measurable . . .
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socially necessary labour-time, and so forth, do not appear empiri-
cally in the capitalist system. But are there no mediations which
permit us to connect surface phenomena (profits, prices of produc-
tion, average prices of commodities over a certain period of time)
with Marx’s basic categories by quantitative relationships? Marx
and Engels themselves certainly thought so, at any rate. 2* Jeffries’
relapse into the idealist dialectic is due to the fact that he reduces
the concrete to the appearance only,? failing to understand that the
essence, together with its mediations to the appearance, forms a
unity of abstract and concrete elements, and that the object of the
dialectic represents, to quote Hegel, ‘not merely an abstract univer-
sal, but a universal which embraces within itself the wealth of
the particular.’?® He thus also fails to understand the following

2¢Marx and Classical Political Economy’, 1I, Workers Press, May 30, 1972. We
shall give only one example here. In the First Volume of Capital Marx calculated the
mass and rate of surplus-value for an English spinning mill, basing himself on exact
data (declarations) from a Manchester manufacturer, as they had been given him by
Engels: Capital, Vol. I, p. 219. In the 4th Chapter of the Third Volume of Capital,
which he edited, Engels cites this example once more, and added: ‘For that matter
we have here an illustration of the actual composition of capital in modern large-scale
industry. The total capital is broken up into £12,182 constant and £ 318 variable
capital, a sum of £12,500. Ibid., p. 76. For Engels, the problem was not that capital
‘never appears empirically” or ‘is not measurable’, but that capitalists obstruct public
access to their accounts, and so conceal the necessary and sufficient elements for
measuring it. ‘Since very few capitalists ever think of making calculations of this sort
with reference to their own business, statistics is almost completely silent about the
relation of the constant portion of the total social capital to its variable portion. Only
the American census gives what is possible under modern conditions, namely the sum
of wages paid in each line of business and the profits realized. Questionable as they
may be, being based on the capitalist’s own uncontrolled statements, they are never-
theless very valuable and the only records available to us on this subject.” Capital,
10, p. 76.

2*Here Marx explains that the process of movement from abstract to concrete,
from essence to appearance, cannot be an immediate one.” Peter Jeffries, ‘Marx and
Classical Political Economy’, 111, Workers Press, May 31, 1972. In the passage from
Capital (Vol. 3, p. 25) to which Jeffries’s interpretation refers, Marx manifestly made
no such reduction of the concrete to the ‘appearance’ (as less ‘real’ than the abstract
‘essence’). On the contrary, Marx there stated: ‘In their actual movement capitals
confront each other in such concrete shape, for which the form of capital in the im-
mediate process of production, just as its form in the process of circulation, appear
only as special instances’ (Our italics). Marx’s intention was precisely to explain this
actual movement. For him, as for Hegel, the truth lay in the whole, that is, in the
mediated unity of essence and appearance.

26Science of Logic, London, p. 58. Lucien Goldmann (Immanuel Kant, London,
1971, p. 134) has rightly pointed out that underlying Kant’s Critique of Pure Reason

" was the notion of the unbridgeable contradiction between empirical matter and

‘essence’ (thing in itself). Jeffries is therefore, regressing from Hegel (not to mention
Marx!) back to Kant when he reduces the essence to the abstract and shows his failure
to understand the dialectical unity of the abstract and the concrete.
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remark by Engels: “‘When commodity exchange began, when pro-
ducts gradually turned into commodities, they were exchanged
approximately according to their value, It was the amount of labour
expended on two objects which provided the only standard for their
quantitative comparison. Thus value had a direct and real existence
atthattime. We know that thisdirect realization of value in exchange
ceased and that now it no longer happens. I believe that it won't be
particularly difficult for you to trace the intermediate links, at least
in general outline, that lead from directly real value to the value of
the capitalist mode of production, which is so thoroughly hidden
that our economists can calmly deny its existence. A genuinely histo-
rical exposition of these processes, which does indeed require
thorough research but in return promises amply rewarding results,
would be a very valuable supplement to Capital.”?’

The two-fold problem to be solved, therefore, can be defined
more precisely as follows:

1. How can the real history of the capitalist mode of production
over the past hundred years be shown as the history of the unfolding
development of the internal contradictions of this mode of produc-
tion, in other words, as determined in the last resort by its ‘abstract’
laws of motion? What ‘intermediate links  operate the unity between
the abstract and the concrete elements of the analysis here?

2. How can the real history of the past hundred years be traced
back to that of the capitalist mode of production, in other words, how
can the combinations of expanding capital and the pre-capitalist
(or semi-capitalist) spheres which it has conquered, be analysed in
their appearance and explained in their essence?

The capitalist mode of production has not developed in a vacuum
but within a specific socio-economic framework characterized by
very important differences, for example, in Western Europe,
Eastern Europe, Continental Asia, North America, Latin America
and Japan.? The specific socio-economic formations — ‘bourgeois
societies’ and capitalist economies — which arose in these different
areas in the course of the 18th, 19th and 20th centuries and which

Engels to W. Sombart’, in Marx and Engels, Selected Correspondence, p. 481.

2“This does not prevent the same economic basis — the same from the standpoint
of its main conditions — due to the innumerable different empirical circumstances,
natural environment, racial relations, external historical influences, and so on from
showing infinite variations and gradations in appearance, which can be ascertained
only by analysis of the empirically given circumstances.” (Karl Marx, Capital, Vol. 3,
pp. 791-2.)
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in their complex unity (together with the societies of Africa and
Oceania) comprise ‘concrete’ capitalism, reproduce in varying
forms and proportions a combination of past and present modes of
production, or more precisely, of varying past and successive stages
of the present mode of production?? The organic unity of the capita-
list world system by no means reduces this combination, which is
specific in each case, to a factor of only secondary importance in
face of the primacy of the capitalist features common to the whole
system. On the contrary: the capitalist world system is to a signifi-
cant degree precisely a function of the universal validity of the law
of unequal and combined development3? A more thorough analysis
of the phenomenon of imperialism later in the book will confirm
this: we are merely anticipating here.

Without the role that non-capitalist or only semi-capitalist
societies and economies have played and still are playingin the world
it would hardly be possible to comprehend specific features of every
successive step of the capitalist mode of production — such as the
British capitalism of free competition from Waterloo to Sedan, the
classic epoch of imperialism before and between the two World Wars
and the late capitalism of today.

Why is it that the integration of theory and history which Marx
applied with such mastery in the Grundrisse and Capital has never
since been repeated successfully, to explain these successive stages
of the capitalist mode of production? Why is there still no satisfactory
history of capitalism as a function of the inner laws of capital — with
all the qualifications suggested above — and still less a satisfactory
explanation of the new stage in the history of capitalism which
clearly began after the Second World War?

»‘Colonial and semi-colonial countries are backward countriesby their very essence.
But backward countries are part of a world dominated by imperialism. Their develop-
ment, therefore, has a combined character: the most primitive economic forms are
combined with the last word in capitalist technique and culture. ... The relative
weight of the individual democratic and transitional demands in the proletariat’s
struggle, their mutual ties and their order of presentation, is determined by the pecu-
liarities and specific conditions of each backward country and to a considerable
extent — by the degree of its backwardness.” Leon Trotsky, ‘The Death Agony of
Capitalism and the Tasks of the Fourth International’, pp. 40-1, in The Founding
Conference of the Fourth International, New York, 1939.

3“Capitalism finds various sections of mankind at different stages of development,
each withits own profound internal contradictions. The extreme diversity in the levels
attained and the extraordinary unevennessin the rate of development of the different
sections of mankind during the various epochs, serve as the starting point of capitalism.
Capitalism gains mastery only gradually over the inherited unevenness, breaking
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The manifest lag of consciousness behind reality is at least partly
to be explained by the temporary paralysis of theory that resulted
from the apologetic perversion of Marxism by the Stalinist bureau-
cracy, which for a quarter of a century reduced the area in which the
Marxist method could develop freely to the barest minimum. The
long-term effects of this vulgarization of Marxism have still far from
disappeared even today. Beyond the immediately social pressures
which have prevented any satisfactory development of Marx’s eco-
nomic theory in the 20th century, however, there is also an inner
logic in the development of Marxism which in our opinion at least
partly explains why so many important attempts have fallen short
of their goal. Two aspects of thisinner logic of the history of Marxism
deserve particular emphasis in this respect. One concerns the analyt-
ical tools of Marx’s economic theory, the other the analytical method
of the most important Marxist scholars.

Nearly all the attempts that have been made to explain specific
phases of the capitalist mode of production — or specific problems
arising from these phases — from the laws of motion of this mode of
production, as revealed in Capital, have taken as their starting point
the reproduction schemes used by Marx in the Second Volume of
Capital. In our opinion, the reproduction schemes that Marx
developed are unsuited to this purpose and cannot be used in the
investigation of the laws of motion of capital or the history of capita-
lism. Hence any attempt to deduce either the impossibility of a ‘pure’
capitalist economy or the fatal collapse of the capitalist mode of
production, the inevitable development towards monopoly capita-

and altering it, employing therein its own means and methods. ... Thereby it brings
about their rapprochement and equalizes the economic and cultural levels of the
most progressive and the most backward countries....By drawing the countries
economically closer to one another and levelling out their stages of development,
capitalism however operatesby methodsofits own, thisis tosay by anarchistic methods
which constantly undermine its own work, set one country against another, and one
branch of industry against another, developing some parts of the world economy
while hampering and throwing back the development of others. Only the correlation
of these two fundamental tendencies — both of which arise from the nature of
capitalism — explains to us the living texture of the historical process’: Trotsky, The
Third International after Lenin, pp. 19-20, New York, 1970. See also Rosa Luxemburg,
The Accumulation of Capital, London, 1971, p. 438: ‘European capital has largely
swallowed up the Egyptian peasant economy. Enormous tracts of land, labour, and
labour products without number, accruing to the state as taxes, have ultimately been
converted into European capital and have been accumulated. Evidently...it was
just the primitive nature of Egyptian conditions which proved such fertile soil for the
accumulation of capital,’



Laws of Motion and History of Capital 25

lism or the essence of late capitalism, from these schemes is doomed
to failure.

Roman Rosdolsky has already provided a convincing foundation
for this view in his important book Zur Entstehungsgeschichte des
Marx’schen ‘Kapttal’. We can therefore limit ourselves to a short
summary of his argument.®! It explains why four of the most brilliant
attempts by pupils of Karl Marx to reintegrate theory and history —
those of Rudolf Hilferding, Rosa Luxemburg, Henryk Grossmann
and Nikolai Bukharin — did not meet with success. The same is also
true of the successive efforts of Otto Bauer, who for most of his life
experimented with the same problem without arriving at any satis-
factory answer to it.

Marx’s reproduction schemes play a closely defined and specific
role in his analysis of capitalism and they are designed to solve a
single problem and no other. Their function is to explain why and
how an economic system based on ‘pure’ market anarchy in which
economic life seems to be determined by millions of unrelated deci-
sions to buy and sell does not lead to continuous chaos and constant
interruptions of the social and economic process of reproduction, but
instead on the whole functions ‘normally’ — that is with a big crash
in the form of an economic crisis breaking out (in Marx’s time) once
every seven or ten years. Or to put it differently: how can a system
based on exchange value, that only functions for the sake of profit
and regards the specific use values of the commodities it produces
as a matter of indifference to it, nonetheless assure the material ele-
ments of the reproduction process which are determined precisely
by their specific use value — in other words, how can it at least for a
time ‘spontaneously’ overcome the antinomy between exchange
value and use valueP The function of the reproduction schemes is
thus to prove that it is possible for the capitalist mode of production -
to exist at all.

Marx uses a number of familiar abstractions for this purpose. He
groups all the firms into two categories, those that produce means of
production (Department I) and those that produce consumer goods
(Department II). All the producers at society’s disposal who are
forced to sell their labour power are similarly divided into these two
spheres. The same division is applied to the mass of means of produc-
tion at the disposal of society, whether fixed (machines, buildings,)

3Rosdolsky, op. cit., pp. 534-7, 583-6.
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or circulating (raw materials, sources of power, auxiliary elements).
With these analytical tools, Marx reaches the conclusion that social
production is in a state of equilibrium,i.e., that social and economic
reproduction can proceed undisturbed as long and in so far as the
formula for equilibrium which he has discovered is observed. In the
system of simple reproduction this formula is Iv+4Is=<IIc. This
means that economic equilibrium depends on whether the production
of commodities in Department I can evoke a monetarily effective
demand for commodities in Department II corresponding in value
to the commodities which it must itself deliver to Department II
andvice versa. A similarformulafor equilibrium can easily be deduc-
ed from Marx’s schemes of expanded production; as far as we know
this was first formulated by Otto Bauer.%?

To make the structure of his argument as rigorous as possible,
Marx deliberately left out of his schemes the non-capitalist sector of
the economy. Nothing is said, therefore, of the simple commodity-
producing peasants or artisans. It is not difficult, however, to con-
struct a scheme in which these groups appear as a separate sector,
and in which, for example, they themselves buy fixed means of pro-
duction from Department I while at the same time they sell to this
Department raw materials and consumer goods. In order to recon-
struct Marx’s formula for equilibrium, one would then have to
reduce the volume of production in Department II by the value of
the consumer goods produced by the simple commodity producers.

It is obvious, however, that the overall development of the capi-
talist mode of production cannot be subsumed under the notion of
‘equilibrium’. Itis rather a dialectical unity of periods of equilibrium
and periods of disequilibrium, each of the two elements engendering
its own negation. Each equilibrium inevitably leads to a disequi-
librium, and after a certain period of time this in turn makes possible
a new provisional equilibrium. Even more: it is one of the charac-
teristics of the capitalist economy that not only crises but also
accelerated growth of production, not only interrupted reproduction
but also extended reproduction, are governed by ruptures of equi-
librium. There is equally little doubt that the laws of motion of the

32 Otto Bauer, ‘Marx’ Theorie der Wirtschaftskrisen’ in Die Neue Zeit, Vol. 23/1,
p. 167. Bukharin put the same formula into simpler and more elegant language: Der
Imperialismus und die Akkumulation des Kapitals, Vienna, 1926, p. 11. For an
English translation of the latter, see Rosa Luxemburg and Nikolai Bukharin, Imperia-
lism and the Accumulation of Capital, London, 1972, p. 157.
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capitalist mode of production lead to such constant disequilibria.
An increase in the organic composition of capital — to give only one
example — determines, among other things, a more rapid growth
in Department I than Department II. One can even go further
and say that ruptures of equilibrium, i.e., uneven development,
pertain to the very essence of capital in so far as it is based on
competition, or to use Marx’s words, on the existence of ‘many
capitals’. Given the fact of competition, ‘the incessant urge for
enrichment’ which is a feature of capital is really the search for
surplus-profit, for profit above the average profit. This search leads
to constant attempts to revolutionize technology, to achieve lower
production costs than those of competitors, to obtain surplus-profits
together with a greater organic composition of capital while at the
same time increasing the rate of surplus value. All the characteris-
tics of capitalism as an economic form are contained in this descrip-
tion and they are based on its inherent tendency towards ruptures
of equilibrium. This same tendency also lies at the root of all the
laws of motion of the capitalist mode of production.

It is obvious that schemes designed to prove the possibility of
periodical equilibrium in the economy, despite the anarchical orga-
nization of production and the segmentation of capital into compet-
ing individual firms, will be inadequate for use as analytical tools
to prove that the capitalist mode of production must, by its very
essence, lead to periodic ruptures of equilibrium, and that under
capitalism economic growth must always lead to disequilibrium just
as it is itself always the result of it. Therefore, what is needed are
other schemes which incorporate from the very start this tendency
for the two Departments and all that corresponds to them to develop
unevenly. These more general schemes ought to be constructed in
such a way that Marx’s reproduction schemes will only constitute a
special case — just as economic equilibrium is only a special case of
the tendency, characteristic of the capitalist mode of production, for
the various sectors, departments and elements of the system to
develop unevenly.

An uneven rate of growth in the two Departments ought to cor-
respond to an uneven rate of profit in the two Departments. Uneven
growth in the two Departments ought to find expression in an un-
even rate of accumulation and an uneven tempo of growth for the
organic composition of capital, which is in turn periodically and par-
tially suspended by the uneven impact of crisis on the two Depart-
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ments. These could be the factors that would enable us, as it were,
to ‘dynamicize’ Marx’s schemes. (His schemes remain important
tools for the study of the possibilities and variants of periodical
equilibrium or temporary supersession of disequilibrium.) The
theoretical efforts of Rudolf Hilferding, Rosa Luxemburg, Henryk
Grossmann, Nikolai Bukharin, Otto Bauer and many other were
bound to fail because they attempted to investigate the problems
of the laws of development of capitalism, t.e., the problems of
ruptured equilibrium, with tools designed for the analysis of
equilibrium.

In Finanzkapital Rudolf Hilferding claims that Marx’s reproduc-
tion schemes demonstrate ‘that in capitalist production, reproduc-
tion on both a simple and an extended scale can proceed undisturbed
as long as these proportions are preserved. . . . It does not follow at
all, therefore, that capitalist crisis must have its roots in undercon-
sumption of the masses as an inherent feature of capitalist produc-
tion. . . . Nor does it follow from the schemes themselves that there
is a possibility of a general overproduction of commodities. On the
contrary, what the schemes show is that any expansion of production
is possible that is consonant with the potential of the available forces
of production’.®

In actual fact, Marx in no way intended his reproduction schemes
to justify statements about the alleged possibility of ‘undisturbed
production’ under capitalism: on the contrary, he was profoundly
convinced of the inherent susceptibility of capitalism to crises. He
by no means ascribed this solely to the anarchy of production; he
also attributed it to the discrepancy between the development of
the forces of production and the development of mass consumption,
that he believed to be integral to the very nature of capitalism. ‘The
conditions of direct exploitation, and those of realizing it, are not
identical. They diverge not only in place and time, but also logically.
The first are only limited by the productive power of society, the
latter by the proportional relation of the various branches of produc-
tion and the consumer power of society. But this last-named is not
determined either by the absolute productive power, or by the abso-
lute consumer power, but by the consumer power based on antago-
nistic conditions of distribution, which reduce the consumption of
the bulk of society to a minimum varying within more or less narrow

3Rudolf Hilferding, Das Finanzkapital, Vienna, 1923, p. 310.
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limits. Itis furthermore restricted by the tendency to accumulate, the
drive to expand capital and produce surplus value on an extended
scale.”

Marx thus says exactly the opposite of what Hilferding sought to
read out of the reproduction schemes. This is all the more amazing
in the light of Hilferding’s own words at the beginning of his reflec-
tions on crises and reproduction schemes: ‘In the capitalist mode of
production too, there remains a general connection between produc-
tion and consumption, which is a natural condition common to all
social formations.” He goes on even more clearly: “The narrow basis
offered by the relations of consumption in capitalist production, how-
ever, is the general root of economic crisis because the impossibility
of expanding consumptionis a general precondition for the stagnation
of sales. If consumption could be extended at will, overproduction
would not be possible. But under capitalist conditions the extension
of consumption means a reduction in the rate of profit. For an exten-
sion of the consumption of the broad masses is tied to a rise in
wages.’3 Despite these correct insights, Hilferding is later misled
by the reproduction schemes into a theory of crises based on ‘pure’
disproportionality.

In The Accumulation of Capital Rosa Luxemburg accuses Marx
of devising his schemes in such a way that ‘it is downright impossible
to achieve afaster expansion of DepartmentI as against Department
II.” A few pages later she declares that the scheme excludes ‘the ex-
pansion of production by leaps and bounds’.?® However, she attri-
butes these apparent contradictions in the reproduction schemes
solely to the consumer goods produced by Department II which can-
not be sold, i.e., to the absence of a ‘non-capitalist market outlet’
whichwould be indispensible for the realization of the entire surplus-
value produced. In actual fact, her criticism here corresponds to the
misunderstanding outlined earlier over the purpose and function of
theschemes. Itisby no means their purpose to express the more rapid
rate of growth in Department [ as against Department II, which is
inevitable under capitalism, or the ‘expansion of production by leaps
and bounds’, which under capitalism inevitably leads to ruptures of
equilibrium. On the contrary, the purpose of the schemes is to prove
that despite this ‘expansion by leaps and bounds’ and despite the

¥Marx, Capital, Vol. 3, p. 244. (Our italics.)
3*Hilferding, Finanzkapital, p. 299.
%Rosa Luxemburg, Accumulation o f Capital, pp. 340-1.
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periodic ruptures of equilibrium, it is also possible to achieve perio-
dic equilibria under capitalism.

Thismakes it clear why Marx did not make provision for ‘reproduc-
tion by leaps and bounds’. It is equally plain that if we disregard the
hypothesis of equilibrium we do not by any means have to look for
the solution to the ‘inner contradictions’ of the reproduction schemes
in ‘non-capitalist buyers’; this is rather to be found in the transfer of
surplus-value from Department II to Department I in the course of
the equalization of the rate of profit made necessary by the lesser
organic composition of capital in Department II. Rosa Luxemburg
herself initially sees this as both the logical and the normal historical
solution,”” but she immediately rejects it on the grounds of the ‘inner
coherence’ of the reproduction schemes, claiming that this solution
does not conform to the conditions established by Marx for the
working-out of the schemes (for instance, the sale of commodities
at their value). She thereby fails to notice that the whole process of
the growth of capitalist production, and the increasing unevenness of
its development, are not even meant to conform to these conditions.

What is true of Rosa Luxemburg is even more true of Henryk
Grossmann. At first glance this author seems to understand the func-
tion of the reproduction schemes better than Rosa Luxemburg. In
his book Das Akkumulations- und Zusammerbruchsgesetz des kapi-
talistischen Systems, he explicitly underlines the fact that the schemes
are calculated on the basis of a hypothetical state of equilibrium.
It immediately transpires, however, that he is referring only to the
equilibrium between the supply and demand of commodities, which
leads to the absence of market price-fluctuations. In actual fact, how-
ever, such fluctuations in market prices are not merely excluded
from the context of the reproduction schemes in Volume Two of
Capital. Throughout Marx’s analysis of capitalism they play no role
whatsoever and are dealt with only in passing in Chapter 10 of
Volume Three of Capital.

It is quite a different matter when we come to fluctuations in the-
prices of production or rates of profit. These play a central role in
Marx’s system. In them, i.e., in the drive for surplus-profit, we have
the basic explanation for the whole of the investing and accumulat-
ing activity of the capitalist. This in turn immediately brings us to
competition. While Marx understandably ignores competition in

¥Luxemburg, Accumulation of Capital, p. 340.
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his attempt to prove that equilibrium is possible in the capitalist
mode of production and presupposes not only the equilibrium of
supply and demand but also the even development of both sectors,
i.e., of all capitals, Grossmann carries the same presuppositions over
into his investigation of the tendencies in capitalism towards accu-
mulation, growth and collapse. He does not understand that such
presuppositions are quite absurd for the analysis of these tendencies,
for they in fact negate what he intends to analyse.

Incidentally, Grossmann’s treatment of the reproduction schemes
reveals, by contrast with Rosa Luxemburg’s, a fundamental mis-
understanding of the central role played by competition in Marx’s
system. Grossmann cites a passage from Marx about the appearance
of competition out of its context — i.e., its relation to the problems
of value — and concludes that it plays no important role in Marx’s
explanation of the inner logic of the capitalist mode of production.
He does this despite the fact that he himself quotes the following
passage from Volume Three of Capital,3® which ought to have taught
him better and shown him that capitalism without competition is
capitalism without growth: ‘As soon as formation of capital were to
fall into the hands of a few established big capitals, for which the
mass of profit compensates for the falling rate of profit, the vital
flame of production would be altogether extinguished. It would
die out.’®

In his argument Grossmann employs Otto Bauer’s scheme, which
the latter constructed in 1913 as a counter to Rosa Luxemburg’s The
Accumulation of Capital. Otto Bauer’s schemes appear to take the
laws of development of capital into account; for in them the organic
composition of capital and with it the rate of accumulation grows,
while the rate of profit conversely falls. But Bauer’s schemes imme-
diately negate their own assumptions, for together with a growing
organic composition of capital they contain an identical rate of
surplus-value and an identical rate of accumulation for both Depart-
ments, which is untenable logically and historically*’ These schemes
thusprovide Grossmann with his ‘mathematical proof’ that accumu-
lation must stagnate for lack of surplus-value, because otherwise not

*®Henryk Grossmann, Das Akkumaulations — und Zusammenbruchsgesetz des
kapitalistischen Systems, Frankfurt, 1967, pp. 90-2.

¥Marx, Capital, Vol. 3, p. 254.
. g“igtto Bauer, ‘Die Akkumulation des Kapitals’, p.83, in Die Neue Zeit, Vol. 31/1,
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enough will accrue to the capitalist for consumption. Admittedly it
will only ‘stagnate’ in the 34th cycle. If we remember that the aim
of the reproduction schemes is to formulate states of equilibrium
purified by periodic crises every 5, 7 or 10 years, it is obvious that
Grossmann — contrary to his own intentions — has in fact proved
the opposite of what he set out to demonstrate. For the upshot of
this argument is that capitalism could survive for many decades, if
not for several centuries, before suffering economic collapse.

Bukharin alsobased hiscritique of Luxemburg on Marx’s schemes.
Inthe process he tried to conceive a ‘general theory of the market and
of crises’ which once again starts from the conditions of equilibrium
and at most arrives at disproportionality by way of ‘contradictory
tendencies in capitalism’ (efforts to increase production but bring
down wages) — not the immanent tendencies of development of
capital or the laws of motion of the capitalist mode of production
itself. In the process Bukharin appears to become so fascinated by
the ‘conditions of equilibrium’ revealed in Marx’s schemes that he
argues, just like Hilferding, the thesis that there would be no more
crises of reproduction if the ‘anarchy of production” was eliminated,
as in the case of ‘state capitalism’ with a planned economy.4! In this
he has the misfortune to take as the basis for his argument a passage
in Marx’s Theoriesof Surplus Value which says exactly the opposite.
Bukharin quotes the following passage: ‘Here, therefore, is pre-
supposed 1.capitalist production, in which the production of each
particular industry and its increase are not directly regulated and
controlled by the wants of society, but by the productive forces at the
disposal of each individual capitalist, independent of the wants
of society. 2.It is assumed that nevertheless production is pro-
portional {to the requirements) as though capital were employed
in the differentspheresof production directly by society in accordance
with its needs. On this assumption, if capitalist production were
entirely socialist production — a contradiction in terms —no over-
production could, in fact occur.” 42

Bukharin triumphantly adds: ‘If there were a planned economy,
there could be no crisis of overproduction. Marx’s thoughts are very
clear here: the conquest of anarchy, i.e., planning, is not opposed to
the liquidation of the contradiction between production and con-
sumption as a particular factor; it is portrayed as containing this

#1Bukharin, Imperialism and the Accumulation of Capital, p. 226.
“Marx, Theories o f Surplus Value, Vol. 3, London, 1972, p. 118.
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liquidation’.*> Bukharin has here overlooked that among the con-
ditions in which capitalist production would be ‘entirely socialist
production’ Marx expressly includes not merely proportionality
between the individual spheres of production but also the employ-
ment of ‘capital’ directly by society, in accordance with its needs
(i.e., no production of commodities or exchange-values, but rather
production of use-values). Both the paragraph before the passage
quoted by Bukharin and the paragraphs following it show quite
clearly that for Marx proportional growth of the creation of value
in the various branches of industry is not the answer to the problem
of the realization of surplus-value, because this problem can only
be resolved under conditions of ‘entirely socialist production’
through the adaptation of the production of use-values to the needs
of society: “If all other capitals have accumulated at the same rate, it
doesnotfollow at all that their production has increased at the same
rate. Butif it has, it does not follow that they want one per cent more
of cutlery, as their demand for cutlery is not at all connected, either
withthe increase in their own produce, or with their increased power
of buying cutlery.” Further: ‘By the way, in the various branches of
industry in which the same accumulation of capital takes place (and
this too is an unfortunate assumption that capital is accumulated
at an equal rate in different spheres), the amount of products corre-
sponding to the increased capital may vary greatly, since the
productive forces in the different industries or the total use values
produced in relation to the labour employed differ considerably.
The same value is produced in both cases, but the quantity of com-
modities in which it is represented is very different. It is quite in-
comprehensible, therefore, why industry A, because the value of
its output hasincreased by one per cent while the mass of its products
has grown by twenty per cent, must find a market in 5 where the
value has likewise increased by one per cent, but the quantity of
its output by five per cent. Here, the author has failed to take into
consideration the difference between use-value and exchange-
value.’#¢

In other words, crises, for Marx, are not caused solely by a dis-
proportionality of value among the various branches of industry but
also by a disproportionality between the development of exchange
value and use value, i.e., by disproportionality between valorization

“Bukharin, op.cit., pp. 228-9.
““Marx, Theories of Surplus Value, Vol. 3, pp. 118-9.
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of capital and consumption. Bukharin’s statc capitalism, in which
crises no longer occur, would have to eliminate this second type of
‘disproportionality” as well, — in other words, it would no longer be
capitalism at all, for it would no longer be based on the pressure for
the valorization of capital. It would have overcome the antinomy of
use value and exchange value.

If we now move from the inadequacy of Marx’s reproduction
schemes as tools for the analysis of the laws of development of capi-
talism, to the inadequacy of the methods of economic analysis
employed after Marx, we are struck by one fact above all else. Dis-
cussions of the problem of the long-term tendencies of development
and theinevitable collapse of the capitalist mode of production have
been dominated for more than half a century by every author’s
attempts to reduce this problem to a single factor.4>

For Rosa Luxemburg this factor is, of course, the difficulty of
realizing surplus-value, and the consequent necessity of absorbing
more and more spheres of the non-capitalist world into the capitalist
circulation of commodities; the latter is seen as the only possible way
to market the inevitable residue of consumer goods which cannot
otherwise be sold. This basic mechanism is used to explain both the
development of capitalism from free competition to imperialism and
the predicted inevitability of the system’s economic collapse.4®

In Hilferding’s Finanzkapital, competition —the anarchy of
production — is the Achilles heel of capital. But Hilferding took this
undoubtedly crucial feature of the capitalist mode of production out

*The most extreme — and naive — version to date of a ‘monocausal’ explanation
of capitalist development can be found in Natalie Moszkowska: “The same factor (1)
that determines the conjunctural curve also determines the overall curve of the
capitalist economy. If we disregard secondary factors and causes and only consider
the main cause we can distinguish two diametrically opposed tendencies in economics.
The representatives of one tendency see the cause of disruptions in the economy in
excessive consumption and insufficient saving (under-accumulation), those of the
other tendency conversely in insufficient consumption and excessive saving {over-
accumulation).” She adds the following footnote: ‘Tt is true that many econemists
reject monocausal theories of crises because of the “complexity of ways in which
crises manifest themselves” and speak of a “multiplicity of sources for these events”.
But a closer examination shows that even in the theories of these researchers a single
cause mostly predominates.” N, Moszkowska, Zur Dynamik des Spatkapitalismus,
Zurich, 1943, p. 9.

46 The first writersto develop these ideas systematically were: Heinrich Cunow, in
‘Die Zusammenbruchstheorie’in Die Neue Zeit, 1898, pp. 424-30; Alexander Parvus
Die Handelskrisis und die Gewerkschaften, Munich, 1901; Karl Kautsky ‘Krisen-
theorien’ in Die Neue Zeit, Vol. 20/2, 1902, p. 80; and the American Marxist Louis
B. Boudin The Theoretical System of Karl Marx, 1907, pp. 163-9, 243-4.



Laws of Motion and History of Capital 35

of its overall context and identified it as the sole cause of capitalist
crises and disequilibria. This inevitably led him to his later concept
of ‘organized capitalism’in which a ‘general cartel” eliminates crises,
and to his rejection of the notion of the ultimate economic collapse
of capitalism. ¥

In Otto Bauer there is a continuous struggle to find the ‘single’
most crucial, internal economic contradiction of the capitalist mode
of production, which leads him successively to a number of different
positions. He gradually develops from his orginal view that the
periodic release of non-accumulated money capital is the most
important factor in the rupture of capitalist equilibrium, to a more
ingenious version of Rosa Luxemburg’s theory of under-consump-
tion.#® This finds expression in his last work of economic analysis,
Zwischen zwet Weltkriegen?, in which he puts forward the thesis
that the basic contradiction in capitalism is the fact that the produc-
tion of constant capital (in Department I) grows more rapidly than
the need for constant capital in the production of consumer goods.
This is said to be an inevitable consequence in the rise of surplus-
value® Fritz Sternberg, Leon Sartre and Paul Sweezy have taken
over Bauer’s thesis with minor alterations, or have developed the
same thesis independently,3° with the result that in the end they all
come to the same conclusion as Rosa Luxemburg: capitalism suffers
inherently, if not from a residue of unsaleable consumer goods, then
at least from unutilized capacity for the output of consumer goods
(or, which amounts to the same thing, from a mass of means of pro-
duction which cannot be sold because, although marketed for
Department II, they cannot be bought by the latter).

47See Grossmann, op. cit., pp. 57-9.

40tto Bauer's successive views on the subject are to be found mainly in his article
entitleu ‘Marx’ Theorie der Wirtschaftskrisen’in Die Neue Zeit, 1904 in his book Die
Nationalitiitenfrage und die Sozialdemokratie, Vienna, 1907, pp. 461-74; in his
article ‘Die Akkumulation des Kapitals’ in Die Neue Zeit, 1913; and in his book Zwis-
chen zwei Weltkriegen?, which was published in Bratislava in 1936. The crucial ele-
ments he singled out were, in chronological order, the fluctuations in the reconstitu-
tion of fixed capital (1904), the pressure of idle capital for investment abroad (1907),
the discrepancy between capital accumulation and population growth (1913), and
finally the discrepancy between the development of Department I and the demand
for means of production in Department II (1936).

“0tto Bauer, Zwischen zwei Weltkriegen?, pp. 351-3.

®Paul M. Sweezy, The Theory of Capitalist Development. New York. 1942,
pp. 180-4, Leon Sartre, Esquisse d'une Théorie marxiste des Crises Périodiques.
Paris, 1937, pp. 28-40, 62-7; Fritz Sternberg, Der Imperialismus und Seine Kritiker.
Berlin, 1929, pp. 163{.
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In Marxist Economic Theory, | have already exposed the basic
misunderstanding — an obvious petitio principii — which underlies
thistype of argument. All these authors work on the basic assumption
that there is no change in the proportion of the value of production
or productive capacity between the two Departments, while the
demand for commodities from Department II, because of the rising
rate of surplus-value and the growing organic composition of capital,
naturally grows more slowly than the demand for commodities from
Department I. Thereby crisis naturally becomes inevitable. But the
constancy of this ‘technical proportion’ (Otto Bauer speaks of a
‘technical coefficient’) between the growth of production in Depart-
ment I, and the productive capacity of Department II (Sweezy) or
the means of production required for the production of additional
consumer goods (Bauer), has by no means been proved.

The fact that accelerated development in Department I must, by
raising the organic composition of capital in the economy as a whole,
ultimately also raise the productive capacity of Department 11, by
no means proves that the productive capacity of both Departments
must rise tn the same proportion. If there is a change in the propor-
tion of the two capacities to each other, however, and given a large
increasein thetotalproduction of commodities, anincreased demand
for commodities from Department I can certainly be accompanied
by an absolute, if relatively smaller, increase in the productive
capacity of Department II and by the full utilization of this capacity,
without this necessarily leading to over-production or over-capacity.

Henryk Grossmann sees the main weakness of the capitalist mode
of production in the growing problems of valorization of capital,
which must necessarily lead to ‘over-accumulation’, i.e., to a state in
which all the surplus-value available no longer suffices for the profit-
able valorization of the available capital. His argument, which relies
too heavily on the quite arbitrary figures from which he starts,
wavers between two main approaches. On the one hand he states
that the difficulties of valorizing capital would become an absolute
barrier if they actually led to a fall in the surplus-value unproduc-
tively consumed by the capitalist. On the other hand, he argues that
the inability to valorize all the accumulated capital ‘profitably’
would bring the entire process of expansion to a halt.®! The first
argument does not hold water, for it disregards the fact that the part
of the surplus-value marked for consumption could be divided

s1Grossmann, op. cit., pp. 118-23, 129-35, 137-41.
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among a constantly decreasing number of capitalists (even more
so in Grossmann’s scheme than in reality, for the difficulties of
valorization which he presupposes would greatly intensify capitalist
competition). A fall in consumption as a share of the surplus-value
produced is quite compatible with a rise in the consumption of each
capitalist family (we shall not consider here to what extent Gross-
mann is correct in regarding the consumer needs of the capitalist as
the ‘ultimate goal’ of capitalist production). The second argument
contains an obvious fallacy: for if the entire mass of the surplus-value
available no longer suffices to valorize all the accumulated capital,
the result would not be the collapse of the entire economy but only
the devalorization (Entwertung) of the ‘superfluous’ capital through
competition and crisis. All that Grossmann proves by this is that the
inherent tendencytowards over-accumulation, which is undoubtedly
afeature of capitalism, must be neutralized by the tendency, which
is similarly inherent in the system, towards the periodic devaloriza-
tion of capital in order to avoid a longer stagnation of the process of
valorization. Thisis precisely the function of crises of over-production,
as Marx himself emphasized. Grossmann has not proved, therefore,
that this process would make the valorization of capital generally
impossible in the long run.52

The Polish-American economist Michal Kalecki has made the
most advanced attempt hitherto to combine the research methods
of Marxism with those of modern econometrics — his work anti-
cipated many of Keynes’s findings. His conclusion is a variant of
Grossmann’s thesis: namely, that the rate of accumulation of newly
created surplus-value, i.e., the division of this surplus-value between
nonproductive consumption and accumulation, is the ‘strategic
variable’ in Marx’s system. But the isolation of this factor out of the
overall context of the system does not answer the question why the
capitalists display a lower rate of accumulation over quite long
periods, followed by a higher rate (or conversely, a higher rate of
unproductive consumption followed by a lower rate again).>®

Yet another variant of the same position is advanced by the
theorists of the so-called ‘permanent war economy’, represented
principally by the British Marxist Michael Kidron.?* Accumulation
can continue beyond its inner limits if more and more surplus-value

%% A sharp critique of Grossmann’s thesis is given by Fritz Sternberg, Eine Umuwiil-
zung der Wissenschaft, Berlin, 1930,

53Michal Kalecki, Theory of Economic Dynamics, London, 1954.

$*Michael Kidron, Western Capitalism Since the War, London 1962.



38 Late Capitalism

is moved ‘out of the system’ through unproductive consumption. We
will discuss the basic contradictions of this theory in Chapter 9: the
postponement of the collapse of capitalism is explained by the un-
productive use, i.e., waste, of surplus-value. It remains obscure,
however, how the production of weapons, i.e., the production of
commodities, 1.e., the production of value, can be equated with the
waste of surplus value; and how the waste of surplus value can lead
to accelerated economic growth.

Bukharin is the only Marxist®® who, in his critique of Rosa Luxem-
burg, has pointed out, in passing as it were, that several basic con-
tradictionsof the system would have to be taken into account in order
to be able to foresee its inevitable collapse.®® At the same time
Grossmann is right when he accuses Bukharin of not devoting a
single line to an analysis of the dynamics of these contradictions and
of not explaining how far and why these — or some of them — should
possess a tendency to become intensified. %7

We thus find that all these theories (with the exception of a com-
ment of Bukharin, who himself precisely failed to develop a system-
atic theory in this direction) suffer the basic ailment of wanting to
deduce the whole dynamic of the capitalist mode of production from
asingle variable in the system. All the other laws of development that
Marx discovered act more or less automatically only as functions of
this single variable. But Marx himself flatly contradicts this assump-
tion in several places, for example: ‘The world trade crises-must be
regarded as the real concentration and forcible adjustment of all
the contradictions of bourgeois economy. The individual factors
which are condensed in these crises must therefore emerge and must
bedescribedineachsphere of the bourgeois economy and the further
we advance In our examination of the latter, the more aspects of this
conflict must be traced on the one hand, and on the other hand it must

5>We are not taking Lenininto consideration here, because he does not provide a
systematic theory of the contradictions of capitalist development. But his brochure
Imperialism, the Highest Stage of Capitalism certainly does notsuffer from the disease
of ‘monocausality’.

6 Bukharin, pp. 229-30, 264-68.

3"Henryk Grossmann, op cit., pp. 44-8. [t is true that in one sentence Bukharin
{op. cit., p. 264) does seek to deduce the collapse of capitalism from the destruction
of the forces of production and the impossibility of reproducing labour-power, exact-
ly following the scheme of his book Zur Oekonomie der Transformationsperiode. In
the further course of this study, we shall have occasion to undertake a more thorough
critical examination of these views.
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beshown thatitsmore abstract forms are recurring and are contained
in the more concrete forms.”%8

Infact, any single-factor assumptionis clearly opposed tothe notion
of the capitalist mode of production as a dynamic totality in which
the interplay of all the basic laws of development is necessary in
order to produce any particular cutcome. This notion means that up
to a certain point all the basic variables of this mode of production
can partially and periodically perform the role of autonomous
variables — naturally not to the point of complete independence,
butin aninterplay constantly articulated through the laws of develop-
ment of the whole capitalist mode of production. These variables
include the following central items: the organic composition of
capital in general and in the most important departments in parti-
cular (which also includes, among other things, the volume of capital
and its distribution between the departments); distribution of cons-
tant capital between fixed and circulating capital (again in general
and in each of the main departments; we will henceforth omit this
self-evident addition to the formula); the development of the rate
of surplus-value; the development of the rate of accumulation (the
relation between productive surplus-value and surplus-value which
is unproductively consumed); the development of the turnover-time
of capital; and the relations of exchange between the two Depart-
ments (which are mainly but not exclusively a function of the given
organic composition of capital in these Departments).

A major part of the present study will be devoted to an investiga-
tion of the development and correlation of these six basic variables
of the capitalist mode of production. Our thesis is that the history of
capitalism, and at the same time the history of its inner regularities
and unfolding contradictions, can only be explained and understood
as a function of the interplay of these six variables. Fluctuations in
therate of profit are the seismographof this history, since they express
most clearly the result of thisinterplay in accordance with the logic of
amode of production based on profit, inother words, the valorization
of capital. But they are only results which must themselves be
explained by the interplay of the variables.

Here —in anticipation of our later findings — we shall give a few
examples which in our opinion show that this thesis is correct. The

8Marx, Theories of Surplus Value, Vol. 2, p. 510; ibid., p. 534: ‘In world market
crises, all the contradictions of bourgeois production erupt collectively’.
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rate of surplus-value —i.e., the rate of exploitation of the working
class —isa function of the class struggle®®and its provisional outcome
in each specific period of time, among other things. To see it as a
mechanical function of the rate of accumulation, say in the simplified
form — higher rate of accumulation = less unemployment = stabili-
zation or even reduction of the rate of surplus-value —is to confuse
objective conditions which can lead to a particular result, or can
attenuate this result, with the result itself. Whether or not the rate
of surplus-value does in actual fact rise depends among other things
on the degree of resistance displayed by the working class to capital’s
efforts to increase it. How numerous are the variations which are
possible in this respect and how diverse are their outcomes can
readily be seen from the history of the working class and the labour-
movement over the past 150 years. An even more incorrect example
of a mechanical relation can be found in Grossmarin’s formula: low
productivity of labour =low rate of surplus-value; high productivity
of labour =high rate of profit. Marx often pointed to the situation in
the United States, where wages were high from the very beginning,
not as a function of the high productivity of labour but of the chronic
shortage of labour-power caused by the frontier; high productivity
of labour in North America was thus not the cause but the result of
high wages and was therefore accompanied for a very long time by
a lower rate of profit than in Europe.

The degree of resistance of the proletariat, i.e., the unfolding of
the class struggle, is not the only determinant that causes the rate of
surplus-value to develop into a variable partially independent of the
rate of accumulation. The original historical position of the industrial
reserve army also plays a crucial role. Depending on the size of this
reserve army, it is possible for a rising rate of accumulation to be
accompanied by a rising, stationary or falling rate of surplus-value.
When there is a massive reserve army the growing rate of accumula-
tion has no significantinfluenceon the relation between the demand
and supply of the commodity of labour-power (except, possibly, in
some highly qualified professions). This explains the rapid increase

59‘The maximum of profit is, therefore, limited by the physical minimum of wages
and the physical maximum of the working day. It is evident that between the two
limits of this maximum rate of profit an immense scale of variations is possible. The
fixation of its actual degree is only settled by the continuous struggle between capital
and labour.” Karl Marx, Wages, Price and Profit, in Marx/Engels, Selected Works.
London, 1968, p. 226
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in the rate of surplus-value despite the rapid increase in the rate of
accumulation in England, for example, between 1750 and 1830, or
in India after the First World War. Conversely: when there is a
tendency for the industrial reserve army to decrease, due — among
other things —to the massive emigration of ‘superfluous’ labour-
power abroad, a rapid increase in the rate of accumulation can per-
fectly well be accompanied by a plateau or afallin the rate of surplus
value, This scheme would fit Western Europe, for instance, between
1880 and 1900, or Italy at the start of the 1960’s.

Similarly, the rate of growth of the organic composition of capital
cannot be regarded simply as a function of technological progress
arising fromcompetition. This technological progress does admittedly
cause living capital to be replaced by dead capital in order to reduce
costs, in other words it causes a more rapid rise in the outlay on fixed
capital than wages. We can easily find empirical evidence for this in
the history of capitalism. But as we know, constant capital is com-
prised of two parts: a fixed part (machines, buildings, and so on)
and a circulating part (raw materials, sources of power, auxiliary
elements, and so on). The rapid growth of fixed capital and the rapid
increase in the social productivity of labour that results from it, still
tell us nothing definite about the tendencies of development of the
organic composition of capital. For if the productivity of labour in the
sector that produces raw materials grows more rapidly than in the
sector producing consumer goods, then circulating constant capital
will become relatively cheaper than variable capital, and this will
ultimately lead to a situation in which the organic composition of
capital, despite accelerated technological progress and despite
accelerated accumulation of surplus-value in fixed capital, will
grow more slowly and not more rapidly than before.

We have anticipated these results of our later investigations here
in order to illustrate the method that will be used in them. This
method treats all the basic proportions of the capitalist mode of pro-
duction simultaneously as partially independent variables, in order
to be able to formulatelong-term laws of development for this mode
of production. The key task will be to analyze the effect that these
partially independent variables have in concrete historical situa-
tions, in order to be able to interpret and explain the successive
phases of the history of capitalism.

It will emerge that the interplay of these different variables and
laws of developmeént can be summed up in a tendency for the various
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spheres of production and the various component parts of the value
of capital to develop unevenly. The uneven development of Depart-
ment I and Department I1is only the beginning of this process, which
is by no means reducible to this single movement. At the same time,
we will have to investigate the extent to which the innerlogic of the
capitalist mode of production leads not only to an uneven develop-
mentin the two Departments, but also to an uneven development in
the rate of accumulation and the rate of surplus-value in the two
Departmentsandin the economy as a whole, an uneven development
between fixed and circulating constant capital, an uneven develop-
ment between the rate of accumulation and the industrial reserve
army, and an uneven development between the unproductive waste
of surplus-value and the increasing organic composition of capital.

The combination of allthese uneventendenciesof development of
the fundamental proportions of the capitalist mode of production —
the combination of these partially independent variations of the
major variables of Marx’s system —will enable us to explain the
history of the capitalist mode of production and above all the third
phase of this mode of production, which we shall call ‘late capitalism’,
by means of the laws of motion of capital itself, without resort to
exogenous factors alien to the core of Marx’s analysis of capital. In
this way the ‘life of the subject matter’ should emerge in the interplay
of all the laws of motion of capital: in other words, it is their totality
which yields the mediation between the surface appearances and
the essence of capital, and between ‘many capitals’ and ‘capital in
general’.

Inhisrecent polemic with Arghiri Emmanuel, Charles Bettelheim
has questioned the validity of the notion of ‘independent variables’
in the context of Marxist analysis. Although on the whole we concur
with the direction of this polemic, we cannot concede this point with-
outreservation. Bettelheim writes: ‘Whenwe are dealing with Marx’s
formulas and are using them in full awareness of their function, we
havenorightto alter the “magnitudes” givenin these formulas unless
such alterations are justified by variations that affect, in accordance
with laws, the different elements making up the structure to which
these formulas refer. Only such theoretically justified changes are
capable of altering these magnitudes, not arbitrarily but in a way
that conforms precisely to the actual laws of the structure.”® Here

60Charles Bettelheim, in A. Emmanuel, Unequal Exchange, London, 1972,
pp. 2834.
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Bettelheim overlooks two basic difficulties. Firstly, the fact that the
reproduction schemes are not tools for the analysis of problems of
growth and ruptures of equilibrium, and that it is therefore {mpos-
sible for ‘laws’ of any sort to regulate the variations of their compo-
nent parts. (An even growth of the two Departments or an even rate
of accumulation of these two Departments are not ‘laws’ of the capi-
talist mode of production, but only methodological abstractions to
fulfil the purpose of the schemes, which is to prove that periodic
equilibrium in the economy is possible.) Secondly, the fact that
although the laws of development of capitalism discovered by Marx
reveal long-term end-results (the increasing organic composition
of capital, the increasing rate of surplus-value, the falling rate
of profit) they do not reveal any exact and regular proportions
between these tendencies of development. It is therefore not only
legitimate but imperative to treat the variables listed above as
partially independent and partially interdependent in function.
Obviously this independence is not arbitrary but exists within the
framework of the inner logic of the specific mode of production and
its general long-term tendencies of development 6L But it is precisely
the integration of the general long-term tendencies of development
with the short and medium-term fluctuations of these variables
which makes possible a mediation between abstract ‘capital in
general’ and the concrete ‘many capitals’. In other words, it is this
which makes it possible to reproduce the actual historical process
of the development of the capitalist mode of production through its
successive stages. Thusthehistory of thismode of production becomes
the history of the developing antagonism between capital and pre-
capitalist and semi-capitalist economic relations, which the capital-
ist world market perpetually incorporates into itself. We shall there-
fore start with an account of the structural changes which the spread
of the capitalist mode of production wrought in the world market in
the epoch from Waterloo to Sarajevo, and then of the subsequent
transformations of thisworld market in the epoch of capitalist decline
inaugurated by the First World War.

¢! Bettelheim himself later admits that there is a ‘relative indeterminacy’ in the
particular relations that Marx discovered: Unequal Exchange, p. 288.
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The Structure of the Capitalist
World Market

The actual movement of capital obviously starts from non-capitalist
relations and proceeds within the framework of a constant, exploita-
tive, metabolic exchange with this non-capitalist milieu. This is by no
means merely one of Rosa Luxemburg’s theses or discoveries: Marx
himself explicitly spelt out and underlined it on several occasions.
Thus, for example: “The sudden expansion of the world market, the
multiplication of circulating commodities, the competitive zeal of the
European nations to possess themselves of the products of Asia and
the treasures of America, and the colonial system — all contributed
materially toward destroying the feudal fetters on production. How-
ever, in tts first period — the manufacturing period — the modern
mode of production developed only where the conditions for it had
taken shapewithinthe Middle Ages.! Compare, for instance, Holland
with Portugal. ... The obstacles presented by the internal solidity
and organization of pre-capitalistic, national modes of production to
the corrosive influence of commerce are strikingly illustrated in the
intercourse of the English with India and China. ... English com- -
merce exerted a revolutionary influence on these communities and
tore them apart only in so far as the low prices of its goods served to
destroy the spinning and weaving industries, which were an ancient
integrating element of this unity of industrial and agricultural pro-
duction. Even so this work of dissolution proceeds very gradually. . . .

iIn this connection see our comments in Marxist Economic Theory, pp. 119-25.
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Unlike the English, Russian commerce, on the other hand, leaves the
economic groundwork of Asiatic production untouched’? (Our
italics).

Twenty years after Karl Marx wrote these words, Friedrich
Engels stated soberly in a letter to Conrad Schmidt: ‘It is exactly the
same with the law of value and the distribution of the surplus-value
by means of the rate of profit. ... Both attain their most complete
approximate realisation only on the presupposition that capitalist
production has been everywhere completely established, i.e., that
society has been reduced to the modern classes of landowners, capita-
lists (industrialists and merchants) and workers — all intermediate
stages having been got rid of. This condition does not exist even in
England and never will exist — we shall not let it get that far’3 (Our
italics).

Marx, moreover, worked out the simple theoretical axiom that
the genesis of capital must not be equated with its self-development:
‘The conditions and presuppositions of the becoming, of the arising,
of capital presuppose precisely that itisnot yet in being but merely in
becoming; they therefore disappear as real capital arises, capital
which itself, on the basis of its own reality, posits the conditions for
its realization. Thus, for example, while the processin which money or
value for-itself originally becomes capital presupposes on the part
of the capitalist an accumulation — perhaps means of savings garner-
ed from products and values created by his own labour, which he has
undertaken as a not-capitalist, 1.e., while the presuppositions under
which money becomes capital appear as given, external presupposi-
tions for the arising of capital — [nevertheless], as soon as capital
has become capital as such, it creates its own presuppositions, i.e.,
the possession of the real conditions of the creation of new values
without exchange — by means of its own production process+
(Marx’s own italics).

We are thus dealing with a double process, and the two sides of this

*Capital, Vol. 3, pp. 332-4.

sEngels to Conrad Schmidt, letter of 12 March 1895, in Marx and Engels, Selected
Correspondence, Moscow, 1965, p. 483. See also Marx: ‘We take it (England) as an
example, because the capitalist mode of production is at a developed stage there,
and no longeroperates, asis the case in continental Europe, for the most part on the
basis of a peasant economy which does not correspond o it..." ‘Resultate des un-
mittelbaren Produktionsprozesses’ (the original 6th chapter of the first volume of
Capital), Arkhiv Marksa © Engelsa, Vol. Il (VI), Moscow, 1938, p. 258 (Our italics).

#Marx, Grundrisse, pp. 459-60.
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process have to be combined if we are to understand both the genesis

and subsequent self-development of capital. Primitive accumulation
of capital and capital accumulation through the production of surplus-

value are, in other words, not merely successive phases of economic

history but also concurrent economic processes. Throughout the en-
tire history of capitalism up to the present, processes of primitive

accumulation of capital have constantly coexisted with the pre-

dominantform of capital accumulation through the creation of value

in the process of production. Peasants, shopkeepers, artisans, some-

times even employees, civil servants and highly qualified workers try

to become capitalists and themselves exploit labour power by manag-

ing In one way or another (exceptionally limited consumption; usury;

theft; fraud; inheritance; lottery prizes) to secure an initial amount

of capital. Although this process of primitive accumulation already

presupposes the existence of the capitalist mode of production (as

distinct from the historical process of primitive accumulation of

capital described by Marx), and although its role in those capitalist

countries which are already industrialized is insignificant, it is none-
theless of considerable importance in the colonial and semi-colonial
countries — the so-called ‘developing’ countries. For these it gene-
rally still remains both quantitatively and qualitatively more decisive
for social structure and economic development than the creation
of surplus-value in the process of production itself.

These two separate moments must be brought into a structural
connectionwith each other. Primitive accumulation of capital, whose
historical origins go back to the genesis of the capitalist mode of
production, derived its particular dynamic precisely from its mono-
polistic character; apart from the few points on the earth’s surface
where the first modern factories operating with machines sprang up,
there was no large-scale capitalist industry in the world at all (al-
though there was creation of value in capitalist manufacturing enter-
prises). Since, however, all of these had a more or less analogous
level of productivity, whether they were in Western Europe or
Latin America, in Russia, China or Japan, there was hardly any in-
ternational gradient in their profits to stimulate a dynamic growth.’

The situation that defines processes of primitive accumulation

s André Gunder Frank quotes a former Chilean President as stating that in the

18th century manufacturing production in Brazil was more significant than in the
USA; Capitalism and Underdevelopment in Latin America, New York, 1967, p. 60.
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today is obviously very different. These occur within the framework
of an already established capitalist mode of production and capitalist
world market; they are thus in constant competition, or permanent
metabolic exchange, with already established capitalist production.
The international growth and spread of the capitalist mode of
production for the past two centuries thus constitutes a dialectical
unity of three moments:

(a) Ongoing capital accumulation in the domain of already
capitalist processes of production;

(b) Ongoing primitive accumulation of capital outside the domain
of already capitalist processes of production;

(¢) Determination and limitation of the second moment by the
first, i.e., struggle and competition between the second and the first
moment.

What, then, is the inner logic of this third moment, the determina-
tion and limitation of ongoing primitive accumulation of capital by
capital accumulation occurring in the domain of already capitalist
processes of production?

Both in each individual country and internationally, capital
presses outwards from the centre — in other words, its historic birth-
places — towards the periphery. It constantly tries to extend itself
tonew domains, to convert new sectors of simple reproduction of com-
modities into spheres of capitalist production of commodities, and
toreplace sectors which have hitherto only produced use values by the
production of commodities® The extent to which this process con-
tinues to take place even today, before our eyes, in the highly indus-
trialized countries, is exemplified by the expansion in the last two
decades of the industries producing ready-to-eat meals, drink dis-
pensing machines, and so forth.

*See Marx: ‘Precisely the productivity of labour, the mass of production, the mass
*of population, the mass of surplus population, which are developed by this mode of
production continually create, through the release of capital andlabour, new branches
of business in which capital can once again work on a small scale and once again go
through the various developments, until these new branches of business are also
carried on on a wide social scale. This process occurs continually. At the same time
capitalist production tends to conquer all those branches of industry over which it
has not yet gained mastery, which it has only formally subsumed. As soon as it has
gained mastery over agriculture, the mining industry, the manufacture of the main
materials for clothing, and so on, it takes hold of still further spheres, where its control
is still only formal and where there are still even independent artisans.” Resultate
des unmittelbaren Produktionsprozesses, pp. 120-2.
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But the penetration of the capitalist mode of production into these
spheres is limited by two crucial factors. Firstly, this mode of produc-
tion must be competitive, i.e., the selling price must be less than the
cost price of the same goods produced in the sphere of simple com-
modity production or family production, or atleast low enough for the
original producers to consider that their own cheaper production is
no longer profitable in view of the time and labour saved by purchase
of the new products.” Secondly, excess capital must be available,
whoseinvestmentinthese sphereswill produce a higher rate of profit
than its investment in already existing spheres (not necessarily an
absolutely higher rate, but in any event higher than the marginal
rate,yielded by additional capital investmentinthesphereswhich are
already capitalist).

To the precise extent that these two conditions are not realized,
or only partly realized, or realized under too heavy limitations, the
accumulation of self-reproducing capital still leaves room for the
primitive accumulation of capital. Small and medium-sized capital
penetrates this unoccupied space, carries out the ‘dirty work’ of
destroying the indigenous and traditional relations of production®
and in the process either founders in ruin or prepares the ground for
the ‘normal’ production of surplus-value, in which it can then itself
also participate. In the latter case, it is converted into ‘normal’
industrial, agricultural, financial or commercial capital.

Bukharin correctly defined the world economy as ‘a system of
relations of production and corresponding relations of exchange on
an international scale’.? But in his book Imperialism and World
Economy he failed to emphasize a crucial aspect of this system:
namely that the capitalist world economy is an articulated system of
capitalist, semi-capitalist and pre-capitalist relations of production,

"We are not discussing here the ‘more normal’ case in which the violent interven-
tion of capital (expropriation of the original owners, expulsion of peasants from their
land and homes, blockage of access to traditionally available reserves of land, means
of subsistence and labour) prevents the production of use-values by the indigenous
producers and transforms these into sellers of the commodity of labour-power and
hence into buyers of industrially produced goods.

®See Rosa Luxemburg: ‘According to Marxist theory, small capitalists play in the
course of capitalist development the role of pioneers of technical change. They
possess that role in a double sense. They initiate new methods of production in well
established branches of industry, they are instrumental in the creation of new
branches of production not yet exploited by the big capitalist.” Social Reform or
Revolution, New York, 1970, p. 15.

’N. Bukharin, Imperialism and World Economy, London, 1972, pp. 25-6.
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linked toeach other by capitalist relations o f exchange and dominat-
ed by the capitalist world market. It is only in this way that the
formation of this world market can be understood as the product of
the development of the capitalist mode of production —not to be
confused with the world market created by mercantile capital,
which was a precondition for this capitalist mode of production® —
and as a combination of capitalistically developed and capitalistical-
ly under-developed economies and nations into a multilaterally
self-conditioning system. We shall explore this problem more
deeply both in the course of this chapter and when we come to deal
withproblems of unequal exchange and neo-colonialism.

The historian Oliver Cox has an inkling of this kind of articulated
system. But he is too strongly influenced by his previous work on
Venetian merchant capital to see this ‘hierarchy of economies and
nations’ as determined by anything more than ‘differentiated situa-
tions on the world market. He thus completely disregards the
existence of differing relations of production.!! Thisis an error which
other authors, such as Arrighi Emmanuel, Samir Amin and André
Gunder Frank share to a greater or lesser degree with Cox, and we
shall return to it in Chapter 11.

If we look at the history of the capitalist world economy since the
Industrial Revolution, over the last two hundred years, we can dis-
tinguish the following stages in this specific articulation of capitalist,
semi-capitalist and pre-capitalist relations of production. In the age of
freely competitive capitalism, the direct production of surplus-value
by large-scaleindustry was limited exclusively to Western Europe and
North America. The process of primitive accumulation of capital,
however, was taking place in many other parts of the world at the
same time — even if its rhythm was uneven. Therewith, textile
production by artisans and native peasants was gradually destroyed
in these countries while rising domesticindustry was often combined
with actual factory industry. Foreign capital did, of course, flow into

"“Marx: ‘The world market itself forms the basis for this mode of production. On
the other hand, the immanent necessity of this mode of production to produce on an
ever-enlarged scale tends to extend the world market continually, so that it is not
commerce in this case which revolutionizes commerce.” Capital, Vol. 3, p. 333, See
also the footnote inserted by Engels in the Third Volume of Capital: “The colossal
expansion of the means of transportation and communication — ocean liners, rail-
ways, electrical telegraphy, the Suez Canal — has made a real world-market a fact.’
Thid., p. 489.

"Oliver C. Cox, Capttalism as a System, New York, 1964, pp. 1, 6, 10.
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countries which were beginning to industrialize, but it was unable to
dominate the processes of accumulation there.’? Two of the most
important obstacles to the domination of foreign capital over these
nascent capitalist economies should be singled out. Firstly, the
extent of capital accumulation in Great Britain, France or Belgium,
was not sufficient to allow this capital to engage in the establishment
of factories inother parts of the world. In Great Britain, annual capital
investments abroad averaged only £29 million between 1860 and
1869; they then increased in the decade from 1870-79 by 75% to
£51 million a year, and then to £68 million a year in the decade from
1880-89."% The second obstacle was the inadequacy of the means
of communication — theuneven development of the Industrial Revo-
lution in the manufacturing industry and in the transport industry.14
This effectively blocked the penetration of the cheap goods mass-

22A.C. Carter estimates that Dutch capital comprised about a quarter of the total
share-capital in Great Britain towards 1760 (see the discussion of this in Charles
Wilson, ‘Dutch Investment in 18th Century England’, Economic History Review,
April 1960). The role of English capital in the industrialization of Belgium is sym-
bolized by the founders of the modern machine-building industry, the Cockerill
Brothers. Belgian and English capital likewise played an important role in the first
wave of French industrialization (see W.0O. Henderson, The Industrial Revolution
on the Continent,London, 1961; J. Dhont, “The Cotton Industry at Ghent during the
French Regime’, in F. Crouzet, W.H. Chaloner and W.M. Stern (eds.) Essays in
European Economic History 1789-1914, London, 1969). The same is true of Dutch
capital with respect to the German textile industry on the left bank of the Rhine (see
Gerhard Adelmann, ‘Structural Changes in the Rhenish Linen and Cotton Trades
at the Outset of Industrialization’, in Essays in European Economic History 1789-
1914). For the role of French capital in the first wave of industrialization in Italy,
see A.B. Gille, Les Investissements Frangats en Italie 1815-1940, Turin, 1968, and
Aldo Alessandro Mola (ed.), L ’Economia Italianadopo 1 Unitd, Turin, 1971, p. 130 {f.
For the central role of foreign, mainly British capital in the construction of the US
railway system (especially in the 1866-73 period), see L.H. Jenks ‘Railroads as
an Economic Forcein American Development’, Journal of Economic History, IV, 1944.
13Phyllis Deane and W.A. Cole, British Economic Growth 1688-1959, Cambridge,
1967, pp. 36, 266. See also Marx: ‘Ever more extended mass production floods the
existing market and thereby works continually for a still greater expansion of this
market, for breaking out of its limits. What restricts this mass production is not com-
merce (in so far as it expresses the existing demand) but the magnitude of employed
capital and the level of development of the productivity of labour.” Capital, Vol. 3,
p- 336. Further, Leland Hamilton Jenks, The Migration of British Capital to 1875,
London, 1927. See also the well-known Foreign Office Circular dated 15 January
1848 to diplomatic missions abroad, which expressly underlined that domestic invest-
ments should have precedence over holdings abroad. (Foreign Office Archives,
F.O. 16, Vol. 63, Circular dated 15.1.1848.)
14“The chief meansofreducing the time of circulation is improved communications.
The last fifty years have brought about a revolution in this field, comparable only
with the industrial revolution of the latter half of the 18th century.” Marx, Capital,
Vol. 8, p. 71.
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produced bylarge-scale industryin Western Europe, not merely into
the farthest villages and small towns of Asia and Latin America, but
even those of Southern and Eastern Europe. Indeed, the inadequacy
of transport and communications systems hindered the formation of
national markets proper in Western Europe itself. Before the
spread of railways, the price of a ton of coal in France varied in
1838 from 6.90 francs in the mining region of St Etienne south of
the Loire, to 36-45 francs in Paris, and even 50 francs in Bayonne
and remoter Brittany.!®

It is thus no accident that the slowly increasing impact of the
foreign capital investments of Great Britain, France, Belgium and
Holland was chiefly concentrated in foreign railway construction,
for the extension of this world-wide communications network was
a precondition for the gradual extension of their domination over
the internal markets of the less developed countries which had
been dragged into the maelstrom of the capitalist world economy .16

But precisely this concentration on the construction of railways
led to a significant time-lag — lasting approximately from the 1848
Revolution to the 1860°s — during which those economies which
were themselves pressing towards a capitalist mode of production,
were on the whole left unlimited scope for primitive accumulation
of indigenous national capital. International wage differentials
facilitated the same process.!” The fact that even this first transport
revolution did not achieve a decisive reduction in the costs of con-
veying cheap and easily perishable commodities over long distances,
meant that the local capital of less developed countries continued
to enjoy unthreatened markets in the food industry, brewing, haber-
dashery (excluding luxury goods in each case), and so on. Italy,
Russia, Japan and Spain are the most striking examples of this
phenomenon. There, if we disregard foreign investments in railway
construction and public loans, it was local capital that dominated

15See Maurice Lévy-Leboyer, Les Banques Européennes et !Industrialisation
Internationale dans la Premiére Moitié du 19e Siécle, Paris, 1964, p. 320.

‘On the other hand, the cheapness of the articles produced by machinery, and
the improved means of transport and communication furnish the weapons for con-
quering foreign markets.” Marx, Capital, Vol. [, p. 451. For the significance of rail-
way construction for British exports of both capital and commodities in the pre-
imperialist epoch, see among others, Maurice Dobb, Studies in the Development of
Capitalism, London, 1963, pp. 297-8.

*In 1833, a male worker spinning a given type of yarn received a weekly wage
equivalent to 37 francs for 69 hours of work in Britain, 19 francs for 72-84 hours
of work in France, and 9-12 francs for a similar number of hours in Switzerland:
Lévy-Leboyer, op. cit., p. 65.
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the steady expansion of the internal market and the unchecked
advance of primitive accumulation. r

In Italy for example, the textile industry was still mainly com-
posed of peasant and domestic-industrial artisans in the 1850’s:
about 300,000 peasant women were engaged, for approximately
150 working days a year, in the spinning of flax and hemp. Of the
1.2 million quintals of these raw materials, 300,000 were exported
and 900,000 consumed in Italy itself. Little more than 1/9 of the
latter was used by already mechanized industry, 8/9 by domestic
production. Even in 1880 domestic weaving exceeded industrial
weaving in flax and linen production. In the silk industry the indus-
trial breakthrough began about 1870 and only came to completion
at the end of the century. In cotton production, domestic industry
predominated in the 1850’s and 1860’s; large-scale industry achiev-
ed a breakthrough in spinning about 1870, and in weaving not for
another ten years after that!® In this entire process of industrializa-
tion foreign capital played no role.

The same is true of Russia, where although the first wave of
industrialization from 1840-70 was carried through with imported
machinery — Russia bought 26% of the machines exported by
England in 1848 — there was no participation of foreign capital
worth mentioning.!® In 1845 the total imports and domestic
production of machinery in Russia were worth scarcely more than
1 million roubles; in 1870 they had reached 65 million roubles.
The total value of the industrial machinery used in Russia amount-
ed to 100 million roubles in 1861, and 350 million roubles in 1870.
The annual value of production in the most important industries
(outside Poland and Finland) rose from approximately 100 million
roubles in 1847 to over 280 million roubles in 1870. The capital
that underlay this movement was almost exclusively national.?
We find an analogous development in Japan. Its total bank capital
grew from 2.5 million yen in 1875 to 43 million in 1880. In the
latter year domestic industry still dominated cotton weaving and

#Emilio Sereni, Il Capitalismo nelle Campagne, 1968, pp. 18, 19, 22-3.

198, Strumilin, ‘Tndustrial Crisesin Russia 1847-1867’,in F. Crouzet, W.H. Chaloner
and W.M. Stern (eds.), Essays in European Economic History 1789-1914, London,
1969, p. 158.

2The companies formed in Russia had a capital of 750,000 roubles in 1855 and of
51 million roubles in 1858(ibid., p. 68). See also Roger Portal, ‘The Industrializa-
tion of Russia’, in Cambridge Economic History of Europe, Vol. VI, Part 2, Cambridge,
1966, who quotes figures of 350 million roubles in 1860 and 700 million roubles for
the share capital of the railway companies floated between 1860 and 1870.



Structure of World Market 53

spinning, butin 1890 large-scale industry had already consolidated
its domination over these spheres. 2!

The concrete articulation between these countries, which were
at that time capitalist ‘developing nations’, and the capitalist world
market was two-fold. On the one hand, the import of cheap
machine goods from abroad with the accompanying ‘artillery of
cheap prices’ was the great destroyer of traditional domestic produc-
tion. In Italy, at the beginning of the 1880’s, half the imports still
consisted of products of the manufacturing industry or semi-finished
products, and in Japan the unrestricted import of cheap cotton
yarn (average price about 29.6 yen per Kin in 1874 and 25.5 yen
in 1878) had a devastating effect on peasant domestic industry
(average price 42.7 yen in 1874, 45 yen in 1878).22 But in both
cases local machine industry was able to take the place of local
domestic industry in about ten years, i.e., the foreign products
simply cleared the ground for the development of ‘national’
capitalism.

On the other hand, the rapid specialization in their foreign trade
(agricultural products, later also oil, in the case of Russia; raw silk
and yarn in the case of Japan) was able to secure important sectors
of the world market as outlets for these rising capitalist economies.
The profits thus realized became, in their turn, the main source
for the local accumulation of capital

It is also true, of course, that integration into the world market
and conditions of relative underdevelopment in this phase had
very negative effects on primitive accumulation of capital in these
countries. The exchange of commodities produced in conditions
of a higher productivity of labour against commodities produced
in conditions of a lower productivity of labour was an unequal
one; it was an exchange of less against more labour, which inevitab-
ly led to a drain, an outward flow of value and capital from these
countries to the advantage of Western Europe.2® The presence of
large reserves of cheap labour and land in these countries logically

W, W. Lockwood, The Economic Development of Japan, Princeton, 1954, p. 1183.
The production of cotton yarn rose from 13,000 ballsin 1884 to 292,000 in 1894 and
757,000 in 1899: Thomas C. Smith, Political Change and Industrial Development
in Japan: Government Enterprise 1868-1880, Stanford, 1965, pp. 37, 63.

2Gereni, op. cit., pp. 32-3. Smith, op. cit., pp. 26-7.

BStrumilin estimates that between 1855 and 1860, 80 million roubles worth of
gold flowed out of Russia, and 148 million roubles worth between 1861 and 1866
{(pp. 167,174). Admittedly, a large proportion of this second sum can be explained by

the action of those Russian aristocrats who responded to the abolition of serfdom by
the sale of their estates and a parasitical existence abroad.



54 Late Capitalism

resulted in a capital accumulation with a lower organic composi-
tion of capital than in the first industrialized countries. But the
extent of this drain and of this lower organic composition were
not sufficient to pose a serious threat to the indigenous and inde-
pendent accumulation of capital — at least not in those countries
where social and political class forces were already capable of
replacing the destruction of an artisanate by the development of
national large-scale industry. In regions like Turkey, where these
conditions either did not exist at all or only inadequately — because
the state was unwilling or unable to perform its role as the midwife of
modern capitalism (for example, whereit was dominated by external
merchant capital like the East India Company), or because for-
eigners, instead of a native bourgeoisie, already controlled primitive
accumulation of money capital, and so on — attempts to engender
domestic industrialization were bound to fail, although from a
purely economic point of view the existing preconditions for them
were no less propitious than in Russia, Spain or Japan.

In the age of imperialism there was a radical change in this whole
structure. The process of primitive accumulation of capital in pre-
viously uncapitalized economies was now also subjected to the re-
production of the Western big capital itself. From this point on, the
capital export of the imperialist countries, and not the process of
primary accumulation of the local ruling classes, determined the
economic development of what later came to be called the “Third
World’. The latter wasnow forced to complement the needs of capital-
ist production in the metropolitan countries. This was not only an

21f wages and price of land are low in one country, while interest on capital is
high, because the capitalist mode of production has not been developed generally,
whereas in anothercountry wages and price of land are nominally high, while interest
on capitalis low, then the capitalist employs more labour and land in the one country,
and in the other relatively more capital.’"Marx, Capital, Vol. 3. p. 852.

**See the excerpts from work by Omer Celal Sarg (‘The Tanzimat and our Industry’
and I. M. Smilianskaya, “The Disintegration of Feudal Relations in Syria and Lebanon
in the Middle of the 19th Century’) in the anthology edited by Charles Issawi, The
Economic History of the Middle East, Chicago 1966, pp. 48-51, 241-5. It is interest-
ing to note that the lack of a ‘return effect’ (‘cumulative industrialization’) is actually
determined by the complex we have described, and not by the use-value of the first
commodities produced by capitalist means. In China’s case these were not raw
materials but textile products (see Jiirgen Kuczynski, Die Geschichte der Lage der
Arbeiter unter dem Kapitalismus, Berlin, 1964, pp. 16-41, 106-7, for the consider-
able extent of the Chinese textile industry in the period 1894-1918, and the renew-
ed and significant growth of this industry during and after the First World War).
Despite this, no process of cumulative industrialization took place. We will discuss
this problem more thoroughly in Chapter 11.
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indirect consequence of the competition of cheaper commodities
from these metropolitan countries, it was above all a direct result of
the fact that capital investment itself came from these metropolitan
countries and established only such enterprises as corresponded to
the interests of the imperialist bourgeoisie.

The process of the imperialist export of capital accordingly suf-
focated the economic development of the so-called ‘“Third World’.
For, firstly, it absorbed the available local resources for primitive
accumulation of capital by a qualitatively increased ‘drain’. From
the standpoint of the national economy, this drain now assumed the
form of a continuous expropriation of the local social surplus product
by foreign capital, which obviously entailed a significant reduction
in the resources available for national accumulation of capital.2®
Secondly, it concentrated the remaining resources in those sectors
which were to become characteristic of the ‘development of under-
development’ —to cite Gunder Frank —or the ‘development of
dependence’, in the terminology of Theotonio Dos Santos?®”: foreign
trade, agency services for the imperialist firms, speculation in land
and real estate construction, usury, lumpen-bourgeois and petty-
bourgeois ‘service’ enterprises (lotteries, corruption, gangsterism,
gambling, to some extent tourism). Thirdly and finally, it restricted
primitive accumulation of .capital by consolidating the old ruling
classes in their position in the countryside and keeping a significant
part of the village population outside the sphere of the actual pro-
duction of commodities and the money economy.?®

At first glance, the result seems paradoxical: the extended re-
production of capital which, in the metropolitan countries, furthered
the process of the concurrent primitive accumulation of capital,
simultaneously impeded the same process in the non-industrialized
countries. Precisely where it was ‘most abundant’, capital was
accumulated more rapidly; where it was ‘most scarce’, mobilization
and accumulation of capital was much slower and more contradic-
tory. This picture, which seems to contradict the rules of the market

2% See Paul A. Baran, The Political Economy of Growth, New York, 1957.

27 André Gunder Frank, op. cit.; Theotonio Dos Santos, Economica y Cambio
Revolucionario en America Latina, Caracas, 1970.

**Ernesto Laclau suggests thatinthe case of Argentina this was atleast partially due
to the fact that the differential land rent accruing to the local landowning class ab-
sorbed alarge part of the surplus-value incorporated into agricultural export products
in the 19th and early 20th centuries; see Modos de Produccién, Sistemas Economicos
y Poblacign Excedente, Buenos Aires, 1970.
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economy and liberal economic theory, nevertheless becomes
immediately comprehensible, once we consider the question of the
relative rate of profit. What determined the unilateral ‘under-
development’ of the so-called ‘Third World’ was neither the ill-will
of the imperialists nor the social — let alone ‘racial’ — inability of its
indigenous ruling classes, but rather a complex of economic and
social conditions which, while promoting the primitive accumulation
of money capital, made the accumulation of industrial capital less
profitable — and in any case less secure — than the fields of invest-
ment listed above, not to speak of collaboration with imperialism in
the extended reproduction of metropolitan capital. 2°

Accordingly, what changed in the transition from freely competi-
tive capitalism to classical imperialism was the specific articulation
of the relations of production and exchange between the metropolitan
countries and the underdeveloped nations. The domination of foreign
capital over the local accumulation of capital (mostly combined with
political domination) now subjected local economic development
to the interests of the bourgeoisie in the metropolitan countries. It
was no longer the ‘light artillery’ of cheap commodities which now
bombarded the underdeveloped countries, but the ‘heavy artillery’
of the control of capital resources. In the pre-imperialist epoch, on
the other hand, concentration on the production and export of raw
materials under the control of the indigenous bourgeoisie had only
been a prelude to the replacement of pre-capitalist relations of pro-
ductionon the land in the interests of this bourgeoisie. In the classical
imperialist epoch, however, along-term social and political alliance
between imperialism and local oligarchies came into being which
froze pre-capitalist relations of production in the village. This deci-
sively limited the extension of the ‘Internal market? and thereby

See, among other things, our essay, ‘Die Marxsche Theorie der urspriinglichen
Akkumulation und die Industrialisierung der Dritten Welt’, in Folgen einer Theorie,
Essays iiber ‘Das Kapital” von Karl Marx, Frankfurt, 1967. Note also the recent book
by Geoffrey Kay, Development and Under-development: A Marxist Analysis, London,
1974, whichemphasises the specificweight and role of merchant capital in the colo-
nies and semi-colonies, for any explanation of underdevelopment.

%For the crucial role played by the division of labour and the introduction of the
money economy into the village, in the creation of an ‘internal market’ for the devel-
oping capitalist system, see Marx, Capital, Vol. 1, pp. 747-9; Lenin, The Develop-
ment of Capitalism in Russia. A fine example of the contemporary social alliances
which block this process is provided by the relations between o0il companies and
native landowners in Venezuela. See Federico Brito, Venezuela, Siglo XX, Havana,

1967, pp. 17-60, 181-221.
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again impeded the cumulative industrialization of the country, or
forced those processes of primitive accumulation which did none-
theless occur into non-industrial channels.

We have an almost classical example of this transformation in the
structure of the world economy, which took place between the epoch
of freely competitive capitalism and the epoch of classical imperial-
ism, in the case of Chile. The first wave of Chile’s integration into
the capitalist world market in the 19th century occurred in copper
mining, which, however, waslargelyin Chilean hands.3! The second
wave, which began with the development of saltpetre extraction
after Chile’s victorious war with Peru, led to the complete domina-
tion of British capital over Chilean mining. In 1880 the total amount
of British capital invested in Chile was approximately £7.5 million
sterling, more than £6 million of this in the form of public bonds. In
1890 this sum had risen to £24 million, £16 millions of which were
privately invested {(especially in the saltpetre pits and mines).*
Characteristically, there had been no change in the nature of the
decisive export product (first copper, then saltpetre). What had
changed were the predominant processes of capital accumulation
and the predominant relations of production.s3

The domination of foreign capital over the processes of capital
accumulation in the underdeveloped countries led to an economic
development which, as we have said, made these countries comple-
mentary to the development of the economy of the imperialist metro-
politan countries. As is known, this meant especially that they had
to concentrate on the production of vegetable and mineral raw
materials. Thehunt for raw materials went hand in hand, so to speak,
with imperialist capital export and was to a considerable extent a
causal determinant of it. In this way, the growth of a relative excess

3 Hernan Ramirez Necochea, ‘Englands wirtschaftliche Vorherrschaft in Chile
1810-1914’, in Lateinamerika zwischen Emanzipation und Imperialismus, Berlin,
1961, pp. 131,137. By the same author, Historia del Impéerialismo en Chile, Havana,
1966, p. 62. The share of British capital in the copper mines was not higher than
20-30%. See also André Gunder Frank’s synthetic treatment of this epoch (op. cit.,’
pp. 57-63), in which he quotes a number of Chilean sources. It is interesting to note
that in the first fifty years of its independence Chile built up a merchant fleet of 276
vessels, which reached its peak in 1860 and then fell back to 75 ships by the end of
the 1870’s.

32H. R. Necochea, ‘Englands wirtschaftliche Vorherrschaft in Chile’, p. 147.

3The domination of British capital in the North Chilean saltpetre industry, in
which it invested more than £9 million in the space of two years, was accompani-
ed — as always in the period of classical imperialism —by the domination of the

whole of the public life of the province in question (Tarapaca): railways, water-
works, and banks, Necochea, op. cit., pp. 146-7.
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of capitalin the metropolitan countries and the search for higher rates
of profit and cheaper raw materials form an integrated complex.

The search for raw materials, however, is in its turn not acciden-
tal. It corresponds to the inner logic of the capitalist mode of produc-
tion. This leads, through rising productivity of labour, to a steady
increase in the mass of commodities that can be produced by a given
quantity of machines and labour. This in turn leads to a tendency for
the share of the fixed — constant and variable capital in the average
value of the commodity to fall, i.e., to a tendency for the share of the
costs of raw materials in the production of the average commodity
torise: ‘The value of raw material, therefore, forms an ever-growing
component of the value of the commodity-product in proportion to
the development of the productivity of labour . . . because in every
aliquot part of the aggregate product of the portion representing
depreciation of machinery and the portion formed by the newly
added labour — both continually decrease. Owing to this falling
tendency, the other portion of the value representing raw material
increases proportionally, unless this increase is counterbalanced by
a proportionate decrease in the value of raw material arising from
the growing productivity of the labour employed in its own produc-
tion 34 (Our italics). ,

The production of raw materials by primitive, pre-capitalist
means in the overseas countries — symbolized by the slave economy
in the Southern States of the USA —reinforced this tendency for
raw materials to become relatively more expensive, and hence led
to attempts by metropolitan capital to transform its initial hunt for
raw materials into cheaper, i.e., capitalist, production of these raw
materials™®

The increase in the price of cotton caused by the American Civil
War was one of the determinant factors in this development, but by
no means the only one. The general upward drift of not only the rela-
tive but also the absolute prices of raw materials, which was a dis-
tinctive feature of the mid-19th century, is quite sufficient to explain
the universalization of this tendency.3¢ The direct intervention of
Western capital in the process of primitive accumulation of capital

MMarx, Capital, Vol 3, p. 108 (pp. 108-9)

»Eugene Genovese, The Political Economy of Slavery, New York, 1965, pp. 43-69,
furnishes a convincing mass of data concerning the low productivity of labour in the
cotton plantations of the Southern States of the USA under the slave system.

%In the 60’s and early 70’s of the 19th century, the prices of raw materials import-
ed by Great Britain had reached their highest point since the Napoleonic Wars. The
sudden downward plunge began in 1873 and by about 1895 it had reduced the
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in the underdeveloped countries was thus determined to a signifi-
cant degree by the compulsive pressure on this capital to organize
large-scale capitalist production of raw materials.

The capitalist production of raw materials in underdeveloped
countries meant, however, capitalist production under very specific
socio-economic conditions of production. The huge mass of cheap
labour-power available in the underdeveloped countries made it
unprofitable to employ fixed capital on a large scale. The modern
machine could not compete with this cheap labour. In the realm of
agriculture, therefore, this led essentially to a plantation economy,
i.e., a pre-industrial capitalism — the capitalism of the period of
manufactures. The advantages of the new plantation compared with
apre-capitalist plantation economy lay above all in the introduction of
an elementary division of labour between manual labourers, greater
work discipline and more rational organization and accounting.3’
In the sphere of mining, it is true, the capitalist mode of production
of raw materials in the underdeveloped countries did mean the intro-
duction of capitalist machinery and the beginning of industrial
capitalism. But here too, the low price of the commodity of labour-
power, the gigantic proportions of the industiral reserve army and
the relative helplessness of the proletariat in these conditions,
shifted the centre of gravity of capital from the production of rela-
tivesurplus value, already predominantin the West, to the production
of absolute surplus value.38

average index of import prices by half! See B. R. Mitchell and P. Deane, Abstract of
British Historical Statistics, Cambridge, 1962; C. P. Kindleberger and others, The
Termsof Trade: A European Case Study, Cambridge, USA, 1956 ; Potter and Christie,
Trends in Natural Resource Commaodities, Baltimore 1962. In the same period there
was also an actual decline in the price of raw materials produced in England itself:
between 1873 and 1886 the price of Bessemer steel fell to a quarter of its former
level per ton (Maurice Dobb, op. cit., p. 306).

¥ There are numerous descriptions of the specific nature of pre-industrial planta-
tion capitalism in the centres set up by foreign capital in the ‘“Third World’ for the
production of cotton, rubber, tea, coffee and other products. See, for example, the
account of the plantations of Ceylon in S. J. Tambia, The Role of Savings and Wealth
in South East Asia and the West, Paris, 1963, pp. 75-80 and 84{f. It is interesting to
note that even at a later date there were several cases of the introduction of pre-
capitalist production (as for example in the Egyptian cotton boom 1860-66) which
made it possible to keep prices up, but thereby subsequently led to terrible ruin of
the peasantry and a subsequent adapation to modern methods of production (E. R. J.
Owen, ‘Cotton Production and the Development of the Cotton Economy in 19th
Century Egypt’, in Charles Issawi (ed.), The Economic History of the Middle East
1800-1914, Chicago, 1965, p. 410.)

%In the Chinese textile industry the 12-hour working day remained in operation
until the Second World War, even for children. In the cotton weaving mills in Shanghai
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The picture which thus emerges is of an imperialist world system
built up on a world-wide uneven development of capital accumula-
tion, organic composition of capital, rate of surplus-value and
productivity of labour. The reason the Industrial Revolution began
in the West was that international money capital and bullion had
been concentrated there for the preceding 300 years — as a result
of the systematic plundering of the rest of the world by means of
colonial conquests and colonial trade3® This led to the international
concentration of capital at only a few points of the globe, the pre-
dominant industrial areas of Western Europe (and shortly after-
wards North America). The industrial capital which emerged in the
West, however, could not prevent the internal process of primitive
accumulation of capital by the ruling classes of more backward
countries. At best it could slow down this process. With certain dif-
ferences in time and productivity, due to the British monopoly of the
highest levels of industrial productivity, the process of industrializa-
tion gradually extended in the age of freely competitive capitalism
to more and more countries.

With themassive export of capital to the underdeveloped countries
for the organization of the capitalist production of raw materials
there, the quantitative difference in the accumulation of capital and
the level of productivity between the metropolitan countries and the
economically backward ones was suddenly transformed into a
qualitative difference. These countries now became dependent as
well as backward. Foreign capital’s domination over the accumula-
tion of capital stifled the process of the primitive accumulation of
capital in these countries. The industrial gap steadily widened.
Moreover, because the production of raw materials was still pre-
industrial or only rudimentarily industrial, since the low costs of
labour-power provided no incentive for constant modernization of
machinery, this industrial gap created a growing gulf in respective
levels of productivity, which both expressed and perpetuated actual
under-development. From the Marxist point of view, i.e., from the
standpoint of a consistent labour theory of value, underdevelop-
ment is ultimately always underemployment, both quantitatively

there were only 1.7 days of rest a month in 1930, and a document from the English
General Consul in the city reported 14 hour working days without any breaks: see

the documents in Jirgen Kuczynski, op. cit., pp. 170-3.
*Ernest Mandel, Marxist Economic Theory, pp. 443-7.
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(massive unemployment) and qualitatively (low productivity of
labour).*

Inthelast resort, this basic fact, which forms such a decisive aspect
of thecapitalistworld economy in the past hundred years, can only be
explained by an even more fundamental aspect of the international
expansion of capital. It is true that capitalist commodities created
and conquered the capitalist world market, i.e., carried the domina-
tion of the capitalist circulation of commodities, and the predomi-
nance of commodities produced in modern capitalist large-scale
industry, to the utmost limits of the globe. But at the same time it did
not everywhere universalize the capitalist mode of production. On
the contrary, in the so-called Third World it created and consolidated
a specific mixture of pre-capitalist and capitalist relations of produc-
tion which prevents the universalization of the capitalist mode of
production, and especially of capitalist large-scale industry, in these
countries. Therein lies the chief cause of the permanent pre-revolu-
tionary crisis in the dependent countries for over half a century, the
basicreason why these countries have so far proved to be the weakest
links in the imperialist world system.

The massive penetration of capital into the production of raw
materials made it possible to put a radical stop after 1873 to the
secular trend for the price of raw materials to rise. There followed
not only the notorious slump in the price of agricultural goods — and
the great crisis of European agriculture — but also a rapid fall in the
relative price of minerals as compared to the price of products of the
capitalist finished-goods industry.#! But in the long run this trend was
bound to be reversed by the low costs of reproducing labour-power
in the underdeveloped countries due to the massive scale of under-
employment and the low degree of labour productivity, which cons-
tantly increased the difference in the level of productivity between
these and the metropolitan countries. With the stagnation of labour
productivity in the dependent countries and simultaneously a rapid

“*Fritz Sternberg (Imperialismus, Chapter 1 and p. 456ff) was the first to make
a thorough investigation of the connection between the development of wages and
the surplus population (i.e., industrial reserve army). For a further discussion of this
problem see Chapter 5 of the present work.

“See United Nations, Prix Relatifs des Exportations et Importations des Pays sous-
développés, NewYork,1949. For Britain, the typical imperialist country of thatepoch,
the terms of trade became notably more advantageous, increasing from index 100-99
in 1880-83 to index 113-115 in 1905-07, and index 134-186 in 1919-20 (all high
years in successive trade cycles).
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increase in the labour productivity of the industrialized countries, it
was only a question of time before the relative price of raw materials
began to rise.

This began to manifest itself in the First World War and for some
raw materials it continued through the 20’s, up to the time of the
world economic crisis of 1929-32. The consequences of this crisis
caused a sudden interruption of the process, but it broke through
againwiththeinternational armaments boom in the 40’s and reached
itsheight at the start of the Korean War in 1950 22 The specific struc-
ture that the end of the 19th century had stamped on the world eco-
nomy now became an obstacle to the valorization of capital, or more
precisely, an additional factorin the fall of the average rate of profit.

The inner logic of capital thus brought about a repetition of the
process that had already occurred in the 50’s and 60’s of the previous
century. Just as at that time, when the relative price of raw materials
began to rise rapidly, the production of these raw materials with
pre-capitalist methods of labour and relations of production ceased
to be a source of surplus-profits through the exploitation of cheap
labour-power and became instead an obstacle to the further expan-
sion of capital, so now the production of raw materials with methods
dating from the period of manufacturing capitalism or early industry
ceased to be a source of colonial surplus-profits and became a brake
on the accumulation of capital on a world scale. Thus, just as at the
time of the transition fromfreely competitive capitalism to the epoch
of imperialism, the capital of the metropolitan countries replied to
this challenge with a massive penetration of the sphere of raw mate-
rials, so when ‘classical imperialism’ gave way to late capitalism,
capital responded with a further massive penetration of this sphere.

Starting from the 30’s, and particularly in the 40’s of the present
century, this massive penetration of capital into the spliere of raw
materials led (just as it had in the final quarter of the 19th century)
to afundamental upheavalin technology, organization of labour and
relations of production. Inthelate 19th century it had been a question

2 According to the United Nations publication Ftudes sur I’Economie mondiale,
Vol. 1, Les Pays en voie de Développement dans le Commerce Mondial, New York,
1963, the overall index of the export price of raw materials in the period 1950-52
rose to more than three times the average for 1934-38 and was 14% higher than
the average level for 1924-28. In many cases the increase compared with 1924-28
was much greater: 31% for cotton, wool, jute and sisal; 29% for coffee, tea and
cocoa; 23% for non-ferrous metals. In this period 1950-52 the export price index of
processed goods was 10 %lower than the average for 1924-28.
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of replacing primitive, pre-capitalist organization of labour with
organizational methods along the lines of manufacturing capitalism
or early industry. Now these in turn had to be transformed into an
advanced industrial organization of labour, by a major growth in the
productivity of labour. This meant the disappearance, however, of
one of the most important motives for the traditional concentra-
tion of raw material production in the underdeveloped countries.
It was now less of a risk to use expensive machinery in the metro-
politan centres than overseas, and the declining share of wage-costs
in the total value of raw material commodities made it less attractive
than before to utilize the cheap labour-power of the colonies instead
of its dearer counterpart in the metropolitan countries. The produc-
tion of raw materials was therefore shifted on a massive scale to
the metropolitan lands (synthetic rubber, synthetic fibres), and in
cases where for physical reasons this was not immediately possible
(e.g., the oil industry), there was growing pressure for the prepara-
tion of this shift in the long term. Thisis, of course, already beginning
to bear fruit (the massive outlay on oil-drilling in Western Europe
and the North Sea and the search for European natural gas) and is
accompanied by the continual refinement of production techniques.

The results of this reshuffle in the structure of the world economy
in the transitional period between ‘classical’ imperialism and late
capitalism were manifold, but of a very contradictory nature. The
differences between the capital accumulation and national income
of the metropolitan and underdeveloped countries were further
widened, since now even the classical market for the raw materials
exported by the countries of the so-called Third World suffered a
relative decline, and their production was consequently unable to
keep pace with the rhythm of increase in the industrialized coun-
tries.’® By the same stroke, the internal socio-economic crisis of
these countries was further exacerbated and under the favourable

“Here are some figures for the increase in the production of synthetic as compared
to natural raw materials. The share of the production of synthetic fibres in the world
production of textiles rose from 9.5% in 1938 and 11.5% in 1948 to 27.6% in 1965.
The share of the production of synthetic rubber in total world production of natural
and synthetic rubber rose from 6.4 % in 1938 t0 25.9% in 1948 and 56% in 1965. See
Paul Bairoch. Diagnostic de ' Evolution Economique du Tiers-Monde, 1900-19686,
Paris, 1967, p. 165. The production of plastics in the capitalist world rose from 2
million tons in 1958 to 13 million tons in 1965 — more than the total world produc-
tion of non-ferrous metals. Bairoch also reports greatly increased economy in the
consumption of raw materials (lower input of raw materials for the same quantity
of the final product) as a result of technical progress: ibid., p. 162.
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conditions of an ulterior political weakening of imperialism during
and after the Second World War, this led to endemic movements
of rebellion and liberation among the peoples of the so-called Third
World. These spreading revolts considerably increased the risk of
losing capital invested in these countries. This danger, together with
the rise of new branches of industry in the metropolitan countries,
then determined an abrupt change in the pattern of long-term
capital export. In contrast to the period from 1880-1940, capital
now no longer mainly moved from the metropolitan countries to
the underdeveloped ones. Instead, it chiefly went from some metro-
politan countries to other imperialist countries.*

The decline in the relative and absolute price of raw materials
which occurred after the Korean War, because of competition from
the goods produced by the more productive labour of modern large-
scale industry, led to the acceleration of the relative and in some
cases absolute impoverishment of the underdeveloped countries.
Atthe same time, however, it meant that the imperialist capital in-
vested in the sphere of raw materials, which had in the past been
able to appropriate not only colonial but also monopoly profits,
increasingly lost interest in limiting itself to the production of raw
materials in the semi-colonies. International monopoly capital now
became interested not only in producing cheap raw materials by
advanced industrial methods, instead of using colonial slaves to
produce them, but also in producing in the underdeveloped coun-
tries themselves finished goods which could be sold there at mono-
poly prices, instead of raw materials which had now become unduly
cheap.*® Thus the reproduction of the division of labour created in

44 Of the £ 4 billion of English foreign capital investments in the period 1927-9 only
13.5% were invested in industrialized countries, while 86.5% went to developing
countries (37.5% of this to the white dominions). In 1959 the share of the industrializ-
ed countries in the total foreign investment of £6.6 billion had risen to 33% (plus
24 %forthe white dominions): See Michael Barratt-Brown, After Imperialism, London,
1963,pp. 110, 282. The USAis currently theleading exporter ofcapital, and the change
is even more emphatic here: of the $ 50 billion exported since the Second World
War, 2/3 went to the industrialized countries up to 1960, and 3/4 in the period after
1960. See also Pierre Jalée, LImpérialisme en 1970. pp. 77-8.

+The clearest example of this is provided by Latin America, where OECD
sources show that foreign investments in 1966 amounted to $ 5.3 billion in manu-
facturing industry, as against $ 4.9 billions in the oil industry (including refineries
and the distribution system), 81.7 billions in mining and $3.8 billions in banks, in-
surance companies, public services and plantations.
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the 19th century is slowly but surely collapsing in face of the sudden
extension of the production of raw materials and an alteration in
the differential rates of profit from the production of raw materials
and the production of finished goods.

This process has been reinforced, meanwhile, by a change in the
structure of monopoly capital in the imperialist countries. In the
19th and early 20th centuries, the exports of the metropolitan coun-
tries were concentrated mainly in consumer goods, coal and steel.
After the World Depression of 1929, however, and especially after
the Second World War, the pattern of imperialist export industries
shifted more and more towards machines, vehicles and equipment
goods. The weight of this group of commodities in the export package
of a country has become virtually an index of its degree of indus-
trialdevelopment*® The growing export of elements of fixed capital,
however, leads to a growing interest by the largest monopoly groups
in an incipient industrialization of the Third World. After all, it is
not possible to sell machines to the semi-colonial countries, if they
are not allowed to use them. In the final analysis it is this — and
not any philanthropic or political consideration —which constitu-
tes the main root of the whole ‘development ideology’ which has
been fostered in the ‘“Third World’ by the ruling classes of the metro-
politan countries.

Does this new turn in the structure of the world economy signify
at last a tendency towards a thorough industrialization of the Third
World, a universalization of the capitalist mode of production and
eventual homogenisation of the world economy? Not at all. It simply
means a change in the forms of juxtaposition of development and
underdevelopment, or more correctly: new differential levels of
capital accumulation, productivity, and surplus extraction are
emerging, which although not of the same nature, are still more
pronounced than those of the “classical’ imperialist epoch.

It must be pointed out, firstly, that so far as differences in the
level of capital accumulation are concerned, the bulk of imperialist
capitalinvestment in the underdeveloped world does not come from
the export of capital but from the re-investment of realized profits

4%The share of the group of commodities comprising ‘machines and means of
transport’ in the export of the imperialist powers rose from 6.5% in 1890 and 10.6%

in 1910 for Great Britain to more than 40% for the USA, Great Britain and Japan in
1968 and 46% in West Germany in 1969.
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there, the growing domination of the local capital market and the
increasing absorption of the surplus-value and the agricultural sur-
plus product produced in the underdeveloped countries themselves.
In the case of Latin America, above all, we possess very accurate
figures for this process.#” Furthermore, the ‘drain’ or net outflow of
value towards the metropolitan countries at the expense of the
countries economically dependent on them, continues to operate
unabatedly. Moreover, it can be claimed without exaggeration that
this net transfer of value is even larger today than in the past, not
only because of the transfer of the dividends, interest and directors’
salaries of the imperialist corporations and the increasing debts of
the underdeveloped countries® but also because of the aggravation
of unequal exchange.

This brings us on to the problem of differences in levels of produc-
tivity. Unequal exchange on the world market, as Marx makes clear
in the 22nd chapter of the First Volume of Capital® is always the
result of a difference in the average productivity of labour between
two nations. In itself, this has nothing to do with the material nature
of the commodities which these nations produce — whether they
be raw materials or finished goods, agrarian or industrial preducts.
Indeed, the difference in the level of productivity embodied in
consumer goods produced by modern industry and that embodied
in machines and vehicles produced by semi-automated processes is
to some extent as great as that embodied in raw materials produced
by manufacturing capitalism or early industrial processes on the
one hand, and that embodied in industrial finished goods on the
other. For the organic compositions of capital in the first comparison
are as discrepant as those in the second.

At the same time there is also an increasing accentuation of dif-

“Theotonio Dos Santos (op. cit., pp. 75-8) calculates that for the period 1946-68
there was an outflow of $15 billion from Latin America tothe USA in the form of divi-
dends, interest, etc., on foreign capital investments. The actual new capital export-
edfromthe USA toLatin America amounted to only $5.5 billion net and was thus much
less than the drain of surplus-value.

#The Pearson Report on the ‘Development Decade’, Partners in Development,
Report of the Commission on International Development, London, 1969, gives a
striking picture of the huge increase in the debts of the semi-colonial countries. Be-
tween 1961 and 1968 these rose from $21.5 billion to $47.5 billion (p. 371). The
annual paymentsforinterest on these debts and for profits from foreign investments
already exceed export income by 25% in Brazil, Mexico, Argentina, Columbia, and
Chile, and by 20% in India and Tunisia (p. 374).

Marx, Capital, Vol. 1, pp. 559-60.
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ferences in the rate of surplus-value. In the imperialist countries
it has become practically impossible to increase the production of
absolute surplus-value because of the secular trend for the indus-
trial reserve army to diminish. Capital now merely concentrates its
efforts on increasing the creation of relative surplus-value, and
even thisit can only do in the degree to which it is able to neutralize
the contradictory effect of increased productivity on the rate of
surplus-value.

Quite the reverse is true in the underdeveloped countries. There,
the beginnings of industrialization and the ensuing increase in the
average social productivity of labour allows the costs of reproducing
labour-power to fall significantly, even if this fall in value is not
always expressed in its money-price as a result, among other things,
of continuing inflation. At the same time, however, this increase in
the average social productivity of labour does not lead to a growth
in the moral and historical cost of reproducing labour-power; in other
words, new needs are not incorporated in wages, or only to a very
limited extent.

This phenomenon can in the first instance be attributed to the
fact that the secular trend in the semi-colonies is for the industrial
reserve army to increase because the slow beginnings of industri-
alization cannot keep pace with the accelerating separation of poor
peasants from the land. The gradual switch of foreign capital to the
production of finished goods further reinforces this trend, for the
latter are capital-intensive while the production of raw materials
was relatively labour-intensive. Thus the share of wage-labour in
the working population of Latin America remained constant at 14%
between 1925 and 1963, while the share of industrial production
in the gross national product doubled from 11% to 23%.5°

Secondly, an unfavourable relationship of forces on the labour
market, due to a growing industrial reserve army, may make it im-
possibleeffectively to organize the mass of the industrial and mining
proletariatin trade unions. Asaresult, the commodity oflabour-power

*André Gunder Frank, Lumpenburguesia: Lumpendesarrollo, Caracas, 1970,
p. 110. The sources are official publications of the United Nations (CEPAL and the
International Labour Office). Likewise in India, the annual average rate of growth
of industrial output was 6.6% from 1950 to 1972, whereas the annual average rate
9f growth of employment was a mere 3.8%, and even fell to 1.8% in 1966-73, when
it was lower than the annual rate of growth of the population. See Basic Statistics
Relating to the Indian Economy, published by the Commerce Research Bureau,
Bombay, November 1973,
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isin its turn not only sold at its declining value, but even below this
value. In this way it becomes possible for capital, given reasonably
favourable political conditions, to compensate any tendency for the
rate of profit to fall by achieving a further increase in the rate of
surplus-value through a significant reduction in real wages. This
happenedin Argentinain 1956-60, Brazil in 1964-66 and Indonesia
in 1966-67 5!

The existence of a much lower price for labour-power in the
dependent, semi-colonial countries than in the imperialist countries
undoubtedly allows a higher world average rate of profit — which
ultimately explains why foreign capital flows into these countries
at all. But at the same time it acts as a limit on the further accumula-
tion of capital, for the extension of the market is kept within extreme-
ly narrow confines by the low level of real wages and the modest
needs of theworkersin the Third World. The familiar state of affairs
already described in our short analysis of the heyday of imperialism,
is consequently once again reproduced: it becomes more profitable
for local capital to invest outside rather than inside industry. This
tendency is further reinforced by the fact that those industries in
the underdeveloped countries which are equipped with modern
technology — even if often with only the ‘discarded’ equipment of
the West —mostly suffer from a very high degree of unutilized
capacity, as well as a lack of ‘economies of scale’.%2 The effect is to
brake the concentration of capital, impede the extension of produc-
tion, promote the drain of capital into non-industrial and non-
productive spheres and increase the army of unemployed and
underemployed proletarians and semi-proletarians. Therein lies
the real ‘vicious circle of underdevelopment’ and not in the alleged
insufficiency of national income, causing an insufficient savings
ratio.*

Accordingly, the structure of the world economy in the first phase

$1Ruy Mauro Marini estimates the fall in real wages of industrial workers in Sdo
Paulo — the most highly industrialized centre in Brazil — at 15.6% in the two years
following the military putschin 1964. He bases this on the official cost of living index,
which certainly underestimated the rate of inflation. Subdesarrollo y Revolucion,
Mexico, 1969, p. 134. In the longer-term, the purchasing power of the minimum
wage In Brazil dropped by 62% between 1958 and 1968. See Emile Sader, ‘Sur La
Politique Economique Brésilienne’, in Critiques de ' Economie Politique, Nos. 3,
April-June, 1971

*?See also Urs Miiller-Plantenberg, ‘Technologie et Dépendance’. in Critiques
de I'Economie Politique, No. 3, April-June, 1971.

3Paul A. Baran, in The Political Economy of Growth, has subjected this thesis of
academic economics to a thorough and convincing critique.
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of late capitalism is distinguished by several important character-
istics from its structure in the age of classical imperialism. But it
reproduces and even reinforces the differences in levels of produc-
tivity, income and prosperity between the imperialist and the under-
developed countries. The share of the underdeveloped countries
in world trade declines — instead of growing or remaining con-
stant — and the decline is rapid. All private and public transfers of
capital from the metropolitan countries cannot keep pace with the
flow of values in the opposite direction, and the countries of the
so-called Third World consequently suffer relative impoverishment
in their transactions with the imperialist countries. Obviously this
impoverishment cannot be accompanied by a growing share in world
trade,i.e., by a growing share in international purchasing power.
The Third World’s rapidly declining share in world trade — from
approximately 32% in 1950 to approximately 17% in 1970 —
naturally does not in any way imply that there has been an absolute
decline in the dependence of imperialist countries on certain stra-
tegic raw materials (such as uranium, iron ore, oil, nickel, bauxite,
chromium, manganese, and others) exported by the semi-colonial
countries: on the contrary, there has been an absolute increase in
this dependence? But within the framework of the capitalist world
economy the contradiction between the use value and exchange
value of commodities is expressed in the fact that the increased
dependence of imperialism on the raw materials exported by the
colonial countries is accompanied by a relative decline in the prices
paid for these raw materials and a relative decline in their value.
However, the long-run decline in the terms of trade at the expense
of countries exporting primary commodities, also results in a relative
decline in the rate of profit of the monopolies producing these com-
modities, as compared with those producing manufactured goods>
>4Pierre Jalée analyzes this increased dependence in great detail (op. cit., pp. 25-6).
Bairoch (op. cit., p. 76) found that between 1928 and 1965 the share of the develop-
ing countries in the world production of iron ore rose from 7% to 37 %, their share in

the world production of bauxite from 21% to 69 % and their share in the production
of oil from 25% to 65 %.

$5The successful efforts by European oil companies to break the world oil cartel’s
control of petroleum prices in the 60’s led to an actual fall in these prices, and in the
profits of the ‘oil majors’, which produced an —in part deliberately engineered —
oil shortage and temporary reestablishment of price control by the cartel. This whole
story of competition and monopoly, of a break-up and reinstitution of administered
prices, together with the underlying operation of the law of value in the oil market,
is recounted by H. Elsenhaus and G. Junne, Zu den Hintergriinden der gegenwir-
tigen Oelkrise’, in Blatter fur deutsche und internationale Politik, Cologne, 1973,
No. 12.
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This in turn necessarily leads to a much greater inflow of capital
into manufacturing industry than into primary production. In the
long-run, the growing disproportion between these two sectors in-
evitably ended in a sharp change in their relative prices — hence
the great boom in primary commodity prices in 1972-74, in which
speculation played a not insignificant secondary role. The conjunc-
tural and speculative elements in this boom will ensure a new fall
in these prices again — but not back to pre-1972 levels. The present
abrupt modification of the relative prices of manufactured and
primary products thus inaugurates a new phase — the third since
the early 19th century —in which raw materials have suddenly
become more expensive compared to manufactured goods.®® Such
ashiftin relative prices willinevitably unleash new trends of uneven
development in capital accumulation across the world.
Underlying the whole uneven and combined development of
capitalist, semi-capitalist and pre-capitalist relations of production,
linked together by capitalist relations of exchange, is the problem
of the concrete effect of the law of value on the international level —
in other words, the problem of the formation of world market prices
and their repercussions on national economies. There is no doubt
that only one law of value exists %% it has the function of regulating,
through the exchange of medium-term equivalent quantities of
labour, the distribution of the economic resources at the disposal
of society into the various spheres of production, according to the
fluctuations of socially effective demand — in other words the struc-
ture of consumption, or structure of income determined by capitalist
relations of production and distribution, But this general fact

*¢See Angus Hone, “The Primary Commodities Boom’, New Left Review, No 81,
September-October 1973.

$7Pierre Naville is not on the virgin soil he believes when he presents this fact asa
greatdiscovery inLe Salaire Socialiste, Paris, 1970, pp 14-30. Moreover, he draws the
mistaken conclusion fromit that a ‘single law of value’ regulates all economic relations
in the entire world, including the USSR (pp. 24-5). The law of value was already the
‘single’ law on the world market in the middle of the 19th century; but at that time it
by no means regulated the distribution of economic resources over various branches
of production in China. This necessitated arevolution in Chinese relations of produc-
tion. Nor does the law of value regulate economic relations today in China or the
USSR. Naville forgets that in the age of capitalism this regulation is determined not
by the movement of commodities but by the movement of capital (we left simple
commodity production behind a long time ago). It just so happens that the free move-
ment of capital is not permitted either in China or the USSR, where investments are
by no means determined by the laws of the market (hence ultimately by the law of
value).
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does not yet in anyway tell us how the law of value operates on
the world market.

Although Marx discussed this problem on several occasions® he
did not analyze it systematically in Capital. But on the basis of his
remarks, the logic of his theory and an analysis of the development
of the capitalist world market over the last 150 years, it is possible
to formulate the following principles:

1. Under the conditions of capitalist relations of production,
uniform prices of production (i.e., a wide-ranging equalization of
rates of profit) only emerge within national markets (in pre-capitalist
commodity production, different commodity values can even exist
alongside each other in regional markets within a single country,
based on the differing productivity of labour in the various areas,
where there are impediments to the national circulation of com-
modities.)%® The law of value would only lead to uniform prices all
over the world if there had been a general international equalization
of the rate of profit as a result of the complete international mobility
of capital and the distribution of capital over all parts of the world,
irrespective of the nationality or origin of its owners; in other words,
in practice only if there were a homogenized capitalist world eco-
nomy with a single capitalist world state®

2. The restriction of uniform prices of production to ‘national’
marketsnecessarily determines a variation in the value of commodi-
ties in different nations. Marx expressly emphasized this specific
effect of the law of value on the international level on several occa-
sions. It is based on nationally differentiated levels of the produc-
tivity or intensity of labour (and hence of commodity values),
nationally differentiated organic compositions of capital, nationally
differentiated rates of surplus-value, and so on. On the world market,
thelabourof a country with a higher productivity of labour is valued
as more intensive, so that the product of one day’s work in such a

*For instance: Capital, Vol. 1, Chapter 22; Capital, Vol. 3, pp. 214-5; Capital,
Vol. 3, Chapter 14, Section 5; Capital, Vol. 3, end of Chapter 20; Capital, Vol. 8, end
of Chapter 39; Capital, Vol. 3, pp. 803-183; Capital, Vol. 3, Chapter 50, pp. 874-5;
Theories of Surplus Value, Vol. 2, pp. 16-20; Theories of Surplus Value, Vol, 3,
pp. 252-7; Grundrisse, p. 872; etc.

*%See the example of contemporary India, where the prices of basic foodstuffs in
the various states are still fundamentally different, where there can be a famine in
one state and normal food prices in the neighbouring state. Complete freedom in the
circulation of commodities and capital is obviously a precondition for the formation
of a uniform value for commodities. Capital, Vol. 8, p. 196.

*See the development of this analysis in Chapter 10 of the present work.
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nation is exchanged for the product of more than a day’s work in an
underdeveloped country.

3. By the export of commodities from a country with a higher
level of labour productivity to a country with alower one, the owners
of the exported goods make a surplus-profit, because they are able
to sell their commodities at a price above the price of production
on their own internal market but below their ‘national’ value in
the importing country.

4. If the volume of this export is sufficiently large to dominate
the entire market of the importing country, then the ‘national’ value
of the commodity in the latter will in time adjust to the value of the
commodity in the exporting country under the pressure of competi-
tion from the imported goods, i.e., the extra profit will disappear.
If the demand for this commodity subsequently continues to increase
by leaps and bounds, and cannot be met by imports, room will be-
come available for a national industry with a higher level of labour
productivity to replace the ruined backward industry (as in the case
of the textile industry in Russia, Italy, Japan and Spain after 1860-70,
and even partly in India and China after 1890-1900), even if the
labour productivity of this ‘national’ industry falls somewhat below
that of the exporting country.

5. If the volume of this export remains too limited to be able to
determine the amount of socially necessary labour contained in the
- given commodity within the importing country, then the value of
the commodity in this market remains above that of the exporting
country, and the commodities of the exporting country will continue
to make a surplus-profit (this is partly the case with the pharmaceu-
tical products exported by the imperialist countries to India, South-
East Asia and Africa).

6. If a country possesses a virtual world monopoly of the pro-
duction of a commodity, then its conditions of production form the .
preconditions for the world market price (and this naturally entails
a monopoly surplus-profit over and above the ordlnary average
profit of the producing country). The same law is valid, mutatis
mutandis, when the country does not have amonopoly on the produc-
tion of the commodity, but does have a monopoly on its export.

7. Ifnocountry possesses amonopoly of the production or export
of a commodity, its world market value will be determined by the
average international level of the commodity values needed to
satisfy the entire international, monetarily effective demand. This
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average value may then exceed that of the most productive country
just as much as it may remain far below that of the most backward
country.61

8. If a country with an average level of labour productivity be-
low the world average is caused to produce certain goods exclusively
for export, then the value of these exported goods is not determin-
ed by the actual specific quantities of labour expended in their
production, but by a hypothetical average (i.e., by the quantities
of labour which would have been expended in their production had
it been carried out with the average international level of labour
productivity). In this case the country in question suffers a loss of
substance through its export —in other words, in exchange for the
quantities of labour expended in the production of these goods, it
receives back the equivalent of a smaller quantity of labour. Even
in this case it can make an absolute profit from this export transac-
tion if mineral resources and labour power which would not
otherwise be utilized are employed for these exports. But it will
nonetheless suffer relative impoverishment in comparison to the
countries which import these export goods.5?

9. All the preceding principles to a greater or lesser extent pre-
suppose extensive capitalist relations of production in the various
nations trading with one another (see the quotation from Engels’
letter to Conrad Schmidt at the beginning of this chapter). If, how-
ever, the relations of production in a country are only marginally
capitalist, and if the exported commodities are produced in pre-
capitalist or semi-capitalist conditions, then the tendency for com-
modities to be exported below their ‘national’ value may become
significantly stronger — among other things because the ‘wages’
which enter into the commodity value may fall far below the value
of the commodity of labour power, if the producers are only
semi-proletarians who still possess their own means of producing
the necessities of life or if they are small peasants who carry on

5'This explains the sometimes significant fluctuations in the world market price
of foodstuffs within relatively short spaces of time. For as soon as there is a sudden,
even if only marginal food shortage on the world market, the products of the relatively
least fertile areas in the least productive countries, which would normally not even be
exported at all, can now all at once determine the world market price. Since world
trade in grain, for example, forms only a very small percentage of world production
of grain, a marginal increase in the demand in a large country can raise the price
suddenly by 25% or 50%.

©Marx, Capital, Vol. 3, p. 238.
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subsistence agriculture and whose consumption is limited to the
physiological minimum for life.*®

10. Precisely because of these differences in the value of com-
modities and the productivity of labour between each country in-
tegrated into the capitalist world market, the law of value inexorably
compels the backward countries with a low level of labour produc-
tivity to specialize on the world marketin a manner disadvantageous
to themselves. If they wish, despite this fact, to embark on the
production of high-value industrial goods (in small series and with
colossal costs) they are condemned to sell these at a loss on their
internal market, because the difference in production costs com-
pared with those of the industrialized nations is too large, and
exceeds the normal margin of profit on the domestic market. Russia
and China escaped this fate after their socialist revolutions only by
a protective monopoly of foreign trade.

$3Marx, Capital, Vol. 3, pp. 805-6.
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The Three Main Sources of Surplus
Profit in the Development of
Modern Capitalism

In the second chapter we argued that the problem of imperialism
must be construed historically as a qualitative change in the struc-
ture of the world capitalist economy. We are thus dealing with the
reproduction on a world-wide scale of one of the basic problems in
Marx’s analysis of capital, namely the relationship between uneven
development and competition, which tends to suppress uneven
development and yet is obstructed by it. We will discuss therewith
the problem of the equalization of the rate of profit, Above all, we
will be concerned with the role which the quest for surplus-profits
plays in the process of capital accumulation and capitalist growth.

We have already pointed out that the growth of the capitalist mode
of production by its nature always leads to disequilibrium. We must
alsobear in mind that the problem of the extension of capital to new
realms of production — whether technical or geographical —is
ultimately determined by a difference in the level of profit, which
means that there must at the same time be a relative excess of
capital, a relative immobility of capital and relative limits to equa-
lization of different rates of profit set by monopoly. It follows that
the actual growth process of the capitalist mode of production is
notaccompanied by any effective equalization of the rates of profit.!

"Marx: ‘“The industrial rates of profit in various spheres of production are them-
selves more or less uncertain; but in so far as they appear, it is not their uniformity
but their differences which are perceptible. The general rate of profit, however,
appears only as the lowest limit of profit, not as an empirical, directly visible form
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If the accumulation of capital is said to be a means of extending
the production of relative surplus-value, or of reproducing the
industrial reserve army on an expanded scale in order to achieve
an absolute or relative reduction in wages, then this all comes down
to the same process of the redistribution of socially produced surplus-
value to the advantage of those capitals which have achieved the
greatest accumulation and possess the highest organic composition.
If the accumulation of capital is said to be a response to the decline
of the average rate of profit, then it is obvious that the strongest
capitals will not be content merely to augment the mass of profit
but will also attempt to increase their rate of profit. If the accumu-
lation of capital is said to depend on the realization of surplus-value,
then once again, in the context of ‘many capitals’ —1.e., of capita-
list competition — the latter must ultimately be a problem of the
questforsurplus profits. For thecapitalsthat can only partially realize
their surplus-value, or realize it only below or just at the average rate
of profit, are at an obvious disadvantage compared to those that suc-
ceed in realizing the full value of their commodities, with so to
speak a second helping —i.e., with a part of the surplus-value pro-
duced in other spheres added to it, or in other words with surplus-
profits: “The surplus-profit which some individual capital ...
realizes in a particular sphere of production . . . is due, aside from
fortuitous deviations, to a reduction in cost-price, in production
costs. This reduction arises either from the fact that capital is used
in greater than average quantities, so that the faux frais of produc-
tion are reduced, while the general causes increasing the produc-
tiveness of labour (co-operation, division of labour) can become
effective to a higher degree, with more intensity, because their field
of activity has become larger; or it may arise from the fact that,
aside from the amount of functioning capital, better methods of
labour, new inventions, improved machinery, chemical manufac-
turing secrets, etc., in short, new and improved, better than average
means of production and methods, of production are used.”

of the actual rate of profit.” Capital, Vol. 3, p. 367. See also p. 369: “The rate of profit,
on the other hand, may vary even within the same sphere for commodities with the
same price, depending on different conditions under which different capitals pro-
duce the same commodity, because the rate of profit of an individual capital is not
determined by the market-price of a commodity, but rather by the difference
between market-price and cost-price. These different rates of profit can strike a
balance — first within the same sphere and then between different spheres —only
through continual fluctuation.’ ! Marx, Capital, Vol. 3, p. 644.
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But is it not true to say that this double process, involving the
expansion of the mass of capital and the reduction of the cost-price
of commodities through improved machinery and a higher organic
composition of capital, contains the whole meaning and purpose of
capital accumulation under the pressure of competition? Are we
not justified, therefore, in describing this process as dominated by
the indefatigable search for surplus-profits?

Assoon asitis acknowledged, however, that the process of extend-
ed reproduction is determined by the quest for surplus-profits, a
new question arises: How can surplus-profits be made in a ‘normal’
capitalist economy? Here once again we find confirmation of a
thesis already argued in the first chapter. It is impossible to reduce
the conditions for making a surplus-profit to a single factor. All the
laws of motion of the capitalist mode of production must be taken
into account. In capitalism, surplus-profits arise:

1. When the organic composition of a specific capital is smaller
than the social average, but institutional or structural factors at the
same time prevent the above-average surplus-value produced in
these sectors from entering the process of the equalization of the
rate of profit.? This is, for example, the source of the surplus-profit
called absolute ground rent, created by a monopoly of property in
land under the capitalist mode of production. It is, more generally,
the source of all monopolistic surplus-profits.

2. When the organic composition is above the social average,
i.e.,whenaparticular capitalisable toexploitan advantagein produc-
tivity in a given sector and thus appropriate a part of the surplus-
value produced by other firms in that sector. ‘Our analysis has
revealed how the market value (and everything said concerning it '
applies with appropriate modifications to the price of production)
embraces a surplus-profit for those who produce in any particular
sphere of production under the most favourable conditions.’¢

3. When itis possible to force down the price paid for labour-
power to a level below its social value, i.e., below its average social
price, or what is the same thing, when it is possible to buy labour-
power in countries where its value (average price) is lower than its
value (average price) in the country where the commodities are

*A surplus profit may also arise if certain spheres of production arein a position
to evade the conversion of the values of their commodities into prices of produc-
tion, and thus the reduction of their profits to the average profit.” Capital, Vol 3,
p- 199. See also Caprtal, Vol. 3, p. 743. ‘Ibid., p. 198.
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sold.? In such cases surplus-profit arises from a rate of surplus-value
which is higher than the social average.

4. When it is possible to force down the price paid for the vari-
ous component parts of constant capital to a level below the social
average (the price of production). In practice, this is normally only
possible in the case of circulating, and not of fixed, constant
capital — in other words, when the capital of a firm, an industry or
a country has access to raw materials that are cheaper than those
with which other capitals have to operate.

5. When the reproduction of circulating capital (and hence of
variable capital) is accelerated, i.e., when the turnover-time of a
specific circulating capitalis shorter than that of the socially average
circulating capital, without a medium-term generalization of this
shorter period. Surplus-profit emerges here only when the rate of
profit is calculated on total capital stock, not on annual capital flow,
since it originates from additional production of surplus-value within
the firm itself, This variant is in effect a special instance of the first
case cited above: it amounts to a monopoly of techniques for shorten-
ing the turnover-time of circulating capital. An example is the dif-
ficulty of European auto firms in financing the high costs of conveyor
belt and assembly line output in the motor industry during the 20s,
which gave US firms a much shorter turnover-time for their circulat-
ing capital.

In all these cases we are dealing with surplus-profits which do
not enter the process of equalization in the short term, and so do
not lead simply to a growth in the average social rate of profit. They
can indeed be accompanied by a drop in the average rate of profit,
and in fact they mostly are. The classical case of monopoly capital-
ism, in which a surplus-profit arises in many sectors under monopoly
proteetion, shows how surplus-profits can, if their volume is con-
siderable, even sharply intensify the fall of the average rate of
profit, for these surplus-profits have after all been taken out of the

mass of surplus-value to be divided among the non-monopolized
sectors.

$4In fact, the direct interest taken by the capitalist, or the capital, of any partic-
ular sphere of production in the exploitation of the labourers who are directly em-
ployed is confined to making an extra gain, a profit exceeding the average, either
through exceptional overwork, or reduction of the wage below the average, or
through the exceptional productivity of the labour employed.” (K. Marx, Capital,
Vol. 8, p. 197.)
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Why is it that there were no major international movements of
capital (and hence no significant disruption of the elementary pro-
cesses of primitive accumulation of capital in the relatively back-
ward countries either) in the period of freely competitive capitalism,
while these emerged on a wide scale in the age of imperialism? The
following factors impeded the rise of an international difference in
the rate of profit or limited it to a minimum:

1. The structural importance of the industrial reserve army in
the first countries to industrialize. In the long term this led to the
stagnation or regression of real wages (with only occasional in-
creases), so that there was relatively little incentive to exploit the
cheap labour-power of the backward countries.®

2. The early institutional weakness of proletarian class struggle
and permanent working-class organizations for this struggle, in
the first instance trade unions, which must be attributed to the size

of this industrial reserve army.”

3. The significant difference in the level of productivity be-
tween agriculture and young, modern large-scale industry, was a
source of ‘unequal exchange’ and surplus-profit for industrial capital

$This problem has been the object of considerable dispute between Marxist and
non-Marxist historians. The issue is complicated by the fact the industrial revolution
and its large-scale urbanization drastically altered the structure of consumption
among the labouring population (for example, by the introduction of rent for
lodgings), making comparison of real wages between say 1740 and 1840 hazard-
ous. It should be noted, however, that two non-Marxist historians, E. H. Phelps-
Brownand S. V. Hopkins, estimate that the real wages of English building-workers
dropped from an index of 77 in the year 1744 (taking their level in 1451-75 as 1001)
downwards until the years 1834-35, and again in 1836-42 and 1845-48: it was only
from 1849 onwards that the 1744 level was definitively surpassed. See ‘Seven
Centuries of the Prices of Consumables, Compared with Builders’ Wages', in Eco-
nomica, 1956. Likewise, per capita consumption of sugar—a ‘high-quality’ consumer
good — declined in England from 16.86 kg in 1811 to 7.9 kg in 1841, For the whole
controversy, see among others: Eric Hobsbawm, ‘The British Standard of Living’,
Economic History Review, 1957; T. S. Ashton, ‘The Standard of Life of Workers in
England 1790-1830’, Journal of Economic History, Supplement XI, 1949; A. Taylor,
‘Progress and Poverty in Britain 1780-1850" in History, XLV (1960).

"Fritz Sternberg, who was the first to make a thorough investigation of the signi-
ficance of long-term fluctuations in the industrial reserve army for the development
of capitalism, was wrong on this point. He claimed that the American case proves
that trade unions are not a major determinant of wages, for wages are much higher
in the USA than in Western Europe while the unions are much weaker: Der Impe-
rialismus, p. 579. (Sternberg’s book was written before the rise of the CIO, and his
remark was quite correct at the time.) Sternberg, however, forgot Marx’s emphasis
on the historical and traditional element in the value of the commodity of labour-
power which, in the USA, took the form of a shortage of labour-power and the fron-
tier. Both of these facts were given from the very outset of capitalism there, and



80 Late Capitalism

in so far as the penetration of capital into agriculture and the appear-
ance of capitalist ground rent were still only marginal phenomena.?

4. The abundance of freely accessible areas of investment in
Western Europe (and North America) as a result, among other things,
of the uninterrupted extension of railway construction, the indus-
trialization of a number of spheres of production such ‘as mining,
textiles, machine construction, shoes, iron and steel, brickmaking,
cement and so on.

But the same factors that led in the first century of the capitalist
mode of production to the predominant immobility of capital on
the international level (or to the predominant restriction of its
mobility to Western Europe) began to have the opposite effect from
the 1870s:

1. There was a rapid and uninterrupted emigration of labour-
power from Western Europe overseas, first and foremost to North
America, which absorbed 22.5 million immigrants between 1851
and 1909, of whom 9 million arrived in the three decades from
1861 to 1890, compared with 2 million from 1821 to 1850. Western
and Central Europe were increasingly transformed into an indus-
trial workshop for the entire world, so that it was no longer so much
in the West that artisans and peasants were ruined and the industrial
reserve army increased as in Eastern and Southern Europe and
especially in other continents. There was consequently a long term
decline in the industrial reserve army in the West, and a long term
reinforcement of workers’ organizations, which led to a slow but
continuous increase in real wages.® There thus developed a new
interest in the exploitation of cheap labour-power outside Western
Europe and North America.

2. The difference in the level of productivity between agricul-
ture and mining on the one hand and the processing industry on the
other led to the opposite result. A growing and unsatisfied demand

for a long time hindered any rapid expansion of it. In Europe and elsewhere the
secular fluctuations of the industrial reserve army certainly do determine the long-
term possibilities of an increase in real wages; but even where these possibilities
exist, their realization is dependent on the struggle of the working class and hence
also on the strength of the trade inions. Compare the relative development of real
wages in Germany and France, for example, before the First World War, which
certainly cannot be explained by difference. in the industrial reserve armies of the
two countries.

¢In France, Belgium and Germany, for example.

%0n the connection between the long-term trend for the industrial reserve army
to decline and the other developments here described, see the thorough analysis
in Fritz Sternberg, Der Imperialismus.
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arose for a number of important raw materials, reinforced by the
catastrophic consequences of the American Civil War for the British
cotton industry. In many cases there was an absolute increase in
the price of raw materials, but there was at least a relative rise in
all cases (the price of cotton continued to climb without interrup-
tion from 1849 to 1870).

3. The thorough industrialization of the countries of Western
Europe reached an initial ceiling, especially after the French boom
in the 1860s and the founding phase of the new German Empire:
the steam technology of the first Industrial Revolution was now in
universal use, and there was an abundance of excess capital in
several Western European countries. The growing concentration
of capital and the rising costs of new investments in spheres that
had already been industrialized — and later the growth of trusts
and monopolies — inevitably meant a rapid increase in the volume
of capital pressing for new fields of investment.

4. In the long term a fall in the rate of profit became apparent,
caused by the significant rise in the organic composition of capital. ™

The rapid export of capital to less developed countries, which
began on a massive scale in the 1880s, was hence an answer to all
these problems. Exported imperialist capital now achieved surplus-
profits by the following means:

1. Capital was invested in countries and spheres where the
average organic composition of capital was significantly lower than
in the manufacturing industries of the West, and hence it was pos-
sible to achieve a much higher rate of profit.

2. This rate of profit rose all the more because the rate of
surplus-value was sometimes much higher in the dependent hands
than in the metropolitan countries, due to the fact that the long
term expansion of the reserve army caused the price of the com-
modity of labour-power to fall below its value and that the value
of this commodity was far lower than that in the West.!!

1The calculations of Phyllis Deane and W. A. Cole, which must be treated with
great reserve, also reveal a fall in the share of profits, interest and ‘mixed income’
in the national income of Great Britain from an average of 39.4% in the decade
1865-74 to 38.2% in the decade 1870-79 and 37.8% for the decade 1885-94: British
Economic Growth, p. 247. For Italy, Emilio Sereni cites a slump which is much
sharper even than this: the average yield of capital (rendimenio medio del capitale)
is said to have fallen from 24.2% in the half decade from 1871-75 to 14.1% in the
half decade from 1886-90: Capitalismo e Mercato Nazionale in Italia, Rome, 1968,
pp. 246-7.

“Marx expressly points out that the rate of surplus-value can frequently be lower
in the underdeveloped countries than in the developed ones. This continues to be
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3. The concentration of capital exports on the realms of agricul-
ture and mining, in other words on the production of raw materials,
at first permitted this capital to make large surplus-profits at a
given price for raw materials (in competition with traditional
methods of production and a lower productivity of labour). It then
led to a general decline in the price of raw materials altogether
and consequently to an increase in the rate of profit (or reduction
in the organic composition of capital) in the metropolitan countries.

4. These capital investments were entirely comprised of capital
that was idle in the metropolitan countries and could no longer
achieve the average profit, but only the average interest. The mas-
sive export of this capital therefore likewise caused a general
increase in the average rate of profit.??

Seen in this light, the beginnings of the first two successive stages
in the history of industrial capitalism — the stage of free competi-
tion and the stage of imperialism or classical monopoly capitalism
as described by Lenin — appear as two phases of accelerated accu-
mulation. The movement of capital exports unleashed by the quest
for surplus-profits, and the cheapening of circulating constant
capital, led to a temporary rise in the average rate of profit in the

the case in so far as capitalist technology is not used in production there, the pro-
ductivity of labour is much lower, and the part of the working day in which the
Iabourer merely reproduces his own wages is accordingly much greater, than in the
metropolitan countries. But this is by no means a general law. For if capitalist tech-
nology is introduced into the colonies and semi-colonies without an increase in the
consumption of labourers (among other things because of the presence of the indus-
trial reserve army), then there can be a rapid decrease in the value of labour power
and hence an increase in the rate of surplus-value to a level above that in the metro-
politan countries, despite the fact that the average productivity of labour is still
much lower than in the latter. The rate of surplus-value is not a direct function of
the productivity of labour. It merely expresses the relation between the time needed
by the labourer to reproduce the equivalent of his means of subsistence and the
remaining labour-time left to the capitalist at no cost. If the total number of un-
employed increases in the colonies while it decreases in the metropolitan countries,
and if the reduction of the labour-time needed to reproduce the labourer’s means
of subsistence in the metropolitan countries is partially neutralized by an increase
inthe volume of commodities consumed by the labourer, while this volume remains
constant (or even decreases) in the colonies, then a smaller increase in the producti-
vity of labour in the colonies can by all means be accompanied by a comparatively
greater increase in the rate of surplus-value than in the metropolitan countries.
In Vol. 3 of Capital Marx at any rate says: ‘Different national rates of profit are
mostly based on different national rates of surplus-value.” (p. 151).

120f late, several objections have been advanced against Lenin’s theory of im-
perialism, which attributed key importance to the export of capital in search of
surplus-profits. We shall discuss these objections at length in Chapter Eleven.
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metropolitan countries, whichin turn explains the coiossal increase
in the accumulation of capital in the period 1893-1914, after the
long period of stagnation from 1878-93 which was dominated
by a falling rate of profit.!3 This increase in the average rate of
profit made it possible for capital to experience a second period of
tempestuous expansion before the First World War.

When capitalist commodity production conquered and unified
the world market, it did not create a uniform system of produc-
tion prices, but a differentiated system of varying national prices
of production and unified world market prices. This allowed the
capital of the most developed capitalist countries to achieve surplus-
profits, for its commodities could be sold above their ‘own’ national
price of production and yet below the ‘national price of production’
of the buying country. In the final analysis, this internationally
hierarchized and differentiated system of varying commodity
values is explained by an internationally hierarchized and dif-
ferentiated system of varying levels of labour productivity. Imperia-
lism, far from equalizing the organic composition of capital on an
international level — or leading to an international equalization of
rates of profit, arrested and intensified international differences
in the organic composition of capital and the level of the rates of
profit.

Marx envisaged the possibility of this when he wrote: ‘Capital
succeeds in the equalization, to a greater or lesser degree, depend-
ing on the extent of capitalist development in the given nation, i.e.,
on the extent the conditions in the country in question are adapted
for the capitalist mode of production . . . The incessant equilibra-
tion of constant divergences is accomplished so much more quickly
1) the more mobile the capital, i.e., the more easily it can be shifted
from one sphere and from one place to another; 2) the more quick-
ly labour-power can be transferred from one sphere to another
and from one production locality to another. The first condition
implies complete freedom of trade within the society and the
removal of all monopolies with the exception of the natural ones,
those, that is, which naturally arise out of the capitalist mode of

The share of profits, interest and ‘mixed income’ in the national income of Great
Britain, which, according to the calculations of Phyllis Deane and W. A. Cole —see
footnote 10 — declined from 1865 to 1894, thenrose once again to as much as 42%
in the decade 1905-14. Naturally these figures are by no means congruent with
the Marxist concept of the rate of profit. But they do clearly indicate a tendency.
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production. It implies, furthermore, the development of the credit-
system. . . . Finally it implies the subordination of the wvarious
spheres of production to the control of the capitalists. . . . But this
equilibration itself runs into greater obstacles, whenever numerous
and large spheres of production not operated on a capitalist basis
(such as soil cultivation by small farmers) filter in between the
capitalist enterprises and become linked with them.™

It is clear that the obstacles which, for the reasons outlined above,
hinder the equalization of the rate of profit on a national scale,
acquire an even greater weight on the international level. The
greater relative immobility of capital; the prevalent immobility of
labour-power; and above all the existence on a massive scale of
non-capitalist spheres of production, in other words, the generaliz-
ed combination of capitalist with semi-capitalist and pre-capitalist
relations of production: these are the factors which have rendered
possible the differences in the level of profit between the colonies
and the metropolitan countries since the inception of the age of
imperialism, and which have made the investment of capital in
the colonies and semi-colonies a permanent source of surplus profits.

In the final resort the difference in the level of development
between the metropolitan countries on the one hand, and the colo-
nies and semi-colonies on the other, must be ascribed to the fact
that the capitalist world market universalizes the capitalist circula-
tion of commodities, but not the capitalist production of commeodi-
ties. Te put it even more abstractly: in the final analysis the mani-
festations of imperialism are to be explained by the lack of
homogeneity of the capitalist world economy.

From what does this lack of homogeneity stem? Does it come
from the nature of capital itself, or is it the result of an initial
historical structure —that of colonialism —which was certainly a
concrete accompaniment of the triumphal march of capital across
the globe, but which does not represent an essential precondition
for the advance of capital accumulation? The answer to this ques-
tion returns us to the problem of the differences in the level of profit,
an expression of the restless search for surplus-profits, which derives
from the uneven movement of capital accumulation itself. In the
‘pure’ case of continual increases in the organic composition of

Marx, Capital, Vol. 3, p. 196 (Our italics).
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capital and the incessant development of new techniques and
technology, which Marx foresaw but which has emerged in its
fully developed form only in late capitalism today, the differences
in the level of profit arise out of the competition of capitals and
the inexorable condemnation of all the firms, branches and areas
which fall behind in this race and are thus forced to surrender a part
of their ‘own’ surplus-value to those in the lead. What is this process,
other than the continual production of underdeveloped firms,
branches, areas and regions?

Thus even in the ‘ideal case’ of a homogeneous beginning,
capitalist economic growth, extended reproduction and accumula-
tion of capital are still synonymous with the juxtaposition and con-
stant combination of development and underdevelopment. The
accumulation of capital itself produces development and under-
development as mutually determining moments of the uneven
and combined movement of capital. The lack of homogeneity in
the capitalist economy is a necessary outcome of the unfolding
laws of motion of capitalism itself.

We saw earlier that technological innovation and increases in
the productivity of labour were by no means the only way of achiev-
ing surplus-profits. The discovery of cheap labour-power and its
incorporation into the capitalist labour process, and the production
of cheap raw materials, also served this goal. Cheap labour-power
was discovered and reproduced under conditions in which there
was not yet any widespread division of labour, while at the same
time the reduction of the value of labour-power to the physical
cost of its reproduction prevented any expansion of effective demand
and hence any extension of the internal market. In these condi-
tions, capital itself created an insuperable limit to its own extension.
Ultimately even the cheapest commodities from Manchester,
Solingen or Detroit were helpless against the lack of demand of
Indian, Amerindianor Chinese peasant communities which were to a
large extent imprisoned within a natural economy.

The differences in the level of productivity which resulted from
these differences in the level of wages, tended to harden and
become permanent. Capital accumulation crystallized interna-
tionally as the development, on the one hand, of large-scale industry
in the metropolitan countries, proceeding towards complete indus-
trialization through an advanced division of labour and technical
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innovation, and as the implantation, on the other hand, of the pro-
duction of raw materials in the colonies, defined by an arrested or
stagnant division of labour, laggard technology and pre-capitalist
agriculturaleconomy, blocking any thorough-going industrialization,
and reinforcing and perpetuating underdevelopment.ls

This process is not a mere exception to the more general tenden-
cies of capital, for we can discover the same process at work in the
industrialized countries themselves, in the so-called ‘internal colo-
nies’. It is not difficult to discern in the regional structure of the
industrial countries of the 19th and early 20th centuries the same
elements of unequal exchange, different levels of productivity,
underindustrialization, blockage of capital accumulation, in other
words the juxtaposition of development and underdevelopment
which is the hallmark of the structure of the world economy in the
age of imperalism.

In all these countries the emergence and development of in-
dustrial capital was localized and concentrated in a relatively small
number of complexes, surrounded by a ring of agrarian regions
which functioned as sources for the supply of raw materials and
foodstuffs, as markets for industrial consumer goods and as reserv-
es of cheap labour-power.

The classical case of an agrarian ‘subsidiary country’ within
the large-scale industrial economy of Western Europe, which Marx
himself investigated, is that of Ireland: ‘Ireland is at present only
an agricultural district of England, marked off by a wide channel
from the country to which it yields corn, wool, cattle, industrial
and military recruits.’'8 Obviously, this agricultural district also
experienced an accumulation of capital, but a significant portion
of this capital was drained off to the ‘industrial districts’, i.e., to
England. 17 Thus there was a reciprocal determination of develop-
ment and underdevelopment, for the drain of capital intensified

"We draw attention once more to the works by André Gunder Frank, Theotonio
Dos Santos and Samir Amin already mentioned above, which contain similar ideas.
Andre Gunder Frank’s as yet unpublished book, Towards a Theory of Under-
development, is particularly noteworthy in this connection. .

16Marx, Capital, Vol. 1, pp. 702-3.

See Marx-Engels, Werke, Vol. 16, p. 452. The fact that this steady concentra-
tion of capital within agricultural districts and its drain to industrial districts occurred
not only in Ireland but also in England itself, and in Scotland and Wales, has been

expressly emphasized by historians of the English banking system. See, among
others, W.T.C. King, History of the London Discount Market, London, 19386,

pp. xii-xiii, 61f.
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the situation of relative underemployment in Ireland which under
purely agricultural conditions only led to further impoverishment
and parcellization.’8 Marx therefore expressly stated that at the
dawn of capitalism the development of industry in the industrial
strongholds is accompanied by the destruction of industry in the
‘dependent countries’'?

Ireland was, however, by no means an exception in the history of
capitalism in the 19th century. We can list at least three other cases
of ‘subsidiary countries’ or ‘internal colonies’ in industrialized
nations which were just as exemplary. First, there is the case of
Flanders within Belgium. Belgium, which had become indepen-
dent in 1830, was the second country in Europe to industrialize,
after Great Britain. The destruction of Flemish cottage industry
(linen and flax) by the advent of the modern large-scale factory led
to processes of absolute impoverishment, mass unemployment,
emigration and de-industrialization which broadly coincide with
those described by Marx in Ireland. For more than half a century
Flanders became a reservoir of cheap foodstuffs, cheap agricultural
raw materials, cheap labour-power and oledient recruits for the
whole of Belgian industry.?® The percentage of industrial emplo-
yees among the working population of West and East Flanders
only increased fiom 22.3% to 26.4% between 1846 and 1890,
while in the two Walloon provinces of Liége and Hainaut it
rose in the same period from 18.3% to 48.4% and in the whole of
Belgium from 15.2% to 33.6%.%! As late as 1895 the average wage
of agricultural labourers in the four Walloon provinces was 50%
above that of the four Flemish provinces, and at 20 Belgian francs
the lowest monthly wage in Flanders, in the infertile Kempen
region, was three times lower than that of the least fertile region of
Wallonia, the Ardennes, where it amounted to 60 francs.??

Secondly, there is the case of the Southern States of the USA,

#Gee also Francois Perroux: ‘Growth is disequilibrium. Development is dis-
equilibrium. The implantation of one pole of development leads to a succession of
soctal and economic imbalances.” L'Economie du XXe Siécle, Paris, 1964, p. 169.

YMarx, Capitel, Vol. 1, p. 757.

2 For the devastating consequences of this destruction and the subsequent famine
see A. G, Jacqemyns, Histoire de la Crise Economique des Flandres, 1845-1850,
Brussels, 1929.

#Benoit Verhaegen, Contribution & ['Histoire Economique des Flandres, Vol. 11,
Louvain, 1961, pp. 57, 165.

*?Laurent Dechesne, Histoire Economique et Sociale de lo Belgique, Paris, 1932,
p. 482.
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both before and after the abolition of slavery. They functioned as
a reservoir of agricultural raw materials and as an ‘internal colony’
in the sense that they formed a steady market for the industrial
products of the North and did not develop any large-scale industry
within their own territory (this was to change only with the Second
World War).23

Thirdly, there is the case of the Mezzogiorno in Italy, where
Italian unification was followed by a pronounced process of de-
industrialization, which led to a steady drain of capital to the North,
with along term reservoir of cheap labour-power, cheap agricultural
products and a docile clientele in the South.?* Sylos-Labini notes
that industrial employment in Southern Italy (even if this was
mostly in domestic and small-scale industry) fell back from
1,956,000 persons in 1881 to 1,270,000 in 1911. The difference
in the level of wages between Northern and Southern Italy rose
from 12%1in 1870 to 25% 1n 1920 and 27% 1n 1929. In 1916, some
13 % of Italian share-capital was invested in the South, in 1947, a
mere 8%. Between 1928 and 1954 the share of the Mezzogiorno
in Italian national income dropped from 24.3% to 21.1%.>°

In a more restricted sense the same fate was true of broad
regions of the Austro-Hungarian Empire between the 1848 Revo-
lution and the First World War; of zones like Bavaria, Silesia.
Pomerania-Mecklenburg and Prussia in the German Empire
(i.e., the East and South);%® and of the agrarian West and Centre

#See Eugene D. Genovese, op. cit., pp. 19-26 and 280-5. Melvin M. Leiman,
Jacob N. Cardozo — Economic Thought in the Antebellum South, New York, 1966,
pp- 175-208, 238-43.

2*Thereis a very considerable literature on the economic development of Southern
Italy after Italian unification. See among others: Emilio Sereni, I Capitalismo nelle
Campagne (1860-1900); Aldo Alessandro Mola, L Economia Italiana dopo U'Unita,
Turin, 1971; Luigi Dal Pane, Lo Sviluppo Economico dell’ Italia negli Ultimi Cento
Anni, Bologna, 1962; A. Caracciolo, La Formazione dell’ Italia Industriale, Bari,
1970; Rosario Romeo, Risorgimento e Capitalismo, Bari, 1963. Antonio Gramsci
dealt with this problem in a number of the texts he wrote in prison: Quaderni del
Carcere, Vol. I, Turin, 1964, pp.97-8 and clsewhere. See also the volume edited
by Rosario Villari, Il Sud nella Storia dItalia, Bari, 1971.

2*Paolo Sylos-Labini, Problemi dello Sviluppo Economico, Bari, 1970, pp. 130, 128.

26¢Thus, for example, minimum wages in the building trade in 1906 were twice
as high in the large cities of Berlin, Hambhurg, Kiel, Diisseldorf, Dortmund, and
Essen as in the rural districts of East and West Prussia (Gumbinnen, Zoppot),
Brandenburg and Silesia and some of the poorer regions of Bavaria, Saxony and
the Eifel. R. Kuczynski. Arbeitslohn und Arbeitszeit in Europa und Amerika 1870-
1909, Berlin, 1913, p. 689f.
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(partly also the rural East) of France before the First World War.
In Spain, during both the 19th and 20th century, the South ful-
filled a completely comparable function not only as an ‘internal
colony’ in the sense of the constant reproduction of underdevelop-
ment, but above all as a catchment area for additional capital,
which was squeezed out of agriculture after the Second World
War to accelerate the process of industrialization in old and new
industrial centres in other parts of the country.?” An interesting
special case of the same phenomenon was the so-called ‘dual struc-
ture’ of Japanese industry, which developed from the 20s onwards
in two contrasted sectors — ‘modern’ and ‘traditional’ — the latter
based on archaic domestic and putting-out systems. 28 This dual
structure unquestionably yielded a massive transfer of surplus-
value from the ‘traditional’ to the ‘modern’ sector, such that the
former could be regarded virtually as an ‘internal colony’ of the
latter. It was only after the reserve army of labour in the country-
side sharply dwindled in the mid-60s, as a result of rapid industria-
lization and massive rural exodus, that this dual structure started
to decline, and with it the characteristic ‘semi-regional’ source of
surplus-value within Japan.

The relationship between these developed and underdeveloped
regions inside the industrialized capitalist states bears more than
a formal resemblance to the relationship between imperialist and
underdeveloped countries, for its economic function is the same
in both cases. The difference in the level of productivity between
agriculture and industry —which resembles that between the
production of raw materials and finished goods in the epoch of freely
competitive capitalism and classical imperialism —creates unequal

¥See among others, Alfonso C.Comin, Espaita del Sur, Madrid, 1965,

% See among others, Miyohei Shinohara, Structural Changes in Japan’s Economic
Development, Tokyo, 1970, Chapter Eight; Seymour Broadbridge, Industrial
Dualism in Japan, Chicago, 1966; K. Bieda, The Structure and Operation of the
Japanese Economy, Sydney, 1970, pp. 186-99, In 1955 there were still 26.5% self-
employed in the non-agricultural sector of the Japanese economy, as against 11.8%
in Australia, 10% in the USA and 6.2% in Britain (in 1951). Wage differentials by
size of manufacturing establishment covered a span of 30 to 100 in 1958, compared
with 64/100 in the USA and 79/100 in Britain (in 1954). Japanese differentials
were much higher before the First World War, when wages in the ‘traditional’
sector (mainly textles and light industry) were ‘tied to the low remuneration on
the land’: see G. Ranis, ‘Factor Proportions in Japanese Economic Development’,
in American Economic Review, September 1957, p. 595.
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exchange, or a steady transfer of value from the underdeveloped
to the industrialized regions of the same capitalist state. The ex-
change of agricultural products against industrial goods is an un-
equal exchange.?® The exchange of raw materials produced in the
underdeveloped regions (e.g., cotton in the Southern States of the
USA) against industrial finished goods is an unequal exchange. The
role played by underdeveloped agricultural regions in the indus-
trialized countries as reserves of underemployed or unemployed
labour-power is one of the main functions of these regions, because
it ensures the secular maintenance of the industrial reserve army
(in addition to the periodic reproduction of the same industrial
reserve army by the displacement of labour-power already in a
wage-relationship, by machines).®® The underdeveloped regions
within capitalist countries, just like the ‘external colonies’, thus
function as sources of surplus-profits. Here is Marx’s description of
the surplus-profits that industrial capital makes through exchange
with the production of small peasants and artisans in its first great
period of Sturm und Drang: ‘So long as, in a given branch of industry,
the factory system extends itself at the expense of the old handi-
crafts or of manufacture,®! the result is as sure as is the result of
an encounter between an army furnished with breech-loaders,
and one armed with bows and arrows. This first period, during
which machinery conquers its field of action, is of decisive impor-
tance owing to the extraordinary profits that it helps to produce.
These profits not only form a source of accelerated accumulation,
but also attract into the favoured sphere of production a large part
of the additional social capital that is being constantly created, and
is ever on the lookout for new investments. The special advantages

» Always with the reservation that we are speaking of agricultural production
by small peasants, which is not yet conducted by capitalist methods and does not
yet lead to the rise of capitalist ground rent. As soon as agriculture becomes fully
capitalized, such unequal exchange disappears.

NSee material on this problem in Sternberg, Der Imperialismus.

A further parallel to the relationship between industrial nations and under-
developed countries emerges here. For the economic source of this surplus-profit
lies in the fact that in the whole period of the incipient development of large-scale
industry, the market price of the commodity produced by machines, but which the
large factory cannot yet supply in a sufficient quantity, will certainly lie below the
individual value of the products of handicrafts and manufactures, but significantly
above the individual value of the machine-made product. In the sale of the latter
a considerable surplus-profit can thus be made, which is exactly what happens in
the export of cheap, mass produced industrial goods to countries which are still at
a pre-industrial stage.
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of this first period of fast and furious activity are felt in every
branch of production that machinery invades.” 32

But now we come up against two theoretical difficulties which
need to be solved. On the one hand, the lack of homogeneity in
production on a world scale has been explained by a certain im-
mobility of capital, in other words by the lack of a unified world-
wide capital market. But a unified capital market certainly does
exist within the industrialized nations; indeed, its creation mostly
preceded, and partly even determined, the advent of modern
large-scale industry. Why is it then, that this unitary national
capital market does not lead to a unitary national industrial
structure?

On the other hand, we know that large-scale capital exports
began in the 1880s, or long before the agricultural regions inside
the industrialized countries themselves had disappeared. Why
was capital then exported from the imperialist countries to the
‘external colonies’ instead of first being used to industrialize these
‘internal colonies’®

The answer to these questions will enable us to grasp more
precisely a phenomenon peculiar to the capitalist production of
commodities, namely the formation of capitalist prices of produc-
tion and the specific application of the law of value on the world
market. The creation of a unified capital market inside the indus-
trialized states prior to, or at the inception of, the process of indus-
trialization® created a uniform national rate of interest and profit.
It permitted only marginal differences in the level of wages;
differences in the level of industrial wages in different geogra-
phical areas of the same country could hardily exceed a certain
limit. Thus when the first wave of industrialization was over and had
filled and even over-filled the ‘internal market’, and when the
tirst relative over-production of capital had occurred as a conse-
quence, there was no longer any pressing interest in the thorough
industrialization of the agricultural regions within the industrial
country. Production there contributed to the equalization of the
national rate of profit. No surplus-profits could be achieved there,
for the very reason that a uniform system of prices of production
was in operation. There could at most be a slight increase in the

3Marx, Capital, Vol. 1, p. 450.
%Gee among others, E. Lipson, The Economic History of England, London, 1931,
pp. 244-6.
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average rate of profit. But greater transport costs, a worse infra-
structure and the lack of qualified labour power would very

quickly have neutralized the rather small difference that existed
in the level of wages.?*

By contrast, capital exports to the backward countries could
profit precisely from the fact that there was no uniform capital
market on a world scale, no uniform prices of production and no
uniform rate of profit. The difference in the level of wages was so
great, and the likelihood of achieving surplus-profits merely by
introducing manufacturing or early capitalist methods into agricul-
ture and mining therefore so significant, that the rates of profit
(surplus-profits) which imperialist capital could achieve in the
‘external colonies’ were initially much greater than those which
the same capital could hope to achieve in the ‘internal colonies’.
These ‘internal colonies’ were victims of the fact that although
they were certainly under-developed they were at the same time
bunched together with the industrialized areas in a system of
uniform production prices, profits and wages.

Up to now we have restricted ourselves only to cases of geogra-
phical differences in the level of productivity, to ‘external’ and
‘internal’ colonies:-Now, however, we must investigate the more
general case of a difference in the level of productivity between
different branches of industry in the same, already industrialized
country. This type of difference arises principally through technical
progress, the improvement of production techniques, the raising
of the organic composition of capital and above all the extended
reproduction of fixed capital. We must distinguish here between
two variants. If, besides a unified capital market, a unified system
of interest and unified prices of production, there are also no
restrictions on the mobility of capital, then after a certain period
the competition of capitals will lead once again to the disap-
pearance of surplus-profits temporarily accruing from the intro-
duction of modern technology. Capital will relinquish the branches
with lower rates of profit and flow into the branches with a higher
rate. There, over-production and over-accumulation will take
place, lowering market prices and suppressing surplus-profits,

*Francois Perroux points out that when a region with a growth firm (firme
motrice) is coupled with a region without such a firm (i.e., an underdeveloped
region) within the same country, this can undoubtedly lead to a growing difference
in their levels of development: L Economie du XXe Siécle, p. 225ff.
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while the branches which have suffered a drain of capital will no
longer be able wholly to supply socially effective demand at current
output. Market prices in the latter sectors will thus rise again.
Equalization of the rate of profit will be the result.

In the analysis of this process, however, it should be recalled
once more that even with complete mobility of capital there is no
immediate equalization of the rate of profit. A significant period
of time separates the first moment that a technological discovery
is given a productive application (i.e., the moment of technolo-
gical innovation) from the moment that there is an equalization
of the rate of profit. The cheaper commodity, manufactured with
more modern technology, is first produced and sold at the average

“social price of production. It thus yields the owner a surplus-profit.
This only gradually — through information in business reports
and so forth — penetrates the consciousness of the generality of the
owners of capital. Production in this branch then increases and
the competitive struggle intensifies, so that the commodity pro-
duced with more modern technology begins to lower the average
social cost price (market value). Despite this, however, it continues
to make a surplus-profit, because its individual value is still below
the average market value. Competitors then attempt to apply
the same more modern technology, or new owners of capital enter
tB-e branch of production in question with a view to achieving the
same surplus-profits. Only when this intensified competition has
lowered the profit of the innovating firm once more to the social
average by a reduction in market value proportionate to the saving
of social labour (for this is what any genuine technological progress
amounts to in the end) and consequent diminution in the value of
the commodity, can one say that equalization of the rate of profit
has been achieved. In the entire intermediate period technical
innovation does actually permit the realization of a surplus-profit..

It should further be pointed out that the whole process of the
appearance and disappearance of surplus-profits unleashed by
technical innovation is simultaneously a process of the accumula-
tion and devalorization of capital, in which many capitals operating
with an insufficient productivity of labour are ruined before the
equalization of the rates of profit takes place. Devalorization of
capital —reduction or destruction of values—implies, however, a
decrease in the total mass of capital with which the total surplus-
value produced has to be compared, and hence a temporary
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increase in the social rate of profit or a temporary halt of the
tendency for the rate of profit to fall. All these points explain why
it is highly profitable for a firm or a branch of industry to introduce
technological innovations despite the (subsequent) equalization
of the rate of profit.

We now come to the second variant, however, in which surplus-
profits can be realized by the introduction of technical innovation
even in the absence of perfect mobility of capital. This is the classi-
cal case of monopolies, where there are decisive restrictions on the
mobility of capital because of a combination of operative agree-
ments between the most important owners of capital and massive
installation costs (frais de premier ¢tablissement) — in other words
a qualitatively higher level of concentration and centralization
of capital. This combination results not only in temporary surplus-
profits, but also in the lasting surplus-profits which are a cha-
racteristic feature of the epoch of monopoly capitalism.

There are, of course, no absolute monopolies in the long-run,
and the growth of the surplus-profits of monopolistic or oligo-
polistic concerns is not without its limits. For one thing, the annual
mass of surplus-value is a given magnitude, which is limited in the
final resort by the number of hours worked by the productive wage-
labourers and which cannot be increased by phenomena of any
kind in the sphere of circulation. Once the total mass of surplus-
value, and hence the total mass of profit, is given, the surplus-
profits of a few concerns or monopolized branches of industry can
only be increased by the transfer of surplus-value from other enter-
prises or other branches of industry. For every surplus-profit there
will be a corresponding drop in the profits of other firms. If there is
an increase in monopolistic surplus-profits, then there will be a fall
in the rate of profit in the non-monopolized spheres and general
competition will be intensified to such a degree that ultimately a
drop in the production prices (and the surplus-profits) of the mono-
polies will also become inevitable.3> On the other hand, individual
monopolistic or oligopolistic concerns cannot allow themselves
excessive surplus-profits either, for as we have said no monopolies
are absolute. The difficulty of breaking into monopolized spheres
is always only relative; in other words, it involves a capital outlay
which is relatively difficult to achieve. If, however, a concern allows

3Which certainly does not mean, of course, that through this the transfer of value
from the non-monopolized sectors to the monopolized sectors ceases to occur.
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itself an ‘exaggerated’ surplus-profit, then there will be growing
attempts by other monopoly capitalist groups to obtain a share of
this surplus-profit, i.e., to break into this sphere. Since in most cases
the necessary capital is certainly available in all the capitalist
countries — with a few characteristic exceptions to which we shall
later return — and since the existent monopolists must constantly
reckon with this possibility (which would involve a sharp competi-
tive struggle with slumps in prices and profits on all sides), they
mostly avoid such ‘exaggerations’ in the ‘mutual interest’ of all mono-
polies. They are forced to do this all the more because in a system
in which most monopolies are also related to each other as mutual
suppliers, the quantity of marketable commodities of one monopoly
depends on the (monopoly) prices of the other monopolies.36 A
tendency equivalent to the equalization of surplus-profits thus
arises, i.e., two average rates of profit come into existence side by
side, one on the monopolized and the other in the non-monopolized
sectorof theimperialist countries.?” This juxtaposition of two average
rates of profit is none other than the juxtaposition of two different
levels of productivity, or in other words the same discrepancy in
productivity which we first discovered at the root of the transfer of
value between the industrialized and the non-industrialized regions
of the same imperialist state®

This analysis has been accused of infringing the fundamental
principles of Marx’s theory of value, and indeed any form of the
labour theory of value at all. According to this charge, the transfer

3Robert Triffin, Monopolistic Competition and General Equilibrium Theory,
Cambridge, USA, 1940.

YErnest Mandel, Marxist Economic Theory, pp. 423-6. The practical mecha-
nisms for equalizing monopolistic surplus-profits in this way include not only the
factors briefly outlined here, but also the limitation of the market and hence the
rate of surplus-profit by the selling price, and the compulsion to restrict or prevent
the spread of diversified or substitute products. For this, see the important literature
on the theme of ‘monopolistic competition’ which we partly cite in Marxist Eco-
nomic Theory and which begins with EM. Chamberlin’s book, The Theory of
Monopolistic Competition, Cambridge, USA, 1933.

¥ N. D. Kondratieff’s essay, ‘Die Preisdynamik der industriellen und land-
wirtschaftlichen Waren’, in Archiv fir Sozialwissenschaft und Sozialpolitik, Vol.
60/1, 1928, pp. 50-8, there is an eclectic confusion between the analysis of labour
value and the analysis of marginal utility. This leads to peculiar results. On the one
hand Kondratieff rightly acknowledges that long-term reductions in the price of
commodities (expressed in constant monetary values) can only derive from an
increase in the productivity of labour, i.e., from a reduction in the value of com-
modities. On the other hand, however, he speaks of the ‘purchasing power’ of
agricultural goods and the ‘purchasing power’ of industrial goods without taking
into account the fact that he is here comparing not labour values but relative market
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of value under the conditions of ‘normal’ competition (i.e., excluding
violence, fraud, swindles and monopolies)is impossible in the frame-
work of Marx’s theory of value, since commodities are exchanged
at their value. It is incomprehensible that an increase in the producti-
vity of labour could lead to the achievement of surplus-profits, since
such an increase should surely find expression in afall, and not a rise,
in the value of commodities. If the production of one branch falls
below the total average then the value of its commodities would
rise, not fall, in comparison to a branch operating with an above-
average productivity of labour. Finally, enterprises revealing a
technical advantage would certainly make a surplus-profit, but this
would be the result, not of a transfer of value, but simply of the fact
that the labour expended by their labourers is calculated as more
intensive because the level of its productivity is above-average —in
other words, because the total production of values has increased,
thanks to this more productive labour, by more hours of labour than
the ‘mere’figure of the hours of labour expended in these enterprises
suggests.3?

We would reply that these objections are mainly based on a con-
fusion between simple commodity production and capitalist com-
modity production.®> Under conditions of a stable productivity of
labour, where the latter can be regarded as given, the categories of
‘socially necessary labour-time’ and ‘socially squandered labour-time’
are clear and transparent. Here the phenomena of the market, ‘on
the surface’ of economic life, correspond on the whole to the deeper

prices. Furthermore: if in a given year the production of 1 ton of wheat dem ands
50 working hours and that of 8 suits demands 20, then 50 years later the relation
may have sunk to 30 working hours in the former case and 10 in the latter, so that
the “purchasing power’ of wheat has risen in comparison with that of textiles. But
cloth production may still have been expanded at the cost of wheat output, and the
exchange of wheatwith cloth may still involve a transfer of value to the advantage
of textile production. In order to find out whether the development of prices has
altered the proportions between the production of wheat and of cloth, we must
consider not only the elasticity of demand for the two products but also above all
the different rates of profit in the two sectors. An increase in ‘purchasing power’
by no means implies an increase in the rate of profit— and only the latter would
redirect capital from industry back into agriculture.

¥See for example, Busch, Scholler and Seelow, Weltmarkt und Weltwohrung-
skrise, Bremen, 1971, pp. 21-4.

0Tt is typical that the quotations on which these authors base their argument come
from the First and not the Third Volume of Capital. In the First Volume of Capital
Marx is concerned with ‘capital in general’, and the problem of capitalist competi-
tion and the transformation of value into prices of production which underlies the
transfer of value is not considered at all.
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essence of these phenomena, at least as far as the quantitative deter-
mination of value is concerned.4! (The origin and essence of the
value-form has, however, already ceased to be transparent in this
epoch of simple commodity production.) But under the capitalist
mode of production, which is characterized by the continual up-
heaval of technology, things cease to be so simple and transparent,
even where the quantitative determination of value is concerned.
Ttisimpossible to ascertain aprioriwhat constitutes socially necessary
and what socially squandered labour-time in each commodity, for
this after all can only be revealed a posteriori by establishing whether
a certain capital has obtained the average profit, more than the
average profit, or less than the average profit: ‘Demand and supply
imply the conversion of value into market-value, and so far as they
proceed on a capitalist basis, so far as the commodities are products
of capital, they are based on capitalist production processes, i.€., on
quite different relationships than the mere purchase and sale of
goods. Here it is not a question of the formal conversion of the value
of commodities into prices, i.e., not of a mere change of form. It is a
question of definitive deviations in quantity of the market prices
fromthemarket-values, and further, fromthe pricesof production. . . .
Under capitalist production it is not merely a matter of obtaining an
equal mass of value in another form — be it that of money or some
other commodity —for a mass of values thrown into circulation in
theformof a commodity, butitisrather amatter of realizing as much
surplus-value, or profit, on capital advanced for production, as any
other capital of the same magnitude, or pro rata to its magnitude in
whichever line it is applied. It is, therefore, a matter, at least as a
mintmum, of selling the commodities at prices which yield the
average profit, i.e., at prices of production.’ %

The process of the equalization of the rates of profit necessarily
results in a transfer of value, since the sum of production prices is
equal to the sum of values (since equalization, that is, competition,
1.e., movements in the sphere of circulation, cannot in themselves
‘create’ a single atom of additional value). Accordingly, if one branch
appropriates part of the surplus-value produced in other branches,
thenthiscanonly mean that these other branches must sell the com-
moditiesthey produce below their value. Marx expressly emphasized

1 See FriedrichEngels, ‘Supplement’ to Capital, Vol. 3, p. 897.
“Marx, Capital, Vol. 8, pp. 194-5 (Our italics).
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this#? The whole transformation of values into prices of production
is based on such a transfer of surplus-value, i.e., of value.#* In other
words, it is based on the fact that commodities produced under
capitalist conditions are generally not sold at their values.
Althoughthereis a methodological problem involved in extending
the ‘technical’ determination of value — socially necessary labour-
time as determined by the average productivity of labour in each
branch — to include the social needs for each specific use-value,
this problem does not lie in the necessary connexion between ex-
change value and use-value. Rosdolsky has shown that we must see
this two-fold determination of value as ‘two different stages of the
Investigation’ — in order to determine, from relations of supply and
demand, the market values of firms operating with an average,
below-average, or above-average productivity of labour. The real
difficulty is to determine the total mass of surplus-value which is
available for distribution among the capitalists. If, for example, the
market value of a particular commodity is determined by the price
of production of the firms with the lowest productivity of labour —
because demand exceeds supply over a long period — then most of
the firms in this branch will obtain a surplus-profit, i.e., an above-
average profit. Where does the surplus-profit come from? In the only
case where Marx makes a specific investigation of this question, the
case of ground rent, he says: it derives from the lower organic com-

#See for example Capital, Vol. 3, p. 758: ‘It has been shown that the price of
production of a commodity may lie above or below its value, and coincides with
its value only by way of exception.” See also Theories of Surplus Value, Vol. 2,
Part 1, p. 30: ‘Tt is therefore wrong to say that competition among capitals brings
about a general rate of profit by equalizing the prices of commodities to their values.
On the contrary it does so by converting the values of the commodities into average
prices, in which a part of the surplus-value is transferred from one commodity to
another.” The same is said in Grundrisse, pp. 435-6, Theories of Surplus Value, 11,
Partl,p. 35, Capital, Vol. 8, pp. 178-9.

#Marx, Capital, Vol. 3, pp. 156, 163-4, and many other passages.

+Busch, Scholler and Seelow claim that I adhere to a ‘reified” determination of
socially necessary labour-time, seeing it as determined in a purely technical manner,
i.e., independent of social needs or use-value. This is not true. As early as my Traité
dEconomie Marxiste (Paris, 1962), I included precisely this aspect of social needs
(relationship of demand and supply) in the determination of the prices of production
(Vol. 1, pp. 193-4). See also my Einfishrung in die marxistische Wirtschaftstheorie,
Frankfurt,1967, p. 15: ‘For a commodity which would not satisfy anyone’s need, since
it had no use-value . . . would be unsaleable from the very start; it would have no
exchange value . . . . This balance therefore implies that the sum of social produc-
tion, the sum of the productive forces, the sum of the working hours over which
this society disposes, have been distributed over the various branches of industry
in the same proportions as the consumers distribute their purchasing power over
their various needs.’
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positionof capital in agriculture, where itis engendered inthe sphere
of production, and where the private ownership of the land prevents
it from entering into the general redistribution of the overall social
surplus-value. But the various branches of industry —with the
exception of monopolies, which we cannot explore here — are
unable to prevent the surplus-value being redistributed in this
manner, so that Marx’s solution does not apply. It is all the less appli-
cable because the firms (or branches) with above-average producti-
vity of labour are normally the very ones with a higher, rather than a
lower, organic composition of capital. If this extra surplus-value is
not engendered directly in the specific sphere of production, then it
can only come from two sources: either it comes from the redistri-
bution of surplus-value previously produced elsewhere, and is the
result of a transfer of surplus-value, i.e., of value; or it ‘comes into
being’ in the sphere of circulation. Obviously, only the first of these
possibilities is compatible with Marx’s labour theory of value and
surplus-value.

Busch, Schéller and Seelow try to explain this surplus-profit by
saying that enterprises operating with above-average productivity
of labour are such that their labbur is more intensive than that of
those producing with average productivity — and accordingly that
thelabour which ultimately yields less than the average profit on the
market was in part not value-creating. This is a pseudo-solution,
however. All it really does is to shift the creation of value from the
sphere of production into the sphere of circulation. For precisely
under thecapitalistrelationsof production the question as to whether
an enterprise will obtain the average profit, less than the average
profit or more than the average profit is by no means a foregone con-
clusion at the time of completion of the process of production. Only
i the process of circulation does the transformation of values into
prices of production take place.

‘Monetarily effective demand’ as the measure of the ‘social
needs’ to be satisfied,*® can by its very nature only appear on the
market, and must fluctuate widely. According to Busch, Schéller and

“It must not be forgotten that (1) immediately following the passage in Chapter
10 in the third volume of Capital, in which Marx defines the case where supply
exceeds demand as one in which social labour-time has been squandered, he goes
onto say that ‘the mass of the commodity (then) comes to represent a much smaller
quantity of labour in the market than is actually incorporated in it’ (p. 187) (our
italics); (2) a whole discussion precedes and follows this passage in which the
volume of the social demand for a specific use-value is itself relativized and declared
to be dependent on the volume of the market value.
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Seelow, therefore, the total volume of surplus-value would be deter-
mined by these fluctuations. It was precisely this contradiction of his
theory of surplus-value that Marx sought to avoid by posing the law
that the total mass of surplus-value is already given by the process
of production, and that the total sum of the prices of production must
accord with the total sum of this surplus-value. This means, how-
ever, thatanysurplus-profits must be accompanied by below-average
profits on the part of other owners of commodities.

The Marxist theory of value starts out from the axiom that the
total mass of surplus-value is equal to the total mass of social surplus
labour, or in other words is determined by the total number of man-
hours worked less the total amount of necessary labour (i.e., less the
number of working hours needed to produce the equivalent of the
total sum of the wages of the productive workers). On the whole, this
is independent of the specific productivity of labour in each enter-
prise and, givenconstantwages, canonly be modified by the producti-
vity of labour in the consumer goods industry. To regard the total
massasgivenattheend of the process of production means, inreality,
toregard as given an average labour intensity, an average wage, and
an average rate of surplus-value. This is the framework in which
surplus-profits normally arise.?” Only in exceptional cases does the
surplus-profit arise out of an above-average rate of surplus-value in
the individual firm.*

Marx found a positive solution to this difficulty by starting out
from the proposition that the production of surplus-value is deter-
mined by the physical expenditure of living, abstract, and — since
equalization of the intensity of labour and the rate of surplus-value

“"Marx: ‘The fact that capitals employing unequal amounts of living labour
produce unequal amounts of surplus-value, presupposes at least to a certain extent
that the degree of exploitation or the rate of surplus-value are the same, or that any
existing differences in them are equalized by real or imaginary (conventional)
grounds of compensation. This would assume competition among labourers and
equalization through their continual migration from one sphere of production to
another. Such a general rate of surplus-value — viewed as a tendency, like all other
economic laws — has been assumed by us for the sake of simplification. But in
reality it is an actual premise of the capitalist mode of production, although it is
more or less obstructed by practical frictions.” Capital, Vol. 3, p. 175 (Our italics).

+sMarx: ‘In fact, the direct interest taken by the capitalist, or the capital, of any
individual sphere of production in the exploitation of the labourers who are directly
employed is confined to making an extra gain, a profit exceeding the average,
either through exceptional overwork, or reduction of the wage below the average,
or through the exceptional productivity of the labour involved.” Capital, Vol. 3,

p. 197 (Our italics).
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is assumed — homogeneous labour in the sphere of production. All
the phenomena evoked by the competition of capitals and the rela-
tionships of supply and demand on the market are only able to
effect a redistribution of this quantity; they cannot augment or
reduce it.

When Marx states that enterprises operating with below-average
productivity obtain less than the average profit, and that ultimately
this corresponds to the fact that they have squandered social labour,
all this formula means is that the value or surplus-value actually
produced by their workers is appropriated on the market by firms
that function better. It does not at all mean that they have created
less value or surplus-value than is indicated by the number of hours
worked in them.*® This is the only interpretation of Capital, Volume
38, Chapter 10, that can be reconciled with the text as a whole and
with the spirit of Marx’s theory of value; and it clearly simplifies
the notion of the transfer of value.

We should add that Marx explicitly records the phenomenon of
the transfer of value, not only between branches of industry —
through the equalization of the rates of profit — but also within the
same branch of industry.® He does this in precisely the manner
that elegantly reconciles the ‘technical’ and ‘use-value’ ways of
determining socially necessary labour time. If social demand is
exactly met by production,and the productivity of labour in ‘average’
enterprises therefore determines commodity value, this means
that the total quantity of labour expended in this branch of industry
represents in a double sense socially necessary labour. For, on the
assumption of an identical rate of surplus-value, the entire mass of
surplus-value produced in this branch of production will be equal to
the entire mass of profit. The surplus-profit of the firms operating
with above-average productivity of labour can then only be explain-
ed by a transfer of value at the expense of the firms operating

»‘They may, for example, be sold exactly or approximately at their individual
value, in which case the commodities produced under the least favourable con-
ditions may not even realize their cost price, while those produced under average
conditions realize only a portion of the value contained in them. Marx, Capital,
Vol. 3, p. 179 (Our italics.) ’

50If the ordinary demand is satisfied by the supply of commodities of average
value, hence of a value midway between the two extremes, then the commodities
whose individual value is below the market value realize an extra surplus-value, or
surplus-profit, while those, whose individual value exceeds the market value, are
unable to realize a portion of the surplus-value contained in them’. Marx, Capital,
Vol. 3, p. 178,
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with below-average productivity of labour. In this case—the
‘normal case’ under conditions of free competition and equalization
of the rates of profit — the transfer of value is the solution propos-
ed by Marx himself. In the case — exceptional under conditions of
free competition — where firms with the lowest productivity of
labour determine market values (where demand is much greater
than supply), or where those with the highest do so (where supply
is much greater than demand), the problem of the creation of value
and the determination of the quantum of value is not so self-evident.
Butinthiscase we prefer our own solution to that of Busch, Schéller
and Seelow for the reasons outlined above.

Busch, Scholler and Seelow have evidently been misled into
their pseudo-solution by an analogy with the problems of inter-
national trade5! Thereby they have failed to note that precisely in
the context of international trade the preconditions posed by Marx
for the formation of prices of production and uniform market
values —i.e., average and universally valid intensity of labour,
wide-ranging mobility of capital and labour-power, and equaliza-
tion of rates of profit —do not, or only rarely obtain.

The entire capitalist system thus appears as a hierarchical struc-
ture of different levels of productivity, and as the outcome of the
uneven and combined development of states, regions, branches of
industry and firms, unleashed by the quest for surplus-profit. It
forms an integrated unity, but it is an integrated unity of non-
homogeneous parts, and it is precisely the unity that here determines
the lack of homogeneity. In this whole system development and
underdevelopment reciprocally determine each other, for -while
the quest for surplus-profits constitutes the prime motive power
behind the mechanisms of growth, surplus-profit can only be achiev-
ed at the expense of less productive countries, regions and branches
of production. Hence development takes place only in juxtaposi-
tion with underdevelopment; it perpetuates the latter and itself
develops thanks to this perpetuation.

Without underdeveloped regions, there can be no transfer of
surplus to the industrialized regions and hence no acceleration of
capital accumulation there. Over the span of a whole historical

stBusch, Scholler and Seelow, op. cit., pp. 32-3. The extent to whlch'fmctle.r-
national ‘unequal exchange’ is a matter of the transfer of value will -be }cll'an ied in
Chapter 11. Here we shall merely mention the fact that Marx speaks in this connec-
tion not only of unequal quantities of labour, but also of unequal labour-time.
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epoch no transfer of surplus to the imperialist countries could have
occurred without the existence of under-developed countries, and
there could have been no acceleration of capital accumulation in
the former. Without the existence of underdeveloped branches of
industry there would have been no transfer of surplus to the so-called
growth sectors and no corresponding acceleration of the accumula-
tion of capital in the past 25 years.

For although the capitalist world system is an integrated and
hierarchized whole of development and underdevelopment on the
international, regional and sectoral level,5 the main weight of this
ramified uneven and combined development takes different forms
in different epochs. In the age of freely competitive capitalism its
predominent weight lay in the regional juxtaposition of develop-
ment and underdevelopment. In the age of classical imperialism it
lay in the international juxtaposition of development in the im-
perialist states and underdevelopment in the colonial and semi-
colonial countries. In the age of late capitalism it lies in the overall
industrial juxtaposition of development in growth sectors and
underdevelopment in others, primarily in the imperialist countries
butalsoin the semi-colonies in a secondary way. This does not mean,
of course, that ‘technological rents’ — surplus-profits originating
from advances in productivity based on technical improvements,
discoveries and patents —did not exist in the 19th century, or
were exceptional even then. It only means that, in the absence of
a high level of centralization of capital, they were of relatively short
duration, and therefore had a lesser weight in overall surplus-profits
than ‘regional’ surplus-profits, and later colonial surplus-profits.
But technological innovation in itself played a key role in the growth
of capital and the quest for surplus-profits from the outset of the
industrial revolution.

If we understand the nature of the process of growth under the
capitalist mode of production —1i.e., the nature of the accumulation
of capital — in this manner, we can see the source of Rosa Luxem-
burg’s error when she thought she had discovered the ‘inherent limit’
of the capitalist mode of production in the complete industrializa-
tion of the world or in the extension of the capitalist mode of produc-
tion to the whole world. What seems clear when we start from the

*2‘The unevenness of development as between industries was one of the lead-

ing features of the period’ (of the Industrial Revolution in Great Britain). Maurice
Dobb, op. cit., p. 258.
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abstraction of ‘capital in general’ proves meaningless as soon as we
proceed to ‘concrete capitalism’, that is, to the ‘many capitals’ —in
other words, to capitalist competition. For since the problem can be
reduced to the question of value or the transfer of value, there is no
limit whatsoever in purely economic terms to this process of the
growth of capital accumulation at the expense of other capitals, the
expansion of capital through conjoint accumulation and devaloriza-
tion of capitals, through the dialectical unity and contradiction of
competition and concentration. Limits to the process of capitalist
growth are — from a purely economic point of view — in this sense
always merely temporary, because while they proceed out of the
very conditionsof a difference in the level of productivity, they can
reverse these conditions. Industrial zones flourish at the expense of
agricultural regions, but their expansion is limited by the very fact
that their most important ‘internal colony’ is condemned to relative
stagnation and sooner or later they therefore seek to overcome this
limit by resorting to an ‘external colony’. At the same time, however,
the relationship ‘industrial zone-agricultural region’ does not remain
eternally frozen under capitalism. If it provides a new stimulus to the
process of growth (the possible source of such a stimulus has already
been described in the second chapter, and we will come back to it in
the further course of this book), then there is no reason why a zone
which was industrialized early on should not be transformed into a
relatively backward area, or a former agricultural district be trans-
formed into an area of industrial concentration. Marx had already
seen this possibility in his own time, when it was still at most a
marginal phenomenon or manifest only in its earliest beginnings.
He pointed to the re-orientation of production brought about by
changes in communications and the costs of transport:* ‘The im-
provement of the means of communication and transportation cuts
down absolutely the wandering period of the commodities but does
not eliminate the relative difference in the time of circulation of
different commodity-capitals arising from their peregrinations, nor

$3In his article ‘International Trade and the Rate of Economic Growth’, in
Economic History Review, Second Series, Vol. XII, No. 8, April 1960, p. 352,
Kenneth Berrill rightly points out thatin some underdeveloped countries the prefer-
ence for exporting goods overseas rather than producing for the internal market
may be explained by the fact that sea transport is much cheaper there than transpor-
tation over land. Obviously this is only an additional reason to those listed above
for the fact that commodity production in these countries develops first and fore-
most for the world market.
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that of different portions of the same commodity-capital which
migrate in different markets. For instance, the improved sailing
vessels and steamships, which shorten travelling, do so equally for
near and distant ports. The relative difference remains, although
often diminished. But the relative differences may be shifted about
by the development of the means of transportation and communica-
tionin a way that does not correspond to the geographical distances.
For instance a railway which leads from a place of production to an
inland centre of population may relatively or absolutely lengthen
the distance to a nearer inland point not connected by rail, as com-
pared to the one which geographically is more remote. In the same
way the same circumstances may alter the relative distance of places
of production from the larger markets, which explains the deteriora-
tionof old and therise of new centres of production because of changes
in communication and transportation facilities. (To this must be
added the circumstances that long hauls are relatively cheaper than
short ones.) 5*

The effect of railways and steamships in the 19th century has
been matched by. the effect of air transport, motorways and the
container system after the Second World War: frequent upheavals
in the relative costs of transport lead to the rise of certain centres of
production and the decline of others5® In exactly the same way,
leading branches of industry which obtain a transfer of value at the
expense of other branches through their above-average organic
composition of capital may gradually decline below the average
social level of labour productivity if, in the course of a technological
upheaval in industrial methods or energy supplies, they prove less
capable of rapid adaptation to the new technology.

Examples of this role reversal of regions5¢ can be found in the

S4Marx, Capital, Vol. 2, p. 253.

SWestern Europe’s so-called ‘maritime steel industry’, for example, became
profitable, i.e., possible, only because giant tankers and carriers were able to trans-
portoil and iron-ore so cheaply over long distances that the former could compete
with every cost advantage possessed by steel centres located in the vicinity of
domestic coal deposits, as soon as coal became more expensive than oil.

$6Walter lzard and John H. Cumberland applied Leontief's input-output
calculation to interregional relations in 1958 and thereby provided us with the
necessary tools for a formal exposition of the inequalities of regional development.
In themselves, of course, these tools cannot reveal the causal and structural basis
for the underdevelopment of certain regions, nor can they fully calculate the volume
of the value transferred. Walter Izard and John H. Cumberland, ‘Regional Input-
Output Analysis’, Bulletin de l'Tnstitut International de Statistique, Stockholm, 1958.
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relative decline of old industrialized zones such as New England in
the USA, Scotland, Wales and the North in Great Britain, Nord/Pas-
de-Calais and Haute-Loire in France, and Wallonia in Belgium. The
Ruhr region in West Germany is partially threatened by a similar
development. Examples of the role changes of branches of industry
may be found in the relative decline of those sections of the textile
industry engaged in processing natural fibres, the coal industry and
potentially the steel industry.’” There is no doubt that such
regional role reversals occurred at the outset of the industrial revolu-
tion itself. An investigation of the causes of these shifts —which
were never merely reducible to problems of mineral resources —
would be a rewarding theme for Marxist economic history. Crouzet
and Woronoff have published an interesting analysis of the origins
of the decline of Bordeaux — the metropolis of mercantile and manu-
facturing capitalism in pre-revolutionary France. In addition to the
factors mentioned by Marx — changes in transport and communica-
tionsystems and modifications of markets — there above all occurred
in this case changes in the main sources of rates of surplus-profit
(previously : trade in West Indian colonial commodities; now: tech-
nological growth industries, above all textile factories) and the
over-specialization of a regional bourgeoisie in an old-established
business and entrepreneurial world, which made a rapid reconver-
sion of it impossible. The geographically unpropitious position of

57There has been a rapid growth in the literature on the subject of ‘regional
differences in levels of income and prosperity’ in the various European states. We
shall limit ourselves here to a mention of the ‘Regional Statistics’ published by the
EEC in 1971. These reveal that in Italy in 1968, for example, industrial employ-
ment in Sardinia, the far South and the Abruzzi lay below 30% of the work-force,
while the average for the whole of Italy was already more than 41% (p. 47). In the
same year, in West Germany, Rhineland-Palatinate, with 6% of the population,
received only 3.9% of the bank credits, and in France the West and the East, with
a total of 22.4% of the population, received 14% of bank credits (pp. 202-03). The
gross internal product per capita in the ‘wealthiest’ state of the Federal Republic
of West Germany (Hamburg) was more than twice as high as that in the ‘poorest’
(Schleswig-Holstein). The same is true in Belgium of the difference between the
province of Luxemburg and the Brussels district, while in Italy the difference be-
tween the Molise district and Lombardy was nearly one to three (pp. 211-14). In
the South of the Netherlands there were barely half as many doctors per 1,000
inhabitants asin the Amsterdam and Utrecht districts. In the Drenthe region private
power consumption per family was less than half that in the Utrecht district. In the
Nord/Pas-de-Calais there were only half as many hospital beds per 1,000 inhabitants
as in Provence and the Cote d’Azur. Even in Bavaria the private consumption of
electricity per inhabitant was only half that of Hamburg (pp. 215-18), and so on. In
Spain these discrepancies are of course much greater.
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the South-West, and the effects of the British blockade and the
Continental System during the Napoleonic Wars, also played a role
in the decline of the city.58

A crucial element, however, in the whole process of growth based
on the uneven development of countries, regions and branches of
industry,isthe mechanism thatsets it inmotion. What sort of impetus
is needed to upset a particular form of the juxtaposition of develop-
ment and under-development, to guide it in a different direction or
torevolutionize it? What factors would cause an abrupt modification
of differences in levels of productivity? What sudden new impulse
causes aphase ofrelativeover-accumulation, relative excess of capital
and hence slow-down of accumulation and growing difficulties in the
valorization of total accumulated capital, to switch over into a phase
of accelerated valorization and hence accelerated accumulation and
accelerated economic growth?

These problemmns, too, cannot be answered with a single formula,
any more than can the question of the sources of surplus-profit in the
capitalist mode of production. Here too, all the basic variables of this
~ mode of production must be considered. It must constantly be borne
inmindthat the exploitation of agricultural regions, the exploitation
of colonies and semi-colonies and the exploitation of technologically
less developed branches of production, do not merely follow each
otherin succession as the main sources of surplus-profit, but that they
also co-exist side by side in each of the three phases of the capitalist
mode of production. A clarification of these combinations is indis-
pensable for an understanding of late capitalism.

%See A. D. Woronoff, ‘Les Bourgeoisies Immobiles du Sud-Ouest’, Politique
Aujourd’hui, January 1971.
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“Long Waves”
in the History of Capitalism

The cyclical course of the capitalist mode of production induced by
competition takes the form of the successive expansion and contrac-
tion of commodity production and hence of the production of surplus-
value. There corresponds to this a further cyclical movement of
expansion and contraction in the realization of surplus-value and the
accumulation of capital. In their timing, their volume and their
proportions, the realization of surplus-value and the accumulation
of capital are neither wholly identical with each other nor with the
production of surplus-valueitself. The discrepancy between the third
and the first, and between the first and the second, provides the
explanation of capitalist crises of over-production. The fact that these
discrepancies cannot in anyway beascribed to coincidence, but spring
from the inner laws of the capitalist mode of production, is the reason
for the inevitability of conjunctural oscillations in capitalism.!

The upward and downward movements of capital accumulation
in the course of the industrial cycle can be characterized in the
following manner. In a period of the upswing, there is an increase in
the mass and the rate of profit, and a rise both in the volume and the
rhythm of accumulation. Conversely, in a crisis and subsequent

*We have attempted to summarize the various academic and Marxist theories of
the industrial cycle in the eleventh chapter of Marxist Economic Theory, in which
we setout the reasonswhy thiscycleisinevitable within the framework of the capitalist
mode of production.
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period of depression, both the mass and the rate of profitwill decline,
and both the volume and the rhythm of capital accumulation will
decrease. The industrial cycle thus consists of the successive accelera-
tion and deceleration of accumulation.

We shall leave out of our investigation at this point the extent to
which the growth and decline of the mass of profit and of the rate of
profit are identical with each other or merely congruent during the
successive phases of the cycle. This question will be dealt within the
context of our treatment of the industrial cycle in late capitalism
(see Chapter 14).

During the phase of upswing the accumulation of capital accele-
rates. Butwhenthismovementhasreached a certain pointit becomes
difficult for the total mass of accumulated capital to achieve valoriza-
tion. The fall of the rate of profit is the clearest sign of this watershed.
The notion of over-accumulation indicates a situation in which a
portion of the accumulated capital can only be invested at an in-
adequate rate of profit and increasingly only at a diminishing rate of
interest.? The concept of over-accumulation is never absolute but
alwaysonlyrelative: thereisnever ‘absolutely’ too much capital, but
there is too much available to attain the expected social average rate
of profit.®

Conversely, in the phase of the crisis and the ensuing depres-
sion, capital is devalorized and partially destroyed in value. Under-
investment now occurs, or inother words, less capital isinvested than
could be expanded at the given level of production of surplus-value
andthe given (rising) averagerate of profit. Aswe know, these periods
when capital is devalorized and under-invested precisely have the
function of once again raising the average rate of profit of the entire
massof accumulated capital, which in turn allows the intensification
of production and capital accumulation. The entire capitalist indus-
trial cycle thus appears to be the consequence of accelerated capital
accumulation, over-accumulation, decelerated capital accumulation

*Henryk Grossmann, op. cit., p. 118ff., uses the notion of ‘over-accumulation’ in
this sense, although not directly in connection with the industrial cycle. Marx uses it in
this way in Capital, Vol.3, p. 251.

3‘However, even under the extreme conditions assumed by us this absolute over-
production of capital is not absolute overproduction of means of production. It is
overproduction of means of production only in so far as the latter serve as capital, and
consequently include a self-expansion of value, must produce an additional value in
proportion to the increased mass.’ Marx, Capital, Vol.3, p. 255.
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and under-investment* The rise, fall and revitalization of the
rate of profit both correspond to, and command, the successive
movements of capital accumulation.

The question now poses itself: is this cyclical movement simply
repeated every 10, 7 or even 5 years? Or is there a peculiar inner
dynamic to the succession of industrial cycles over longer periods of
time? Before we answer this question in the light of empirical data,
we should examine it from a theoretical point of view.

Marx determined thelength of the industrial cycle by the duration
of the turnover-time necessary for the reconstruction of all fixed
capital.® In each production cycle or in each year only a portion of the
value of the fixed element of constant capital, i.e., principally of
machines, is renewed. It takes several successive production cycles
or years to complete this reconstruction of the value of fixed capital.
In practice, machines are not renewed by 1/7 or 1/10 every year,
which would mean that they would be completely reconstructed
after 7 or 10 years. The actual process of the reproduction of fixed
capital rather takes the form of mere repairs to these machines ~
during the 7 or 10 years, after which they are replaced by new
machines at a single stroke.

In Marx’s theory of cycles and crises, this renewal of fixed capltal
explains not only the length of the business cycle but also the decisive
moment underlying extended reproduction as a whole, the upswing
and acceleration of capital accumulation.? For it is the renewal of
fixed capital that determines the feverish activity of the boom. In
making this crucial point, incidentally, Marx anticipated the entire
modern academic theory of cycles which, as we know, sees in the
investment activity of the entrepreneurs the main stimulus for the
upward movement of the cycle.

The characteristic element in the capitalist mode of production,
however, is the fact that each new cycle of extended reproduction
begins with different machines than the previous one. In capitalism,

*Cf. Paul Boccara, ‘La crise du capitalisme monopoliste d’Etat et les luttes des
travailleurs’ in Economie et Politique, No. 185, December 1969, pp. 53-7, where he
speaks of a cycle of over-accumulation and devalorization of capital.

*Marx, Capital, Vol.2, p. 185.

$Tbid., p. 170ff.

"Marx: ‘But a crisis always forms the starting-point for large new investments.
Therefore,fromthe pointof view of society as awhole, it is more or less a new material
basis for the next turnover cycle.” Capital, Vol.2, p. 186. See also Capital, Vol. 1,
pp. 632-3.
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under the whip of competition and the constant quest for surplus-
profits, efforts are continually made to lower the costs of production
and cheapen the value of commodities by means of technical improve-
ments: ‘Production for value and surplus-value implies, as has been
showninthecourseofour analysis, the constantly operating tendency
to reduce the labour-time necessary for the production of a com-
modity, i.e., its value, below the actually prevailing social average.
The pressure to reduce the cost price to its minimum becomes the
strongest lever for raising the social productiveness of labour, which,
however, appears here only as a continual increase in the productive-
ness of capital.”® The renewal of fixed capital thus implies renewal at
a higher level of technology, and this in a triple sense.

Firstly, the value of the newer machines will form a greater
component part of the total capital invested, i.e., the law of the
increasing organic composition of capital will here prevail. Secondly,
the newer machines will only be purchased if the cost of their acquisi-
tionand the values they will impart to ongoing output do not contra-
dict the efforts of ‘the capitalist to make a profit, i.e., if the saving
on paid living labour exceeds the additional costs of the fixed
capital, or more precisely, the total constant capital’. Thirdly, the
machines will only be bought if they not only save labour but also
push down the total costs of production to a level below the social
average, i.e., only if they constitute a source of surplus-profits for
the entire period of transition —until these new machines deter-
. mine the average productivity of labour in the given branch of
production.

The problem of the increase in the organic composition of capital,
1.e., the process of extended reproduction at a higher technical level,
must not, however, be reduced merely to the problem of the value-
composition of capital out of constant and variable capital. As
Grossmann correctly explains with reference to Marx,1° the notion
of the organic composition of capital includes a technological element
as well as a value element, and more particularly a correlation
between these two elements (the value-composition is determined
by the technological composition).!! This means, therefore, that a
certain mass of machinery requires a certain mass of raw and auxiliary
materials, aswell asacertain massoflabour-power, to set it in motion,

!K. Marx, Capital, Vol. 3, p. 859. SMarx, Capital, Vol. 3, p. 262.
""Marx, Cepital, Vol. 1, p. 612. Grossmann, op. cit., pp. 326-34.
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independent of the immanent values of these masses.’? These pro-
portions depend not on the value of the machinery, but on its techni-
cal nature. On the other hand, however, the mass of the machinery
employed depends on the basic technology which is used and not
merely on the increased volume of fixed capital. For the purposes of
a transition from a less productive to a more productive technical
process, it is often sufficient to introduce minor improvements to the
machinery, better labour organization, an accelerated work rhythm
or better and cheaper raw materials. But in order completely to re-
organize the technical process new machines are needed, which
must previously have been designed; often new materials are needed,
without which new branches of production cannot come into being;
qualitative leaps forward are necessary in the organization of labour
and forms of energy, such as the introduction of the conveyor belt,
for example, or of automatic transfer machines. Inotherwords, a dis-
tinction must be made between two different forms of the extended
reproduction of fixed capital. There is the form in which there is
certainly an extension of the scale of production, additional constant
and variable capital is expended and the organic composition of
capital indeed does increase, but in which all this occurs without a
revolution in technology which affects the whole social apparatus
of production; and the form in which there is not only an extension
but a fundamental renewal of productive technology, or of fixed
capital, which induces a qualitative change in the productivity of
labour.’

Under normal conditions of the realization of surplus-value and
the accumulation of capital, the extended reproduction of fixed
capital every 7 or 10 years will be characterized by the fact that the
capital set free in the course of the successive production cycles for
the purchase or ordering of new machinery increases by a portion
of value M. If the total mass of surplus-value over the whole 10-
year cycle is expressed as M=Ma +MB + M7, then M a represents
the surplus-value consumed unproductively by the capitalists and
their clients, M 7 the additional circulating capital set free by the
ten successive annual production cycles — which in turn divides into
additional variable capital for the purchase of additional labour-
power, and additional circulating constant capital for the continual

2Marx, Capital, Vol. 3, p. 243.

BMarx, Capital, Vol. 1, p. 629; ‘The intermediate pauses are shortened, in which
accumulation works as simple extension of production, on a given technical basis.’
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injection of additional raw materials into production. The third
component part of M, M (3, is then the additional fixed capital which
has progressively been set free and which can be used both for the
purchase of more, and for the purchase of more expensive, more
modern machines.

The relation of M § to Cf, the additional to the existing fixed
capital, forms the rate of increase of the fixed capital, /A Cf, or the
rate of increase in the value of the social stock of machinery. The
level of this rate of increase enables us to define periods of slow or
rapid technological renewal.’* These magnitudes must, of course,
always be understood in termsof value. Obviously, the amortization
fund of already existent fixed capital Cf can also be used for the
purchase of machinery, but (at least in so far as we are dealing with
a real amortization fund and not with concealed profits) never to a
higher value than that of the machinery previously purchased.

Let us start from the fact that a basic change in productive tech-
nology determines a significant additional expenditure of fixed
capital — among other things for the creation of new production
sites and new instruments of production, besides the additional
instruments of production which existing production processes can
engender in cases of ‘normal’ accumulation. In other words, it deter-
mines a very high rate of —(\g Every period of radical tech-
nical innovation thus appears as a period of sudden acceleration of
capital accumulation. 15

Against this background, the periodical under-investment of
capital in the cyclical course of the capitalist mode of production
henceforth embodies a double function. It not only serves to give
expression to the inevitable periodical slump in the average rate of
profit, but in doing so it also begins to brake the decline. It further

“Nonetheless, with a major acceleration of technological innovation, the ongoing
improvement of productive technology through partial replacements of machinery
may play an increasing role, diminishing the importance of M in raising the pro-
ductivity of labour. Nick even regards this as one of the hallmarks of a “technological-
scientific revolution”: Harry Nick, Technische Revolution und Okonomie der Pro-
duktionsfonds. Berlin, 1967, pp. 17-18. We shall be returning to this complex of
questions in Chapter 7.

A flow of new knowledge leads to continuous change in the production function
for each commodity. This may take a variety of forms. Some advances, particularly
those which originate in basic science, affect the whole nature of the production
function as the basic processes of anindustryundergo a radical change. Other advances
lead to improvements in existing basic methods.” W.E.G. Salter, Productivity and
Technical Change, Cambridge, 1960, p. 21.



114 Late Capitalism

creates a historical reserve fund of capital, from which can be
drawn the means for additional accumulation needed over and above
‘normal” extended reproduction to allow a fundamental renewal of
productive technology. This can be expressed even more clearly:
under ‘normal’ conditions of capitalist production the values set
free at the end of one 7- or 10- year cycle are certainly sufficient for
the acquisition of more and more expensive machines than were in
use at the outset of this cycle. But they do not suffice for the acquisi-
tion of afundamentally renewed productive technology, particularly
in Department I, where such a renewal is generally linked to the
creation of completely new productive installations. Only the values
set free for the purchase of additional fixed capital in several succes-
sive cycles enable the accumulation process to make a qualitative
forward leap of this kind. The cyclical recurrence of periods of under-
investment fulfils the objective function of setting free the necessary
capital for this kind of technological revolution. But this in itself
does not explain the reasons for the occurrence of radical technologi-
cal revolutions in some periods and not in others. The existence of a
long period of under-investment is precisely the expression of the
fact that additional capital was certainly available, but was not in
fact invested or expended. The real problem is hence to explain why
at a particular point in time this additional capital is expended on a
massive scale, afterlying idle for along period. The answer is obvious:
only a sudden increase in the rate of profit can explain the massive
investment of surplus capitals —just as a prolonged fall in the rate
of profit {or the fear that it will decline even more precipitously) can
explain the idleness of the same capital over many years.!® On the
eve of a new spring tide of capital accumulation we should be able to
record the appearance of the following factors, which render possible
a sudden increase in the average rate of profit beyond the periodic
results of the devalorization of capital occurring in the course of the
Crisis.

YKondratieff also enumerated the preconditions which he thought were necessary
for a sudden extension of capital accumulation. They were: ‘1. High intensity of
savings activity; 2. A relatively abundant and cheap supply of loan capital; 3. Its
accumulation in the hands of powerful enterprises and centres of finance; 4. A low
level of commodity prices, stimulating savings activity and longterm capital invest-
ment.” (Die Preisdynamik, p. 37). The weakness of this explanation is obvious: all
these phenomena occur, precisely in phases of under-investment (e.g., between
1933 and 1938 in the USA) without this leading to rapid technological renewal.
Kondratieff completely overlooked the strategically crucial role of the rate of profit.
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The relevant factors are these:

1. A sudden fall in the average organic composition of capital,
for example as a result of the massive penetration of capital into
spheres (or countries) with a very low organic composition.

2. A sudden increase in the rate of surplus-value, as a result, for
example, of a rise in the intensity of labour due to a radical defeat
and atomization of the working class which disables it from using
advantageous conditions on the labour market to raise the price of
the commodity of labour-power and forces it to sell this commodity
below its value even in a period of economic prosperity.

3. A sudden fall in the price of elements of constant capital,
especially of raw materials, whichis comparable in effect to a sudden
decline of the organic composition of capital, or a sudden fall in the
price of fixed capital due to a revolutionary advance in the produc-
tivity of labour in Department 1.

4. A sudden abbreviation of the turnover-time of circulating
capital due to perfection of new systems of transport and communica-
tions, improved methods of distribution, accelerated rotation of
stock, and so on.

Two processes must here be separated out temporally and con-
ceptually. On the one hand, there is the process which permits the
average rate of profit to rise and as it were sets this rise in motion,
leading to a massive investment of previously idle capital; on the
other, there is the process that springs from this massive investment
of previously idle capital.

If the triggering factors are by their nature and volume such that
their effect can quickly be neutralized by the increase in the mass of
accumulated capital, then the average rate of profit will rise only
briefly. In this case the quickening of the rhythm of capital accumula-
tion will be braked abruptly and give way, after a short interruption,
torenewed under-investment. This occurred, for example, in various
imperialist countries during and immediately following the First
World War. If, on the contrary, the triggering factors are by their
nature and volume such that their effect cannot be neutralized by
theimmediate consequences of the sudden increase in the accumula-
tion of capital, then the whole mass of capital previously not invested
will progressively be drawn into the maelstrom of accumulation. It
then becomes possible to achieve not only a partial and moderate,
but a massive and universal revolution in production technology.
This will ensue particularly if several factors are simultaneously
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and cumulatively contributing to a rise in the average rate of profit.

In the preceding chapters we have already briefly emphasized
the causes whichled to such a persistent increase in the average rate
of profit in the 90s of the last century: the sudden massive invest-
ment in the colonies of excess capital exported from the metropolitan
countries, leading simultaneously to a considerable fall in the
organic composition of world capital and a sudden decrease in the
price of circulating constant capital, which combined to affect the
average rate of profit.?

At least two other periods in the history of capitalism can be
recorded, in which a comparably abrupt rise in the rate of profit also
occurred. The first took place in the middle of the 19th century,
immediately following the outbreak of the 1848 Revolution. The
decisive triggering factor seems to have been, in this case, a radical
increase in the rate of surplus-profit due to a radical rise in the
average productivity of labour in the consumer goods industry,
i.e., due to a radical increase in the production of relative surplus-
value. The second occurred on the eve or at the start of the Second
World War; it was likewise determined by a radical rise in the rate
of surplus-value, which was rendered possible on this occasion, how-
ever, by a radical change in the relationship of class forces, prolonged
by aradical increase in the intensity of labour and combined with a
fallinthe price, first of circulating constant capital due to the penetra-
tion of the most modern technology into spheres producing raw mate-
rials, then also of fixed constant capital due to a sudden rise in the
productivity of labour in the machine-building industry. We shall
return to the concrete causes and effects of this increase in the rate
of surplus-valueimmediately preceding and during the Second World
War in the next chapter. :

What, then, are these ‘revolutions in technology as a whole” which
we have described as phases of the re-entry of idle capital into the
process of valorization, determined by a sudden rise in the average
rate of profit? In Chapter 15 of the first volume of Capital, Marx
distinguishes three essentially different parts of all developed
machinery: motive machinery, transmission machinery and tool or
labour machines.!® The evolution and transformation of the latter

"See, amongotherthings, Footnote 13 of Chapter3.

’8Usher criticizes this definition of machines, which Marx took from Ure and
Babbage. He claims that such a characterization omits the crucial criterion of
progress in machinery, which is the creation of ever ‘more elegant’ (presumably
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two, of course depend after a certain point on the development of the
motive machines, which embody the decisively dynamic element
of thewhole: ‘Increase in the size of the machine, and in the number
of the working tools, calls for a more massive mechanism to drive it,
and this mechanism requires, in order to overcome its resistance, a
mightier moving power than that of man, apart from the fact that
manis a very imperfect instrument for producing uniform, continued
motion.’!® Further: ‘A system of machinery, whether it reposes on
the mere cooperation of similar machines, as in weaving, or on a
combination of different machines, as in spinning, constitutes in
itself a huge automaton, whenever it is driven by a self-acting prime
mover. ? The production of ‘motive machines’, i.e., the mechanical
producers of energy, by machinery instead of by handicrafts, is the
determinant movement in the formation of an ‘organized system of
machines’, as Marx puts it. This production of machines, and first
and foremost of motive machines, by other machines is the historical
precondition for a radical change in technology: ‘At a certain stage
of its development, Modern Industry became techmnologically in-
.compatible with the basis furnished for it by handicraft and Manu-
facture’, i.e., with the production by handicraft or manufacture of
the machines themselves. ‘Modern Industry had therefore itself to
takein hand the machine, its characteristicinstrument of production,
and to construct machines by machines. It was not till it did this, that
it built up for itself a fitting technical foundation, and stood on its
own feet. Machinery, simultaneously with the growing use of it, in the
firstdecadesof this century, appropriated, by degrees, the fabrication
of machines proper. But it was only during the decade preceding
1866, that the construction of railways and ocean steamers on a

meaning ‘more labour-saving’) combinations of different elements into a unitary
self-moving ‘train’: A. P. Usher, A History of Mechanical Inventions, Harvard, 1954,
pp- 116-17. Usher here seems to have overlooked that Marx first described the
historical genesis and development of the machine (Cepital, Vol. 1, p. 378f.), so that
he could then quite definitely place the emphasis on the mutual combination of
machine parts or of different machines: ‘An organized system of machines, to which
motion is communicated by the transmitting mechanism from a central automaton,
is the most developed form of production by machinery.” (ibid., p. 381). Babbage
himself was no less aware of this, for his brilliant mind was engaged, a hundred
years before the real beginnings of automation, in the design of an automatic calculat-
g machine which was to take this notion of the articulated combination of all com-
ponent parts to its highest level of development.
K. Marx, Capital, Vol. 1, p. 376.
©1hid,, p. 381.
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stupendous scale called into existence the cyclopean machines now
employed in the construction of prime movers."2!

The fundamental revolutions in power technology — the techno-
logy of the production of motive machines by machines — thus
appears as the determinant moment in revolutions of technology as
a whole. Machine production of steam-driven motors since 1848;
machine production of electric and combustion motors since the 90’s
of the 19th century; machine production of electronic and nuclear-
powered apparatuses since the 40’s of the 20th century — these are
the three general revolutions in technology engendered by the
capitalist mode of production since the ‘original’ industrial revolu-
tion of the later 18th century.

Once arevolutionin thetechnologyof productive motive machines
by machinery has occurred, the whole system of machines is progres-
sively transformed. For as Marx explains: ‘A radical change in the
mode of production in one sphere of industry involves a similar
change in other spheres. This happens at first in such branches of
industry as are connected together by being separate phases of a
process, and yet are isolated by the social division of labour, in such
a way that each of them produces an independent commodity. Thus
spinning by machinery made weaving by machinery a necessity, and
both together made the mechanical and chemical revolution that
took place in bleaching, printing and dyeing, imperative. So too, on
the other hand, the revolution in cotton spinning called forth the
invention of the gin, for separating the seeds from the cotton fibre; it
was only by means of this invention, that the production of cotton
became possible on the enormous scale at present required. But
moreespecially, therevolution in the modes of production of industry
and agriculture made necessary arevolution in the general conditions
of the social process of production, i.e., in the means of communica-
tion and of transport. In a society whose pivot, to use an expression
of Fourier, was agriculture on a small scale, with its subsidiary
domestic industries, and the urban handicrafts, the means of com-
munication and transport were so utterly inadequate to the produc-
tive requirements of the manufacturing period, with its extended
division of social labour, its concentration of the instruments of
labour, and of the workmen, and its colonial markets, that they
became in fact revolutionized. In the same way, the means of com-
munication and transport handed down from the manufacturing

211bid., pp. 384-5 (Our italics).
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period soon became unbearable trammels on Modern Industry, with
its feverish haste of production, its enormous extent, its constant
flinging of capital and labour from one sphere of production into
another, and its newly-created connexions with the markets of the
whole world. Hence, apart from the radical changes introduced in
the construction of sailing vessels, the means of communication and
transport became gradually adapted to the modes of production of
mechanical industry, by the creation of a system of river steamers,
railways, ocean steamers, and telegraphs.’22

Itis not difficult to provide evidence to show that each of the three
fundamentalrevolutionsin themachine production of energy sources
and motive machines progressively transformed the whole produc-
tive technology of the entire economy, including the technology of
the communications and transport systems.2> Think, for example,
of the ocean steamers and diesel locomotives, automobiles and radio
communications in the epoch of the electric and combustion engines;
and the jet transport planes, television, telex, radar and satellite
communication networks, and atom-powered container freighters
of the electronic and nuclear age.?* The technological transforma-
tion arising from the revolution of the basic productive technology of
motive machines and sources of energy thus leads to a new valoriza-
tion of the excess capitals which have gradually been piling up from
cycle to cycle within the capitalist mode of production. By exactly
the same process, however, the gradual generalization of the new
sources of energy and new motive machines must lead, after alongish
phase of accelerated accumulation, to alongish phase of decelerating
accumulation, i.e., renewed under-investment and reappearance of
idle capital.

The production sites of the new motive machines imply long-term
possibilities for the expansion of newly accumulated capitals. As
long as the capitals invested over successive periods in the industries
making steam-driven or electric motors or electronic apparatuses
continueto dominate themarket, only small and adventurous capitals
condemned to experiment —in other words, to fall short of full
valorization, will dare to venture into ‘new realms’ of energy and
motive machinery. As the application of the new motors becomes
more and more general, the growth rate of the industries making
these motors gradually declines further and further, and it becomes

21bid., pp. 383-4.

2David Landes, op. cit., pp. 153-4, 423f.
See an essay by Wolfgang Pfeifer in the Neue Ziircher Zeitung, 24.8.1972.
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increasingly difficult for the capitals feverishly accumulated in the
first phase of growth to continue their valorization.

A general transformation of productive technology also generates
a significant rise in the organic composition of capital and, depend-
ing on concrete conditions, thiswilllead sooner or later to a fall in the
average rate of profit. The decline of the average rate of profit in
turn becomes the greatest impediment to the next technological
revolution. The increasing difficulties of valorization in the second
phase of the introduction of any new basic technology lead to growing
under-investment and increasing creation of idle capital. Only if a
combination of specific conditions generates a sudden rise in the
average rate of profit will this idle capital, which has slowly gather-
ed over several decades, be drawn on a massive scale into the
new spheres of production capable of developing the new basic
technology.

The history of capitalism on the international plane thus ap-
pears not only as a succession of cyclical movements every 7 or
10 years, but also as a succession of longer periods, of approximately
50 years, of which we have experienced four up till now:

— the long period from the end of the 18th century up to the
crisis of 1847, characterized basically by the gradual spread of the
handicraft-made or manufacture-made steam engine to all the most
important branches of industry and industrial countries; this was
the long wave of the industrial revolution itself.

— thelong period, lasting from the crisis of 1847 until the beginn-
ing of the 1890s, characterized by the generalization of the machine-
made steam engine as the principal motive machine. This was the
long wave of the first technological revolution.?

—the long period, lasting from the 1890s to the Second World
War, characterized by the generalized application of electric and

#1n our opinion Oskar Lange is right to object to the use of the term ‘industrial
revolution’ for great technological upheavals such as the automation of production
processes since the Second World War. ‘This usage obscures the historical speci-
ficity of the industrial revolution which formed the basis of industrialization. It
must also be emphasized that the original industrial revolution which led to the
rise of large-scale industry was closely connected with the genesis of the capitalist
mode of production and hence with a new social formation.” Oskar Lange, Entwick-
lungstendenzen der modernen Wirtschaft und Gesellschaft, Vienna, 1964, p. 160.
Accordingly, we here use the terms first, second and third technological revolu-
tions” (instead of the widely-used formula ‘second and third industrial revolution’).
In doing so, we are correcting an error which we have ourselves committed in
the past.
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combustion engines in all branches of industry. This was the long
wave of the second technological revolution. 26

— the long period, beginning in North America in 1940 and in
the other imperialist countries in 1945-48, characterized by the
generalized control of machines by means of electronic apparatuses
(as well as by the gradual introduction of nuclear energy). This is
the long wave of the third technological revolution.

Each of these long periods can be subdivided into two parts: an
initial phase, in which the technology actually undergoes a revolu-
tion, and when such things as the production sites for the new
means of production have first to be created. This phase is distin-
guished by an increased rate of profit, accelerated accumulation,
accelerated growth, accelerated self-expansion of previously idle
capital and the accelerated devalorization of capital previously
invested in Department I but now technically obsolescent. This
first phase is followed by a second, in which the actual trans-
formation in productive technology has already taken place, ie.,
the new production sites for new means of production are for the
most part already in existence and can only be further extended
or improved in a quantitative sense. It is now a matter of getting
the means of production made in these new production sites gene-
rally adopted in all branches of industry and economy. The force
that determined the sudden extension by leaps and bounds of
capital accumulation in Department I thus falls away, and accord-
ingly this phase becomes one of retreating profits, gradually dece-
lerating accumulation, decelerating economic growth, gradually
increasing difficulties in the valorization of the total accumulated
capital, and particularly of new additionally accumulated capital,
and the gradual, self-reproducing increase in capital being laid
idle?

#*Friedmann speaks in this connection of the ‘second industrial revolution’:
George Friedmann, ‘Soctologie du Travail et Science soctales,” in G. Friedmann
and Pierre Naville, Traite de Sociologie du Travail, Paris, 1961, p. 68.

Between 1900 and 1912 the value of fixed capital in American non-agricultural
enterprises doubled; it rose, at fixed prices (1947-49 dollars), from $16.8 billion
- to $31.4 billion. Between 1912 and 1929 it increased again, although dt a slower
rhythm, from $31.4 billion to $53.6 billion. It then remained almost constant for
18 years, after the Great Depression the figure $53 billion was not reached again
until 1945, followed by a slight fall in 1946. In 1947 the figure was still only
$54.9 billion and the peak of 1929 was finally surpassed only in 1948, with $63.3
billion. In the same period, however, bank assets increased from $72 hillion in
1929 to $162 billion in 1945, and the assets of life insuranée companies went up
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According to this scheme, which covers the successive phases of
accelerated growth until 1823, of decelerated growth 1824-47,
of accelerated growth 1848-73, of decelerated growth 1874-93,
of accelerated growth 1894-1913, of decelerated growth 1914-
39,2 of accelerated growth 1940-45 and 1948-66, we should today
have entered into the second phase of the ‘long wave’ which began
with the Second World War, characterized by decelerated capital
accumulation. The more rapid succession of recessions in the most
important imperialist economies (France 1962; Italy 1963; Japan
1964; West Germany 1966-67; USA 1969-71; Great Britain 1970-
71; Italy 1971 and the world-wide recession of 1974-75) seems to
confirm this hypothesis.

Obviously these ‘long waves’ do not assert themselves in a me-
chanical fashion, but function through the articulation of the ‘classi-
cal cycles’® In a phase of expansion the cyclical periods of boom
will be longer and more intensive, the cyclical crises of over-
production shorter and more superficial. Conversely, in those phases
of the long wave where a tendency to stagnation is prevalent the
periods of boom will prove less feverish and more transitory, while
the periods of cyclical crisis of over-production will, by contrast,
be longer and profounder. The ‘long wave’ is conceivable only as
the result of these cyclical fluctuations and never as some kind of
metaphysical superimposition upon them.

The first writer who seems to have discerned these long waves’
in the history of capitalism was the Russian Marxist, Alexander
Helphand (Parvus).30 Through a study of agricultural crises he
came to the conclusion, in the mid-1890s, that the long depression

from $17.5 billion to nearly $45 billion, i.e., with a dollar devaluation of approxi-
mately 30%, the increase was still 70% in the case of bank assets, and 100% in
that of the insurance companies. US Department of Commerce, Long-Term Economic
Growth 1860-1965, Washington, 19686, pp. 186, 200-2, 209.

*¥In principle we start every long period with the year after the crisis which has
just ended a ‘classical cycle’, and end the long period with a crisis-year. Since
crisis-years are not completely identical in all the capitalist countries, we have
chosen those of the most important capitalist country, which sets the tone for the
world market, i.e., Great Britain up to the First World War and thenceforth
the USA.

22The Russian Marxist Bogdanov tried to call the possibility of this into question.
Manyopponentsof longwaves’ have followed in his path. See our reply further below.

30This may be incorrect in the strict sense. Schumpeterreportsthat Jevons quotes an
article by Hyde Clark entitled ‘Political Economy’, which allegedly records the exis-
tence of ‘long waves’ in cyclical economic development. The article appeared in the
periodical Railway Register, 1874, but it had no influence on the further discussion
of the problem : Joseph Schumpeter, History of Economic Analysis, New York, 1954.
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which began in 1873 and to which Friedrich Engels had attached
such great importance?®! ought soon to be replaced by a new long-
term upswing, He expressed this idea for the first time in an article
which appeared in the Sdchsische Arbeiterzeitung in 1896, and
then further elaborated it in his 1901 brochure, Die Handelskrise
und die Gewerkschaften.%? Basing himself on a well-known pa’ssage
from Marx,3 Parvus used the notion of a Sturm und Drang period
of capital to provide a conceptual framework for long waves’ of
expansion followed by long waves of ‘economic depression’. The
determinant of this long-term wave-movement was for Parvus the
extension of the world market by changes which were ‘under way
in all areas of the capitalist economy — in technology, the money
market, trade, the colonies’ — and were lifting ‘the whole of world
production onto a new and much more comprehensive basis”?*
He did not give statistical data in support of his thesis; and he com-
mitted grave errors in his periodization.?® Despite this, however,
his sketch remains the brilliant attempt of a Marxist thinker pos-
sessed of a mind which was uncommonly acute, even if also un-
disciplined and inconsequent.36

More than ten years were to pass before this fertile idea of
Parvus — which had won the immediate praise of Kautsky® — was
taken up once more, this time by the Dutch Marxist J. Van
Gelderen® In 1913, under the pseudonym of J. Fedder, Van
Gelderen published a series of three articles in the periodical of
the Dutch ‘left’, De Nieuwe Tijd, in which, taking as his starting

“1See, among other things, Engel’s footnote in Capital, Vol.3, p. 489,

*2Parvus, Die Handelskrise und die Gewerkschaften, Munich, 1901, pp. 26-7.

*We quote it in Chapter 3 of this book. See footnote 32 of the third chapter.

34Parvus, op. cit., p. 26.

%Thus he says that the Sturm und Drang period began in the 1860’s and ended at
the startof the 1870’s, while it is now generally accepted that there was a long wave’
of expansion from the 1847 crisis until 1873.

%Parvus was, among other things, together with Trotsky the originator of the theory
of permanent revolution applied to Russia which, in contrast to the views of all other
Russian Marxists, foresaw a workers’ government as the outcome of the coming Russian
revolution. But while Parvus envisaged a social-democratic government on the Austra-
lian pattern (i.e., a government which would remain within the framework of the
capitalist mode of production), Trotsky was of the opinion as early as 1906 that the
Russianrevolutionwouldlead tothedictatorship of the proletariat based on the support
of the poor peasants.

¥Karl Kautsky, ‘Krisentheorien’, in Die Neue Zeit, Vol.XX, 1901-1902, p. 137.

*Qimultaneously with Van Gelderen —and independently of him — Albert

Aftalion (Les Crises Périodiques de Surproduction), M. Tugan— Baranovsky (in the
French edition of his Studien zur Theorie und Geschichte der Handelsktisen in
England), ]. Lescure, (Des Crises Générales et Périodigues de Surproduction), and



124 Late Capitalism

point the price rises everywhere discernible in the capitalist coun-
tries, he constructed a hypothesis of ‘long waves’ for the history of
capitalism since the middle of the 19th century. These articles,
which have received far too little attention in Marxist literature up
till now, raised the whole problem onto a level which was qualita-
tively much higher than that on which it had been placed by Parvus
or Kautsky. Van Gelderen not only attempted to assemble empi-
rical evidence for his thesis and to follow in detail the movement
of prices, foreign trade, output and productive capacity in many
spheres, as well as movements of the bank rate, capital accumu-
lation and the foundation of businesses, and so on.3¥ He also tried
to explain the long-term wave-movement of the capitalist mode
of production, and in so doing he started out, in contrast to Parvus,
not from the extension of the market, but from the extension of
production: ‘The precondition for the genesis of a spring tide in
the capitalist economy % is an extension of production, whether
~ spontaneous or gradual. This creates a demand for other products,
indirectly always products of the industry making means of pro-
duction, and raw materials. The nature of the demand generated
by the extension of production . . . can take the following two main
forms:

1. Through the reclamation of sparsely inhabited regions. In
these areas agriculture or animal husbandry provide the popula-
tion with export products with which to pay for the wares it needs.
The latter are of two kinds: mass-consumption goods, mostly manu-
factures, and materials for production: machines, elements for
railways and other types of communication, building materials.
The rise in prices which is the consequence of this demand spreads
from one branch of production to another.

2. Through the quite sudden rise of abranch of production which is
in a stronger position than was the case previously to satisfy a par-
ticular human need (automobile and electric industry). The effect

W. Pareto (in 1913) marginally noted the problem of ‘long waves’. but only in a frag-
mentary way and without coming anywhere near the scope of Van Gelderen’s
analysis. See in this connection, Ulrich Weinstock, Das Problem der Kondratieff-
Zyklen, Berlin and Munich, 1964, pp. 20-2. It is therefore not necessary to consider
them here.

37, Fedder, ‘Springvloed-Beschouwingen over industrieele ontwikkeling en pri-
jsbeweging’, in De Nieuwe Tijd, Nos. 4,5, 6, April, May, June, Vol.18, 1913.

““Van Gelderen calls the expansive ‘long wave’ the springvloed (spring tide) and
the recessive ‘long wave’ the ebb.
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of this is the same, on a smaller scale, as that of the first form.4

The conclusion that Van Gelderen drew from this analysis —
independently of Kautsky, who formulated something similar at
this time4 — was that an expanding long wave’ is typically pre-
ceded by a major increase in gold production Admittedly, his ex-
planation suffered from a pronounced dualism, for ‘spring-tides’
were attributed either to the extension of the world market or to
the development of new branches of production. Moreover, he
failed to realize that the question of additional capital investments
cannot be reduced to the production of money material (i.e., gold
production) but constitutes a problem of the additional production
and accumulation of surplus-value. One cannot demand of a
pioneer, however, that he should straightaway provide satisfactory
answers to all the aspects of a newly discovered complex of prob-
lems. For there can be no doubt that Van Gelderen’s work was of a
pioneering kind. Of the further elaborations of the theory of ‘long
waves in the 1920s and 1930s—from Kondratieff to Schumpeter
and Dupriez —hardly one went beyond the ideas developed by
Van Gelderen. The inadequacy of the statistical material at his
disposal does not detract from the pioneering quality of his contri-
bution. Ulrich Weinstock is wrong to accuse him of arriving at
‘the establishment of a peculiar change of tempo in all spheres of
economic activity’ on the basis of evidence embracing a mere 60
years, and to state that this should be ‘rejected out of hand’.** What
is at stake 1s not the formal question of the adequacy or inadequacy
of Van Gelderen’s evidence. The real point is the correctness or
otherwise of V:an Gelderen’s working hypothesis in the light of the
data at our disposal today. Weinstock omits to apply this test
and cannot therefore appreciate the anticipatory quality of Van
Gelderen’s work.

TheFirst World War was barely over when thinkers in the young
Soviet State began to concern themselves in depth with the question

“]. Fedder, op. cit., pp. 447-8.

“’Karl Kautsky, ‘Die Wandlungen der Goldproduktion und der wechselnde
Charakter der Teuerung’, Supplement to Die Neue Zeit, No. 16, 1912-1913, Stut-
tgart, 24 January 1913. On page 20 of this essay, Kautsky explains the long-term
downswing and upswing of prices, in the periods 1818-49, 1850-73, 1874-96 and
1897-1910, by the long-term fluctuations of gold production.

]. Fedder, op. cit., pp. 448-9. This is also at least partially the explanation for
‘long waves’ advanced today by the Belgian professor L€on Dupriez (see further
below). “‘Weinstock, op. cit., p. 28.



126 Late Capitalism

of long waves’. N. D. Kondratieff, a former Deputy Minister of
Food in Kerensky’s Provisional Government, had been interested in
the problem since 1919, and in 1920 he founded the Moscow Ins-
titute for Conjunctural Research (Koniunkturny Institut), which
proceeded to collect material for his own ‘theory of long waves’ .45
Leon Trotsky, who was working on the question of the post-war
development of capitalism as compared to its development before
1914, also explored this complex of problems — although probably
without an acquaintance with Van Gelderen’s work,®® which suf-
fered the disadvantage of being written in a language accessible
to few Marxists or economists. In his famous report on the world
situation at the Third Congress of the Communist International,
Trotsky declared on the question of long waves: ‘In January of
this year, the London Times published a table covering a period of
138 years — from the war of the thirteen American colonies for inde-
pendence to our own day. In this interval there have been 16 cycles,
i.e., 16 crises and 16 phases of prosperity....If we analyze the
curve of development more closely, we shall find that it falls into
five segments, five different and distinct periods. From 1781 to
1851 the development is “very slow”, there is scarcely any move-
ment observable. We find that in the course of 70 years foreign
trade rises only from £2 to £5 per capita. After the Revolution of
1848 which acted to extend the framework of the European market,
there comes a breaking point. From 1851 to 1873, the curve of
development rises steeply. In 22 years foreign trade climbs from
£5 to £21 while the quantity of iron rises in the same period from
4.5kg. to 13 kg. per capita. Then from 1873 on there follows an epoch
of depression. From 1873 till approximately 1894 we notice stag-
nation in English trade...there is a drop from £21 to £17.4 —in the
course of 22 years. Then comes another boom, lasting till the year
1913 —foreigntraderisesfrom £17 to £30. Then finally with the year
1914, the fifth period begins — the period of the destruction of capi-
talist economy. How are the cyclical fluctuations blended with the
primary movement of the capitalist curve of development? Very
simply. In periods of capitalist development the crises are brief

See the article on N. D. Kondratieff written by George Garvy for the Sixth
Volume of the International Encyclopedia of Social Sciences, London, 1968.

s Kondratieff says, at any rate, that he was unacquainted with Van Gelderen’s
work when he wrote his Russian articles in 1922-25 and his famous 1926 German
essay, ‘Die langen Wellen der Konjunktur’, in Archiv fir Sozialwissenschaft und
Socialpolitik, Vol. 56, No. 3, December 1926, p. 599{f. There is no reason to doubt
the truth of this statement.
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and superficial in character, while the booms are long-lasting and
far-reaching. In periods of capitalist decline, the crises are of a
prolonged character while the booms are fleeting, superficial and
speculative.’¥’

Trotsky went on to speak of the Sturm und Drang period of
capital after 1850 —in obvious reference to his former associate
Parvus® — and concluded with two predictions: first, that in the
short term a certain upswing of capitalism was not only economi-
cally possible but inevitable, although this upswing would be short
 and in no way precluded the historical chance of a socialist revolu-
tion in Europe. Second, that in the long term, ‘after two or three
decades’, if the revolutionary activity of the European working class
were to suffer a lasting sebtack, there was the possibility of a new
" expansion of capitalism.#® In the following months Trotsky returned
to the same problem in passing on several occasions,® but upon
the appearance of Kondratieff’s first work he dealt with the subject
once more in the context of a letter to the editorial board of
Viestnik Sotsialisticheskoi Akademii. In thisletter he reaffirmed his
conviction that besides the ‘normal’ industrial cycles there were
longer periods in the history of capitalism which were of great
importance for the understanding of the long-term development
‘of the capitalist mode of production: “This is the schema in the
rough. We observe in history that homogeneous cycles are grouped
in series. Entire epochs of capitalist development exist when a
- number of cycles is characterized by sharply delineated booms
and weak, short-lived crises. As a result, we have a sharply rising
- movement of the basic curve of capitalist development. There
- obtain epochs of stagnation when this curve, while passing through
partial cyclical oscillations, remains on approximately the same

level for decades. Finally, during certain historical periods the basic
curve, while passing as always through cyclical oscillations, dips
. downward as a whole, signalizing the decline of the productive

“Trotsky, ‘Report on the World Economic Crisis and the New Tasks of the
Communist International’, Second Session, June 23, 1921, of the Third Congress
. of the Communist International, in Leon Trotsky, The First Five Years of the
.. Communist International, Vol. 1, New York, 1945, p. 201.

U eThid, p. 207.

-~ 9Tbid, p. 211- )

“ni ST rotsky: ‘Flood-tide — the Economic Conjuncture and the World Labour Move-
...ment’, Pravda, 25 December 1921, republished in Trotsky, The First Five Years

R '0f the Comintern, New York, 1953, pp. 79-84; Trotsky, ‘Report on the Fifth Anniver-
““'sary of the October Revolution and the Fourth World Congress of the Communist

“>*“International’, (20 October 1922), ibid., pp. 198-200.
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forces.’®! Trotsky even gave concrete specifications as to how a study
of the ‘long-term curve of capitalist development’ should be under-
taken, emphasizing that empirical investigations along these lines
would be of exceptional importance in the enrichment of the theory
of historical materialism.5 What is most striking in this context is
Trotsky’s emphasis on the need to go beyond the limitations of
‘purely’ economic data and to integrate into any serious investiga-
tion a whole series of social and political developments. This was in
the tenor of his sharp criticism of Kondratieff’s first study,* whose
proof of the existence of ‘long cycles’ was based on purely statistical
evidence: ‘Following the Third World Congress of the Comintern,
Professor Kondratieff approached this problem —as usual pain-
stakingly evading the formulation of the question adopted by the
Congress itself —and attempted to set up alongside of the “minor
cycle”, covering a period of ten years, the concept of a “major cycle”,
embracing approximately fifty years. According to this symmetrical-
ly stylized construction a major economic cycle consists of some
five minor cycles, and furthermore, half of them have the character
of boom, while the other half is that of crises, with all the necessary
transitional stages. The statistical determinations of major cycles
compiled by Kondratieff should be subjected to careful and not
overcredulous verification, both in respect to individual countries
as well as the world market as a whole. It is already possible to
refute in advance Professor Kondratieff’s attempt to invest epochs
labelled by him “major cycles” with the selfsame “rigidly lawful
rhythm” that is observable in minor cycles; it is an obviously false
generalization from a formal analogy. The periodic recurrence of
minor cycles is conditioned by the internal dynamics of capitalist
forces, and manifestsitself always and everywhere, once the market
comes into existence. As regards the large segments of the capitalist
curve of development (50 years) which Professor Kondratieff
incautiously proposes to designate also as cycles, their character
and duration is determined not by the internal interplay of capita-
list forces but by those external conditions through whose channel

3 Trotsky, ‘The Curve of Capitalist Development’, first published as a letter to the
editorial board of Viestnik Sotsialisticheskoi Akademii dated 21 April 1923, and pub-
lished in the fourth number of this periodical, April-July 1923. We cite here the
English translation, which appeared in Fourth International, May 1941, p. 112.

S21bid,, p. 114.

$3The work in question is N. D. Kondratieff, Die Weltwirtschaft und ihre
Bedingungen wihrend und nach dem Krieg, Moscow, 1922.
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capitalist development flows. The acquisition by capitalism of
new countries and continents, the discovery of new natural re-
sources, and, in the wake of these, such major facts of a “super-
- structural” order as wars and revolutions, determine the charac-
ter and the replacement of ascending, stagnating or declining
epoch of capitalist development.”>

George Garvy has interpreted this text to mean that although
Trotsky accepted the existence of long-term fluctuations, he denied
that they had a cyclical character.5® This view is not quite accurate,
unless we are to reduce the whole pattern to a pointless dispute as
to the semantic differences between cycles, ‘long waves’, ‘long
periods’ and ‘large segments of the capitalist curve of development’.
Trotsky put forward two central arguments against Kondratieff’s
thesis: first, that the analogy between ‘long waves and classical
‘cycles’ is false, 1.e., that long waves are not possessed of the same
‘natural necessity’” as classical cycles. Second, that while classical
cycles can be explained exclusively in terms of the internal dynamics
of the capitalist mode of production, the explanation of long waves
demands ‘a more concrete study of the capitalist curve and the
interrelationship between the latter and all the aspects of social
life’*® In other words, Trotsky objected to a monocausal theory
of long waves constructed by analogy with Marx’s explanation
“of classical cycles by the renewal of fixed capital.

These two criticisms—which were shared by many Soviet
" economists in the 1920s%"—can be fully endorsed. If we have
defined the ‘long waves’ as long waves of accelerated and decelerat-
“ed accumulation determined by long waves in the rise and decline
of the rate of profit, then it is plain that this ascent and decline is
not determined by one single factor but must be explained by a
series of social changes, in which the factors listed by Trotsky play
a major role. The following table will help to make this clear:

$¢Trotsky, op. cit., pp. 112-14.

. 35QGarvy, ‘Kondratieff’s Theory of Long Cycles’, in The Review of Economic Statis-
tics, Vol. XXV, No. 4, November 1943, pp. 203-20.

... %Trotsky, op. cit., p. 114.

- ¥Garvy quotes in this context the views of Bogdanov, Oparin, Studensky, Novo-
~-zhilov, Granovsky and Guberman. See also Herzenstein. ‘Gibt es grosse Konjunk-
. turzyklen?, Unter dem Banner des Marxismus, 1929, Nos. 1-2: ‘Basing himself on
. rthe deceptively cyclical appearance of long-term price waves, (Kondratieff explains)
¢ the uneven dynamic of the material forces of production by a rhythmical mechanism
“+ of conjunctural changes” (p. 123).



Long Wave

Main Tonality

Movement of the Value
Components of Industrial
Commodities

Origins of this Movement

5 1894-1913 expansive, Cf: falling The capital investments in the colonies, the breakthrough
rate of profit Cc: rising, but slowly of imperialism, the generalization of monopolies, profiting
rising, then v : slowly rising, even further from the notably slow rise in the price of raw
stagnant then stable materials, and promoted by the second technological revo-

s/v:  rising steeply, lution with its accompanying steep rise in the productivity
then stable of labour and the rate of surplus-value, permit a general
increase in the rate of profit, which explains the rapid
growth of capital accumulation. Vigorous expansion of the

world market (Asia, Africa, Oceania).

6 1914-1939 regressive, Cf: stable The outbreak of the War, the disruption of world trade,
rate of profit Cc: falling the regression of material production, determine growing
falling sharply v : falling, then stable, difficulties in the valorization of capital, reinforced by the

then falling victory of the Russian Revolution and the narrowing of the
s/v: falling, then stable world market which it provoked.
(in Germany, rising
from 1934)
7 1940/45- expansive, Cf: rising The weakening (and partial atomization) of the working
1966 rate of profit Cc: falls class determined by fascism and the Second World War
first rising, v : first stable or permit a massive rise in the rate of profit, which promotes
then slowly falling, then slowly the accumulation of capital. This is first thrown into arma-
starting to fall . rising ments production, then into the innovations of the third
s/v: steeply rising, then technological revolution, which significantly cheapens
stable constant capital and thus promotes a long-term rise in the

rate of profit. The world market shrinks through autarky,
world war and the extension of non-capitalist zones (Eastern
Europe, China, North Korea, North Vietnam, Cuba), but

18T wisyondv) up S2aDpM -Fuo],



Movement of the Value
Components of Industrial

Long Wave Main Tonality Commodities O,S.ms.:m of this Movement

1 1793-1825 expansive, Cf :  rising steeply Artisan-produced machines, agriculture lags behind
rising rate Cec: rising steeply, then industry —rising prices for raw materials, Fall in real
of profit falling wages with a slow expansion of the industrial prole-

v : falling tariat and mass unemployment. Vigorous expansion of
s/v: rising the world market (South America).

2 1826-1847 slackening, Cf: rising Dwindling of profits made from competition with pre-
stagnant rate Cc: falling capitalist production in England and Western Europe.
of profit s/v:  stabilizes Growing value of C neutralizes the higher rate of surplus-

value. Expansion of the world market decelerates.

3 1848-1873 expansive, Cf: falling Transition to machine-made machines lowers the value
rising rate Cc:  stable, then rising of Cf. Cc rises; but rise cannot keep pace with fall of
of profit v : falling Cf. Massive expansion of the world market following

s/v: rising the growing industrialization and extension of railway
construction in the whole of Europe and North America,
as a result of the 1848 Revolution.

4 1874-1893 slackening, Cf: rising Machine-made machines are generalized The commod-
rate of profit Cc: alling ities produced with them no longer produce a surplus-
falls, then v slowly rising profit. The increased organic composition of capital leads
stagnates, then s/v:  first falling then to a decline in the average rate of profit. In Western

rises slightly

rising again

Europe real wages rise. The results of the growing export
of capital and the fall in the prices of raw materials only
gradually permit an Increase in capital accumulation.
Relative stagnation of the world market.

wsyondo) 230 081
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Once it has been established that the upward and downward
curves of a ‘long wave’ are determined by the criss-crossing of
very different factors, and it is emphasized that these ‘long waves’
do not possess the same built-in periodicity as the classical cycles
in the capitalist mode of production, then there is no reason to deny
their close connection with the central mechanism, which is by its
very nature a synthetic expression of all the changes to which
capital is permanently subject: the fluctuationsin the rate of profit.58

At the same time as Kondratieff, but independently of him, the
Dutch Marxist Sam De Wolff attempted to refine Van Gelderen’s
thesis statistically, among other things by working out ‘decycled’
figure-series. In the process, however, he carried Kondratieff’s
error of a formal analogy with the classical cycles, already pointed
out by Trotsky, to an even greater extreme by postulating an ‘abso-
lute regularity’ for the long cycles —2% ‘classical cycles per long
cycle’. De Wolff attributed a rigid length to the one and the other,
although he thought that the duration of the ‘classical cycle’ would
gradually decrease from 10 to 9, then to 8 and even to 7 years.
De Wolif’s analysis of 1924 was dominated by the development of
prices and gold production and in this sense provided no explana-
tion for the ‘long waves’, thus regressing behind Van Gelderen’s
account. In a work which appeared in 1929,% he did admittedly
offer such an explanation, which was very similar to that of Kon-
dratieff and was based on the reconstitution of very durable fixed
capital such as buildings, gas factories, rolling-stock, pipes, cables,
and so on. A rigid analogy with Marx’s explanation of ‘classical
cycles’ was postulated once again; its validity has never been verified
empirically.5!

8See In this context the importance that Tinbergen and Kalecki attribute to profit
and the rate of profit — although obviously not defined in the Marxist sense of the
terms —in the industrial cycle. Tinbergen and Polak, The Dynamics of Business
Cycles, London, 1950, p. 167, 170f. etc. Michael Kalecki, Theory of Economic
Dynamics.

»Sam de Wolff:-Prosperitats- und Depressionsperioden’, in Otto Jenssen (ed.),
Der Lebendige Marxismus, Jena, 1924, pp. 30, 389.

$Samde Wolff: Het Economisch getij, Amsterdam, 1929, pp. 416-19.

#'Thus the building or building-and-transport cycles discerned by Isard, Riggle-
man, Alvin Hansen and others in the USA have an average length of only 17-18 years,
and not 38 as de Wolff assumed. See Walter Isard, ‘A neglected cycle: the transport-
building cycle’, in Review of Economic Statistics, Vol. 34, 1942, republished in
Hansen and Clemence, Readings in Business Cycles and National Income, London,
1953, p. 467, 479. For the building cycle — often called the ‘Kuznets cycle’—in the
USA, see Simon Kuznets, Long Term Changes in National Income of the United States
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Kondratieff’s famous attempt to isolate and define long waves
was later elevated into ‘the’ explanation of long periods par excel-
lence by Schumpeter. In its first mature form, however, Kon-
dratieff still wavered to and fro between different types of the
explanation. He retained the notion that the ‘ebb-periods’ of long
waves were characterized by severe agricultural depressions, while
typical features of ‘long periods of upswing’ included the applica-
tion of many discoveries and inventions dating from the previous
phase, an acceleration of gold extraction, and great social upheavals,
including wars. In direct (but unacknowledged) reference to
Trotsky’s criticism, Kondratieff polemicized against the ‘essential’
but not ‘watertight’ consideration that ‘long waves’, in contrast to
those of medium length, were ‘determined by contingent circum-
stances and external events’, for example by changes in techno-
logy, wars and revolutions, the integration of new countries into
the world economy and fluctuations in the extraction of gold’#
These factors, which he himself emphasized, were said to be effects
and not causes; the rhythmic movement of these factors, whose
influence he did not deny in the least, were said to be explicable
only by the long-term fluctuations of economic development. Thus,
for example, he argued that it is ‘not the incorporation of new re-
gions (which gives) impetus to the ascent of long waves in the eco-
nomy, but on the contrary, a new upswing which, by accelerating
the tempo of the economic dynamic of the capitalist countries,
makes it possible and necessary to exploit new countries and new
markets for sales and raw materials.’65

This in itself did not yet provide an.explanation of the ‘long
waves’, which was to follow two years later in Kondratieff’s second
German essay 8% His explanation was mainly based on the longevity
of ‘large investments’, the fluctuations of savings activity, the idle-
ness of money capital (loan capital) and the consequences of a low

since 1869, Cambridge, USA, 1952. For both the connection and (in part) contrary
course of the American and English building cycles, see the essays collected in Derek
Aldcroft and Peter Fearon (eds.), British Economic Fluctuations 1790-1939, London,
1972.

82N. D. Kondratieff, ‘Die langen Wellen der Konjunktur’.

8*Probably influenced by the criticisms of Trotsky and other Russian Marxists,
Kondratieff replaced the notion of ‘long cycles” with that of ‘long waves in 1926.
But in substance his ‘waves’ are identical with cycles.

84Kondratieff, op. cit., p. 593. 851bid., p. 593.

SKondratieff, Die Preisdynamik der industriellen und landwirtschaftlichen
Waren (Zum Problem der relativen Dynamik und Konjunktur), referred to earlier.
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price level continuing over a long period: “These goods (large invest-
ments, ameliorations, cadres of qualified labour, and so on) have
a capacity for long-term use. Their construction or production
requires longish periods, extending beyond the span of the ordinary
commercial and industrial cycles. The process of extending the fund
of such capital goods is neither continuous nor regular. The existence
of long economic waves is connected precisely with the mechanism
of the extension of this fund; the period of its accelerated expansion
coincides with the ascending wave, while the period in which the
production of these capital goods slackens or stagnates coincides
with the descending wave of the large cycle. The production of the
kind of capital goods in question necessitates a vast outlay of
capital, over a relatively long time-span. The occurrence of such
periods of increased production of capital goods, i.e., periods of
long ascending waves, is hence dependent on a series of pre-
conditions. These preconditions are: 1. A high intensity of saving
activity. 2. A relatively abundant and cheap supply of loan capital.
3. Its accumulation in the hands of powerful enterprises and centres
of finance. 4. A low level of commodity prices, which acts as a
stimulant to savings activity and long-term capital investments.
The presence of these preconditions creates a situation which will
lead sooner or later to an increase in the production of the kind
of basic capital goods mentioned above and hence to the emergence
of along ascendant economic wave. 87 After he seems to have given
a closed explanation of ‘long waves’ in this way, Kondratieff
shifts to an investigation of the different rhythms with which the
average productivity of labour develops in agriculture and in
industry, coming to the conclusion that the ‘increase in the purchas-
ing power of agricultural goods’ determined by the retardation of
the productivity of agrarian labour ultimately sets in motion the
‘long waves’, because thereby the demand for all commodities
is quickened. %

¢ bid,, p. 87.

**1bid., p. 58-59. Probably without having read Kondratieff’s article, De Wolff
formulated a not dissimilar explanation for classical cycles, which he related to sun
spot cycles. Years with minimum sunspots would determine bad harvests, hence
advantageous exchange relations for agriculture, and years with maximum sun
spots arich harvest and hence good exchange relations for industry, hence increased
profits and increased investment of fixed capital. De Wolff however expressly re-
stricted this argument, which relied on Jevons, to the launching period of industrial
capitalism. Sam de Wolff, Het economisch getij, pp. 286-7.
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Kondratieff’s own retort to his critics applies equally well to the
five causal relations listed by him: he has by no means proved that
these are causes and not effects. The increased gap between supply
and demand for agricultural goods in the expansive long waves’
up to the First World War might well be regarded more as an effect
than as a cause of general expansion: growing employment and
increasing industrial output in fact create a demand of this kind,
while agrarian production is less elastic than industrial % If there
is a rise in the prices of agricultural raw materials and foodstuffs,
however, then the effects not only on the demand for industrial
goods but alse on the rate of profit ought to be investigated, and
this Kondratieff failed to do. He was thus unable to answer the
question as to why the “falling purchasing power of industrial com-
modities’ does not rapidly -stifle expansion.

Idle money capital (loan-capital) is a characteristic of every
crisis; why does this capital remain idle for long periods — despite
the low rate of interest — instead of being invested productively?
The same question applies to an increase in savings activity and
growing concentration of capital, which could rather be described
as constants of capitalist development (with brief interruptions at
the peak of successive ‘booms’} than as variables.”” Moreover, as
far as long-lived capital goods’ are concerned,” the same objec-
tion applies as to the similar thesis of De Wolff: ‘capital goods” with
a productive life of forty to fifty years play only a marginal role in
capitalism. If the means of production in question have a shorter
life-span than this, then no ‘echo effect’ can evoke a forty to fifty
year cycle. The upward and downward movements of capital laid
idle and capital productively invested would then be restricted
largely to the ten year cycle. By excluding from his argument two
crucial determinants — long-term fluctuations in the average rate
of profit and the influence of technological revolutions on the volume
and value of renewed fixed capital — Kondratieff himself barred
the way to the solution of the question he had raised. The methodo-
logical basis of the errors made by Kondratieff in working out an

¢ Kondratieff himself emphasized this, op. cit., p. 60.

%It is true that periods of accelerated capital accumulation are also characterized
by anincreased mobilization of capital. The period 1849-73 witnessed the expansion
of stock exchanges and joint-stock companies; the period 1893-1913 that of trusts,
investment banks and holding companies; the period 1945-67 that of common in-
vestment funds, convertible bonds, eurocheques, and so on.

"1n his reflections on this subject, Kondratieff was clearly influenced by Professor
Spiethoff’s article, Krisen’, in Handworterbuch der Staatswissenschaften, Vol. 4,
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explanation of ‘long waves’ can be attributed to his exaggerated
fixation on price fluctuations and insufficient analysis of fluctua-
tions in tndustrial production and the growth of productivity. In
the final resort this can be traced back to his rejection, or revision,
of Marx’s theory of value and money.

Joseph Schumpeter, who was responsible for the most thorough
treatment of ‘long waves in the economy’,?? tried to avoid these
mistakes. Starting from his general theory of capitalist develop-
ment, which he had already completed ”® when Kondratieff drew
his attention to ‘long waves’, he worked out a concept of long waves’
which was based on the ‘innovatory activity of entrepreneurs’,
i.e., remained in harmony with his overall theory of capitalism. He
also sought to give greater importance to production-series than to
price-series, although he appears to have failed empirically in this
respect.’”* Moreover, the problem as to why innovation is introduc-
ed on a massive scale (‘in clusters’) in certain periods cannot be
satisfactorily resolved without a more thorough treatment of 1) the
role of productive technology; and 2) the long-term fluctuations in
the rate of profit. Precisely these two factors are inadequately
explored in Schumpeter’s magnum opus. This is all the more aston-
ishing in that Schumpeter fully acknowledged the central impor-
tance of the problem of profit.?

The most systematic critiques so far of Schumpeter’s and Kondra-
tieff’s theories of long waves” have been made by Herzenstein and
Garvy (for Kondratieff), Kuznets (for Schumpeter) and Weinstock.
They are not very convincing. The technical inadequacies of Kon-
dratieff’s statistical methods, the arbitrary selection of starting and
finishing points for the ‘long waves’ and the unconvincing nature
of Schumpeter’s series except as regards price levels, can all be
granted. The fact still remains that economic historians are prac-
tically unanimous in distinguishing major expansion in the years
1848-73, pronounced long-term depression in the years 1873-93,

1923. A revised edition of this article can be found in Arthur Spiethoff, Die wirt-
schaftlichen Wechsellagen, Tubingen, 1955.

"Joseph Schumpeter, Business Cycles, 2 Vols., New York, 1939,

"Joseph Schumpeter, Die Theorie der wirtschaftlichen Entwicklung, 1911.
(English: The Theory of Economic Development, New York, 196 1).

"Weinstock, op, cit., pp. 87-90.

"*For example, Schumpeter, Business Cycles, pp. 15-17, 1056, etc.

"5Garvy, op. cit., Weinstock, op. cit.; Kuznets, ‘Schumpeter’s Business Cycles’,
in Economic Change, New York, 1953, pp. 105-24. Weinstock relies heavily on
Garvy’s critique of Kondratieff and Kuznets’s critique of Schumpeter.
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a tempestuous increase in economic activity in the years 1893-1913
strongly decelerated, if not stagnant and regressive development
between the two World Wars, and a renewed major increase in
growth after the Second World War.77 Only with regard to the
‘first Kondratieff’ — i.e., the alleged alternation of faster growth
1793-1823 and of slower growth 1824-47 —is there any, partly
justified, doubt.” Such a succession of at least five long waves’
cannot be attributed either to pure accident or to various exogenous
factors.

Herzenstein’s critique of Kondratieff exposed most of the errors
in his theoretical explanation. But he bent the stick too far in the
other direction, when he sought to refute the very existence of ‘long
waves empirically. He improperly extrapolated trends from the
economic development of the USA and thereby tried to confine
the long upswing of 1849-73, as well as the protracted depression
of 1873-93, to Great Britain alone. The statistical material assembl-
ed at the end of this chapter, however, proves beyond any doubt
that these twolong waves manifestly swept the entire world produc-
tion and world market of 19th-century capitalism. Herzenstein,

"1t would extend tco far to list bibliographical references for the feverish ex-
pansion of the world economy from 1848-73, in the pericd between the 1890’s
and the First World War, and the period following the Second World War, or for the
major world depressions. There is an extensive bibliography on the long depression’
of the period 1873-1896 in Hans Rosenberg, ‘Political and Social Consequences of
the Great Depression of 1873-1896’, in The Economic History Review, Nos. 1-2,
1943, pp. 58-61.

8The reason for this was already explained by Marx a century ago, in a passage
added to the French translation of the First Volume of Capttal: ‘Butonly when mecha-
nicalindustry had struckits roots so deep that it exercised an overwhelming influence
over the whole of national production; when the world market had successively
mastered widespread areas of the New World, Asia and Australia; and when, finally,
a sufficient number of industrial nations had entered the arena — only from this time
on do there occur those constantly self-generating cycles, embracing years in their
successive phases, which always end in a general crisis, constituting the conclusion
of one cycle and the starting point of the next’. (This passage is not included in the
English edition of Capital; it should appear before the last sentence on p. 633 —
translator.) The fact that many historians and economists nevertheless assert the
existence of a long wave 1793-1847 is due, not only to successive price movements,
but to the feverish expansion of world trade (especially British commerce) from the
outbreak of the industrial revolution to the aftermath of the Napoleonic Wars, which
wasthenfollowed by the stagnation or even contraction of international trade. English
exports, which had reached an annual average value of £43.5 million in 1815-19,
declined to £36.8 million in 1820-24, then to £36 million in 1825-29 and £38-7
million in 1830-34. The 1815-19 level was not attained again in absolute figures
until 1835-39, and in per capita terms until the end of the 1840’s.
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in fact, went so far as to reject even the increased growth of the
1893-1913 period, on the basis of one insubstantial article in a single
journal. His theoretical arguments against Kondratieff were more
interesting. He objected to the latter’s attempt to ‘classify historical
epochs as periodic cycles’, because —he wrote — Kondratieff’s
series of ‘unique historical constellations . . . leading to fundamental
changes in the general conditions of the world market and the
inter-relations between the territorial sectors of this market’, was
logically incapable of explaining ‘repeated fluctuations of fixed
regularity’. 79 But he overlooked the fact that ‘unique historical con-
stellations’ on the capitalist world market can indeed be classified
into two basic categories; those which cause the average rate of
profit to rise, and those which cause it to decline over the long-run.
Herzenstein fails to establish that these constellations will have
only random and irrelevant effects on the rate of profit. In the
absence of such a proof (one that in our view is theoretically and
empirically impossible to furnish), there is no reason why ‘unique
constellations’ cannot indeed be regarded as successively promoting
long-term upswings and downswings of the average rate of profit —
inother words, of capital accumulation and rates of economic growth.

The attempt to interpret ‘long waves’ out of existence as simple
expressions of ‘stronger’ or ‘weaker’ classical cycles is equally un-
convincing.® The fact that long-term economic development is
influenced, in rhythmical alternation, more strongly by phases of
economic prosperity at one time and phases of crisis and stagnation at
another, ought at least to present a problem. As soon as it is acknow-
ledged as such and not as a self-evident fact, an explanation for it
must be sought, and we thus come back once more to the problem-
atic of the ‘long waves’. Following Kuznetsit has become fashionable
toreplace ‘long waves’ by ‘trends’ and arbitrary ‘decennial averages’.
But here too, a genuine problem is conjured away by its dissolution
intovery long periods of time. Even the Great Depression of 1929-32
disappearsin some of these ‘trend calculations’.®! No one can doubt
the existence of that particular crisis, however.

""Herzenstein, op. cit., p. 125.

8Bogdanov appearstohave been the first tomake suchan attempt. Thelong waves
arenot independent of the conjunctural cycles, but simply (!) the result of the summa-
tion of individual conjunctural cycles of different lengths which happen to () fall
within each phase of the long cycles.’” Garvy quotes this passage with approval, and
Weinstock repeats it. (op. cit., p. 50).

#Thus Kuznets operates with ‘averages of the 10-year growth of world trade in the
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Weinstock argues that the theory of long waves is Marxist in
inspiration and therefore unutilizable,?®? basing himself on Popper’s
polemic against ‘historicism’; it is he, of course, and not any Marxist,
who thereby reveals unscientific bias. The real issue is ultimately
whether or not the existence of ‘long waves’ has been established,
and if so, how they are to be explained. Weinstock further objects
that: “The time-series for output and income, which would be needed
for a proof of long waves, cannot be reconstructed for a sufficient
number of relatively advanced countries with the necessary re-
liability for the period since the French Revolution.’®® In other words,
the ‘long waves are not demonstrable statistically. We, on the
contrary, regard the main problem not as one of statistical verifica-
tion, but of theoretical explanation8¢ although it goes without
saying that, if the theory of ‘long waves’ could not be confirmed
empirically, it would be an unfounded working hypothesis, and
ultimately a mystification. Methods of empirical verification must
themselves, however, be appropriate to the specific problem to be
explained. Price movements, which may be provoked by inflationary
development — including, in the context of a gold standard, a greater
reduction in the commodity value of precious metals than in the

period 1928-63 or even 1913-63 which completely obliterate the specific fact of a
marked contraction of world trade in the period 1929-39: Simon Kuznets, ‘Quantita-
tive Aspects of the Economic Growth of Nations, M-X Level and Structure of Foreign
Trade: Long Term Trends’, in Economic Development and Cultural Change, Vol XV,
PartIl,No. 2,January 1967. Thisis reminiscent of those notorious ‘statistical averages’
whichwould calculate the ‘per capita income’ of a backward country as $1,000 and
use this to determineits ‘relative standard of living’, without taking into account that
this average is the result, say, of a situation in which 75% of the population receive
only $100, 24% receive $2,000 and 1% receives $45,000.

82 Weinstock, op. cit., pp. 62-6. Weinstock comes to the conclusion that long waves
must be regarded more as ‘historical epochs’ than as ‘true cycles’ (ibid. p. 201),
apparently without realizing that the same idea had been formulated forty years
before by the Marxist Trotsky. (For the relevant sources, see above, footnotes 51 and
54.)

8 Weinstock, op. cit., p. 101,

8In a posthumous work Lange commented: ‘Even though the historical facts
cited above (the alternating phases of capitalist production since the year 1825)
are not subject to any serious reservations, they are not sufficient proof of the
existence of long-range cycles. To prove this theory it would be necessary to show that
there exists a causal relation between two consecutive phases of the cycle and nobody
hassucceeded inshowing this.” (Oskar Lange, Theory of Reproduction and Accumula-
tion, Warsaw, 1969, pp. 76-7). Although we likewise reject the concept of the ‘long
cycle’ and do not, therefore, accept the mechanical determination of the ‘ebb’ by the
‘flow’ and vice versa, we have nevertheless attempted to show that the inner logic of
the long wave is determined by long-term oscillations in the rate of profit.
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average value of other commodities — are definitely not a reliable
indicator.85 Qutput figures for individual commodities, which may
be heavily influenced in certain periods by the role of particular
branches of production as ‘growth sectors’, should likewise be
treated with caution. Income curves, which may be co-determined
by inflationary price movements, are also derivative indices and can
only be used after fundamental historical analysis. The most con-
vincing indicators consequently appear to be those of industrial out-
put as a whole and the development of the volume of world trade
(or of per capita world trade); the former will express the long-term
tendency of capitalist production and the latter the rhythm of expan-
sion of the world market. Precisely where these two indicators are
concerned, it is quite possible to provide empirical verification for
‘long waves’ after the crisis of the year 1847:

Annual cumulative rate of growth of the industrial output of Great Britain®

Deane and Cole, British Economic Growth 1688-1959, p. 170 (includes the build-
ing trade).

1827-1847 : 3.2% ¥

1848-1875 : 4.55%

1876-1893 : 1.2%

1894-1913 : 2.2%

1914-1938 : 2%

1939-1967 : 3%

Annual cumulative rate of growth of the industrial output of Germany®®
(after 1945: Federal Republic of Germany)

1850 — 1874 : 4.5%
1875 —1892 : 2.5%
1893 —1913 : 4.3%
1914 —19388 : 2.2%
1939 — 1967 : 3.9%

85The theses of Gaston Imbert, which are based exclusively on price movements.
must therefore be rejected. Gaston Imbert, Des Mouvements de Longue Durée Kon-
dratieff, Aix-en-Provence, 1959. David Landes refuses the notion of long waves’ for
the evolution of prices; but he has not thereby in any way refuted their existence.
Landes, op. cit., pp. 233-4. ’

%B. R. Mitchell and Phyllis Deane, Abstract of British Historical Statistics; the
Hoffmann index until 1918; the Lomax index 1914-38 {both without the buildirg
trade). Calculations for the period after the Second World War are taken from EEC
Office of Statistics and include the building trade.

87 Average 1801-1811 until average 1831-1841: 4.7%

%For the figures until 1938, Walther G. Hoffmann, Das Wachstum der deutschen
Wirtschaft seit der Mitte des 19. Jahrhunderts, Berlin, 1965. The figures after the
Second World War come from the Statistisches Jahrbuch fitr die Bundesrepublik.
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Annual cumulative rate of growth of the industrial output of the USA®

1849 — 1873 : 5.4%
1874 — 1893 : 4.9%°
1894 — 1913 : 5.9%
1914 — 1938 : 2%
1939 — 1967 : 5.2%

Annual cumulative rate o f growth o f physical per capita output on a world scale™

1865 — 1882 : 2.58%
1880 — 1894 : 0.89%
1895 — 1913 : 1.75%
1913 — 1938 : 0.66%

Annual cumulative rate of growth in the volume of world trade®’

1820 — 1840 : 2.7%
1840 — 1870 : 5.5%
1870 — 1890 : 2.2%
1891 — 1913 : 3.7%
1913 — 1937 : 04%
1938 — 1967 : 4.8%

The switch since 1967 from a long wave of expansion to a long
wage of much slower growth is statistically confirmed by the
respective trends of world industrial production for each period:

Annual Compound Percentage Growth of Industrial Output #

1947-1966 1966-1975
USA 5.0%* 1.9%
Original EEC ‘Six’ 8.9% 4.6%
Japan 9.6% 79%
UK . 29% 2.0%

* For the USA, 1940-1966

#For the figures 1849-1873, Robert E. Gallmann, ‘Commodity-Output 1839-1899,
in Trends inthe American Economy in the 19th Century, Vol. XXIV of Studies in
Income and Wealth, Princeton, 1960. The later figures are from Long-Term Econo-
mic Growth 1860-1965, Bureau of the Census, US Department of Commerce.

%This figure is much higher than average, because a certain postponement of
the ‘long wave’ was brought about by the Civil War, so that production increased
more steeply in the USA than iz Europe in the 1880’s,

% Leon H. Dupriez, Des Mouvements Economiques Généraux, Vol. II, Louvain,
1947, p. 567.

92Calculated by us from Mulhall, Dictionary of Statistics, London 1889; Mulhall
and Harper, Comparative Statistical Tables and Charts of the World, Philadelphia,
1899; Simon Kuznets, ‘Quantitative Growth of the Economic Wealth of Nations’;
Ingvar Svennilson, Growth and Stagnation in the European Economy, Geneva,
1954; Statistisches Jehrbuch fiir die Bundesrepublik Deutschland, 1969.

®3Calculations based upon United Nations and OECD statistics. We- assume the
following rates of decline during the present recession: for 1974: USA -3%, Japan
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Dupriez, for his part, published his theory of long waves in eco-
nomic development in its final form after the Second World War.%
This theory attributed the decisive role in the explanation of
Kondratieff’s waves to the deviations of the value of money index
fromthe value of goodsindex: “The fundamental connection between
the bundle of essential economic processes and contingent historical
facts must be sought in the deviation of the value of money index:
failing any stabilization of the relation between money and goods,
such deviations are virtually inevitable. This is the basic economic
reality governing the Kondratieff waves, which determines all the
processes linked to price changes. It is the new fact we introduce into
the explanation of the secular progress which extends beneath the
Kondratietf waves, where it proves to be a much more decisive and
straightforward determinant than in business cycles themselves.”®
The basis of Dupriez’s argument rests on the great variability in the
demand for capital (Marxists would say: the demand of the industrial
capitalists for additional money capital). In the ascendant phase of
the long wave, the rising prices which result from a fall in the value
‘of money index, stimulate this demand for capital. Then there occurs
a turning point, mostly after wars or revolutions, at which ‘the desire
for a reorganization of public finances” becomes predominant, the
money-value index rises because of the diminished volume of
money for credit, and the corresponding deflation and fall in prices
act as a damper on the growth of the economy.%

The decisive turning point in this whole schema is thus occasioned
by a purely psychological factor — which, in exactly the same way
as Schumpeter’s outstanding entrepreneurial personalities with a
proclivity for epoch-making innovations, performs the role of an
arbitrary deus ex machina in it.%7 Quite apart from this weakness,

-3%, EEC-1%, UK -2%; for 1975: USA -2%, Japan -1%, EEC -2%. UK -1%. These
‘assessments probably underestimate the scale of the general recession of 1974-75.
Since the rate of growth during the rest of the 70’s will certainly be below that
of the 607, especially in Japan, the long-term trend will tend to accentuate rather
than to reduce the contrast between the growth rates of the 1947-66 period and
the 1967-198° period.
%Dupriez, op. cit., and Konjunkturphilosophie, Berlin,1963.
**Ibid, pp. 201-2.
*Dupriez, Des Mouvements Economiques Généraux, pp. 92, 96.
9Schumpeter had already worked out this thesis in his Theory of Economic
:Development, where he expressly stated that the appearance of a few ‘innovatory
.. personalities’ would inevitably provoke a whole wave of innovations. In his Business
Cycles he further clung to this theory. Kuznets is therefore right to accuse him of
having worked out a thesis of the cycle of entrepreneurial capability. Simon
Kuznets, ‘Schumpeter’s Business Cycles’, p. 112.
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however, Dupriez’s argument represents a peculiar new version of
that dualism of commodities and money which Marx had already
criticized so severely in Ricardo, and which fails to understand that
money can only perform its role as a medium of exchange because it
isitself a commodity. Once, however, the commodity value (produc-
tion price) of the money material, i.e., of precious metal, as deter-
mined by its own conditions of production, is eliminated from the
argument, then the factor declared by Dupriez to be the crucial
motor behind long waves is reduced to fluctuations in paper money,
i.e., the inflation of paper money. Since, however, the initial impetus
of long waves was attributed to demand for capital — real capital
capable of valorization and not paper money — the argument col-
lapses of its own accord. It isnot clear why a lack of circulating paper
money should in certain periods throttle the demand for money
capital and hence be accompanied by a falling rate of interest, while
in other periods, precisely when there is an expansion of credit, the
demand for money rises even more steeply and thus boosts the rate
of interest. Indeed Dupriez himself has published a table showing
cyclical fluctuations in the long-term rate of interest in Great Britain,
which demonstrates the opposite of what he sets out to prove. For
precisely in phases of ‘reorganizationof money’ and ‘money scarcity’,
the interest rate is lower than in phases of ‘money inflation’:

Average long-term rate of interest in Great Britain 98

1825 — 1847 : 3.99%
1852 — 1870 : 4.24%
1874 —1896 : 3.11%
1897 — 1913 : 3.25%

As in the case of Kondratieff and Schumpeter, so in that of
Dupriez, what should be the crucial connecting link in the whole
argument is missing — the rate of profit. The ebb and flow of long
waves of economic development are not the result of the ‘scarcity’
or ‘super-abundance’ of money, depending on whether there is an
‘inflationary’ generation at the helm or one which is inspired by the
‘desire for a reorganization of public finances’. On the contrary: the
demand for money capital and hence the rate of interest undergo a
relative decline when the falling average rate of profit puts a brake
on the investment activity of the capitalists. Only when specific

**Dupriez, Des Mouvements Economiques Généraux, Vol. I1, p. 54.
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conditions permit a steep risein the average rate of profit and a signi-
ficant extension of the market will this investment activity take
possession of the technical discoveries capable of revolutionizing
the whole of industry and thus bring about a long-term expansionary
tendency in the accumulation of capital and the demand for money
capital (at a relatively high rate of interest).

The specific contribution of our own analysis to a solution of the
problem of ‘long waves’ has been to relate the diverse combinations
of factors that may influence the rate of profit (such as a radical fall
inthe cost of raw materials; a sudden expansion of the world market
or of new fields for investment for capital; a rapid increase or decline
in the rate of surplus-value; wars and revolutions) to the inner logic
of the process of long-term accumulation and valorization of capital,
based upon spurts of radical renewal or reproduction of fundamental
productive technology. It explains these movements by the inner
logic of the process of accumulation and self-expansion of capital
itself. Even if we assume that the activity of invention and discovery
is continuous, the long-term development of capital accumulation
must still remain discontinuous, for conditions promoting the
valorization of capital (and resulting in a rise or stabilization at a high
level of the rate of profit) must in time turn into conditions determin-
ing a deterioration in this valorization (in other words, a fall in the
average rate of profit). The concrete mechanisms of this conversion
must be analysed by reference to the concrete historical conditions
of the development of the capitalist mode of production at the time
of these major turning points (i.e., the start of the 20’s and the 70’s
of the 19th century; immediately preceding the First World War;
the mid-60’s of the 20th century). That is what we have tried to
demonstrate in this chapter. We have shown that a different com-
bination of triggering factors was responsible for the successive and
sudden increases in the average rate of profit after 1848, after 1893,
and after 1940 (USA) and 1948 (Western Europe and Japan). After
the Revolutions of 1848, the rise in the rate of profit was essentially
due to the rapid expansion of the world market, itself partially a
result of these revolutions, and to the sudden expansion of gold
production in California and Australia, which created propitious
conditions for the first technological revolution. This in turn led to a
radical cheapening of fixed constant capital and a steep upswing in
the rate of surplus-value — with a massive increase in the producti-
vity of labour in Department II, and thereby a massive increase in
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the production of relative surplus-value. All these determinants
released a sharp upward shift of both the average rate of profit and
therefore of capital accumulation as such.

In the early 90’s of the last century, the triggering factors of the
new long wave of expansion were the momentous drive of capital
exports to the colonies and semi-colonies, and resultant cheapening
of raw materials and foodstuffs, which similarly led to a sharp
increase in the rate of profit in the imperialist countries. This per-
mitted the second technological revolution, a fall in the costs of
fixed capital and a pronounced acceleration of the turnover-time of
industrial capital in general —in other words, to another major
increase in the mass and rate of surplus-value and of profit. The
central problem posed by the most recent past is why, after the long
recession or stagnation of capital accumulation after 1913, which
was intensified by the Great Depression of 1929-32, it was possible
for anew rise in the average rate of profit and a new acceleration of
capital accumulation to take place immediately before, during and
after the Second World War (depending on the particular imperialist
country in question). This raises the further question of whether a
new long wave can be predicted from the second half of the 1960’s
onwards — the ebb after the flow. We shall try to answer these
questions in the following chapters.



5

Valorization of Capital, Class Struggle
and the Rate of Surplus Value in
Late Capitalism

An increase inthe organic composition of capital means a fall in the
rate of profit, all other factors being equal. In the 14th Chapter of
the Third Volume of Capital, Marx shows that two of the most impor-
tantfactors which can halt the fall of the average rate of profit are the
cheapening of elements of constant capital and the raising of the rate
of surplus-value (either by an increase in the degree of the exploita-
tion of labour or by a depression of wages to a level below the value
of the commodity of labour-power).! In the preceding chapters we
have already investigated the development of the value of the
circulating portion of constant capital since the 1920’s. In the follow-
ing chapters we shall consider the development of the value of fixed
constant capital. We must first, however, examine the fluctuations
in the rate of surplus-value in the 20th century.

If the length of the working day remains the same — and this has
largely been the case since the general introduction of the eight-hour
day following the First World War, with the exception of the epoch
of Fascism and the Second World War (if we leave aside fluctuations
in overtime and part-time work) — then the rate of surplus-value
will rise under the following conditions. 1) If the productivity of
labour in Department II increases more rapidly than wages, i.e., if
the worker uses up less of an unaltered working day to produce the

"Marx, Capital, Vol. 3, p. 232ff.
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equivalent of his wages; 2) if an increase in the intensity of labour
leads to the same result, i.e., the labourer produces the value-
equivalent of his wages in less working hours than before, so that
there is an increase in the duration of surplus labour; 3) if, with no
alteration in the productivity or intensity of labour (and a fortiori
with a growth in the productivity and intensity of labour) there is a
fall in real wages, i.e., the value-equivalent of wages can once more
be produced in a smaller fraction of the working day.

The increase in the rate of surplus-value will be all the more
significant if two or all three of these factors are in operation simul-
taneously. Under normal conditions, i.e., as long as the price of the
commodity of labour-power is regulated by the laws of the market,
this is a rare occurrence. With a rise in the productivity of labour
real wages will only fall absolutely if the secular tendency is for the
industrial reserve army to increase, and in the industrialized or
imperialist countries this has not been the case since the last third of
the 19th century. If, in the 'long-term, the industrial reserve army
remains stable or diminishes, then arise in the productivity of labour
will have a two-fold and contradictory effect on the level of wages.
On the one hand the value of the commodity of labour-power will
be reduced, because the commodities traditionally needed for the
reproduction of labour-power now lose some of their value. On
the other, the value of the commodity of labour-power will be
raised through the incorporation of new commodities into the
necessary minimum for life (for example, the so-called durable
consumer goods, the purchasing price of which has gradually found
its way into the average wage). This happened in the USA in the
20’s,30’s and 40’s, in Western Europe in the 50’s and 60’s, while in
Japan the process is currently in full swing?

We can also note that under normal conditions it is difficult to
unite unaltered working time, falling real wages and increased
intensity of labour, because a fall in real wages makes the worker
more passiveandindifferent, as well asin part objectively weakening

*Failure to understand that what Marx called the ‘historical or social element’ in
the value of the commodity of labour-power is not static and traditional, but at least
potentially dynamic, isthe greatestweakness of Arghiri Emmanuel’stheoryof wages:
Emmanuel, Unequal Exchange, pp. 116-20. It leads him to the idealist thesis that
‘what society regards, in a certain place and at a certain moment, as the standard of
wages is the determinant of wages; ibid,, p. 119.
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him psychologically and physically? and thus creates a material
limit which cannot be broken down by the intensity of labour.
Admittedly, growing unemployment here. has the opposite effect,
for the fear of losing one’s job reduces fluctuations and encourages
greater ‘labour discipline’; i.e., greater attention and effort, as
employers in West Germany discovered in the 1966-67 recession.*
Fascism and World War are not ‘normal’ conditions, however.
One of their chief objective functions was precisely to permit all the
sources for an increase in the rate of surplus-value to flow simul-
taneously, as it were, to combine an increase in the productivity and
intensity of labour at least partially with a decline in real wages.
One of Marx’s greatest achievements was to point out that no such
thing existed as a clearly defined ‘wages fund’, nor any other sort of
‘iron law of wages’ determining the level of wages with the force of
natural necessity. Although in the final analysis the determination
of the value of the commodity of labour-power in a commodity-
producing society is governed by objective laws just like every deter-
mination of any kind of commodity value, there is nonetheless some-
thing special about this particular commodity value, because it is
influenced toalarge extent by conflicts between capital and labour —
in other words, by class struggle. In Wages, Price and Profit,
Marx says: ‘Besides this mere physical element, the value of labour
is in every country determined by a traditional standard of life.
It is not mere physical life, but it is the satisfaction of certain wants
springing from the social conditions in which people are placed and
reared up. The English standard of life may be reduced to the Irish
standard; the standard of life of a German peasant to that of a Livo-
nian peasant. The important part which historical tradition and social
habitude play in this respect, you may learn from Mr. Thornton’s
work on Over-population. ... This historical or social element,
entering into the value of labour, may be expanded, or contracted,
or altogether extinguished, so that nothing remains but the physical

3See in this connection Jacquemyns investigation of the development of the
state of health and labour capacity of Belgian workers during the Second World
War: J. Jacquemyns, La Société Belge sous 'Occupation Allemande, Brussels, 1950,
Vol. I, pp. 135-8, 463-5, Vol. 11, pp. 149-64.

* See among other things Zweites Weissbuch zur Unternehmemoral, published
by the I. G. Metall (the West German Metalworkers Union), Frankfurt, 1967, and
Ernest Mandel; Die deutsche Wirtschaftskrise —Lehren der Rezession 1966-7,
Frankfurt, 1969, p. 25.
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limit. . .. By comparing the standard of wages or values of labour in
different countries, and by comparing them in different historical
epochs of the same country, you will find that the value of labour
itself is not a fixed but a variable magnitude, even supposing the
values of all other commodities to remain constant.’”> Marx added,
even more specifically: ‘But as to profits, there exists no law which
determines their minimum. We cannot say what is the ultimate
limit of their decrease. Why cannot we fix that limit? Because,
although we can fix the minimum of wages, we cannot fix their
maximum. We can only say that, the limits of the working day
being given, the maximum of profit corresponds to the physical
minimum of wages; and that wages being given, the maximum of
profit corresponds to such a prolongation of the working day as
is compatible with the physical forces of the labourer. The maximum
of profit is, therefore, limited by the physical minimum of wages
and the physical maximum of the working day. It is evident that
between the two limits of this maximum rate of profit an im-
mense scale of variationsis possible. The fixation of its actual degree
is only settled by the continuous struggle between capital and
labour, the capitalist constantly tending to reduce wages to their
physical minimum, and to extend the working day to its physical
maximum, while the working man constantly presses in the opposite
direction. The matter resolves itself into a question of the respective
powers of the combatants.’®

Since the ‘respective powers of the combatants’ determine the
distribution of the newly created value between capital and labour,
they likewise determine the rate of surplus-value. This must be
understood in a double sense. First, when the political and social
relationship of forces is propitious, the working class can succeed in
incorporating new needs, determined by historical and social con-
ditions and to be satisfied by wages, into the value of labour-power,’

*Marx, Wages, Price and Profit, in Marx and Engels, Selected Works, London,
1968, pp. 225-6.

*Ibid, p. 226(Our italics).

"“The main function of trade unions is that, by raising the needs of the workers,
by raisingtheir customary standards above the physical minimum for existence, they
create a cultural and social subsistence minimum, i.e., a particular cultural standard
of living of the working-class, below which wages cannot fall without immediately
provoking united struggle and resistance. The great economic significance of Social
Democracy particularly lies in the fact that, by arousing the broad masses of workers
intellectually and politically, it raises their cultural level and therewith their eco-
nomic needs. When, for example, it becomes habitual for workers to subscribe to a
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l.e., It can succeed in raising this value. If economic conditions are
advantageous, however, namely when there is an acute shortage of
labour-power due to an abnormal rhythm of the accumulation of
capital, then the price of the commodity of labour-power (wages) can
also periodically rise above its value. Conversely, when the political
and social relationship of forces is disadvantageous to the working
class, capital can successfully lower the value of labour-power by
annihilating a series of workers historical or social achievements,
i.e., by partially eliminating commodities which cover their needs
from the ‘standard of life’ regarded as normal. Similarly, capital can
successfully force the price of the commodity of labour-power down
to a level below its value, when the economic relationship of forces
is particularly disadvantageous to the working class.

The mechanism inherent in the capitalist mode of production
which normally keeps the increase in the value and the price of
wages within bounds is the expansion or reconstruction of the indus-
trial reserve army induced by the accumulation of capital itself,
i.e., by the inevitable appearance, in periods of rising wages, of
attempts toreplaceliving labour-power by machines on a vast scale.®
The fall in the average rate of profit resulting from anincrease in the
organic composition of capital and rising wages has the same effect.
If the rate of profit sinks below the level necessary to promote a
further accumulation of capital, then the latter will fall back abruptly;
in the resulting depression the demand for the commodity of labour-
power fallsrapidly and the industrial reserve army is reconstructed,
thus checking the rise of wages or causing them to fall.

In Der Imperialismus, his main work, Sternberg made the first
attempt to investigate, with reference to the history of the capitalist
mode of production in the first decades of the 20th century, the role

newspaper or to buy pamphlets, the worker’s economic standard of living rises cor-
respondingly, and so, consequently, do his wages.” Rosa Luxemburg, Einfithrung in
die Nationalokonomie, Berlin, 1925, p. 275.

#The stagnation of production would have laid off a part of the working class and
would thereby have placed the employed partin a situation, where it would have to
submitto areduction of wages even below the average. This has the very same effect
on capital as an increase of the relative or absolute surplus-value at average wages
would have had. . . . The fall in prices and the competitive struggle would have
driven every capitalist to lower the individual value of his total product below its
general value by means of new machines, new and improved working methods, new
combinations, i.e., to increase the productivity of a given quantity of labour, to lower
the proportion of variable to constant capital, and thereby to release some labourers;
in short to create an artificial over-population.” Marx, Capital, Vol. 3, pp. 254-5.
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of the industrial reserve army as the most important regulator of
fluctuations in wages, a role which was expressly emphasized by
Marx.9 This service cannot be denied him ¥ even if his work reveals
many methodological and theoretical errors, criticized by Grossmann
and others.}

In his critique of Sternberg, Grossmann rightly refuted the
frivolous formulations in which Sternberg felt himself obliged to
show up the ‘shortcomings’ of Marx’s Capitall? But his criticisms
overlooked the essence of Sternberg’s thesis, missing the import of
Marx’s definitions of wages (which were much more complex than
Grossmann chooses to admit)® and so were unable to provide a
mediation between the abstract and the concrete — in other words,
a mediation between the general laws determining the value of the
commodity of labour-power and the concrete development of wages
in Western Europe since the second half of the 19th century.

It must also be expressly emphasized that, as soon as the workers
succeed in largely eliminating competition amongst one another by
means of a strong trade union organization — itself determined by
a long-term contraction of the industrial reserve army —a renewed

°See Marx, Capital, Vol. 1, p. 637: ‘Taking them as a whole, the general move-
ments of wages are exclusively regulated by the expansion and contraction of the
industrial reserve army, and these again correspond to the periodic changes of the
industrial cycle.’

'®Sternberg, Der Imperialismus, especially the first two chapters. It is true that
occasionally, under the influence of the theories of Franz Oppenheimer to which he
adhered in his pre-Marxist youth, he slips from a correct understanding of the regula-
tive role of the industrial reserve army of labour in wage-fluctuations, to an over-
estimation of it as the decisive determinant of the manifestation of surplus-value —
i.e., of the value of labour-power itself.

“"Henryk Grossmann, ‘Eine neue Theorie iiber Imperialismus und soziale Revolu-
tion’, originally published in Grunberg’s Archiv fisr die Geschichte des Sozialismus
und der Arbeiterbewegung, Vol. X111, Leipzig, 1928. Our references here are to the
reprintin Henryk Grossmann, Aufsitze zur Krisentheorie, Frankfurt, 1971, pp. 111-
64.

2 Amongotherthings, Sternberg’s claim that Marx under-estimated the importance
of the petty bourgeois middle strata; that he failed to realize that a postponement of
the socialist revolution could undo the European and American economy’s ‘ripeness
for socialization’; that Marx’s theory of wages was one of absolute immiseration, and

SO oL
3 Thus Grossmann completely forgets (op. cit.,, p. 1371f) the importance of the ‘his-

torical and social element’ in the determination of the value of the commodity of
labour-power, and speaks of the ‘exactly fixed’ costs of reproduction of the latter,
without taking the factinto account that these costsin turn depend on the particular
needs they must satisfy. On p. 142 we even find a formula which is truly astonishing
for a writer so familiar with Marx’s Capital: ‘wages, i.e., the value of labour power’,
where it should be ‘the price of labour power’.
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rise in unemployment (short of catastrophic proportions) need not
lead automatically to a fall in the price of the tommodity of labour-
power. Unemployment can then only have this effect indirectly,
firstly through the fact that the real wages of the unorganized strata
of the working-class begin to fall as a result of the disadvantageous
development of the relationship between the demand and the supply
of labour-power, and secondly when the trade-union combativity
of the organized layers of the proletariat is weakened. This second
condition is, however, a necessary mediation between rising un-
employment and falling real wages. If it does not materialize, or
doesnot do soimmediately or sufficiently, then rising unemployment
can actually be accompanied by rising real wages, as is shown by the
example of the USA in 1936-39 or of Great Britain in 1968-70.
Capital will then seek to extend the volume of unemployment in
such a way that this mediation will prevail all the same—i.e., it
will try to undermine class solidarity between employed and un-
employed workers to such an extent that massive unemployment
ultimately does impair the fighting strength of organized and still-
employed wage earners4 The struggle against the extension of un-
employment then becomes a question of life and death for organized
workers.

"The sacial origin and composition of the industrial reserve army, or the relative
proportion of its different components, is of major significance in this respect. Rosa
Luxemburg, among others, summed up these components as follows: “The industrial
reserve army of the unemployed, however, puts what might be called a spatial re-
striction on the effect of the trade unions: only the upper stratum of better placed
workers, for whom unemployment is only periodical and, as Marx put it, “fluid”, has
access to trade-union organization and its effect. The lower strata of the proletariat,
consisting of unskilled builder’s labourers constantly pouring off the land into the
city, and of all those in semi-rural, irregular occupations such as brick-making and
earth-works, are already significantly less suited to trade union organization because
of the spatial and temporal conditions inherent in the nature of their employment
and because of its social milieu. Finally, the lowest strata of the industrial reserve
army, the unemployed who find occasional work, domestic labourers, and further
the casually employed poor, lie completely beyond the reach of organization. Gener-
ally speaking: the greater the misery and pressure in a given layer of the proletariat,
the smaller the possibility of effective trade unionism. The efficacy of trade unions
within the proletariat is thus only shallow on the vertical plane, while it is, in contrast,
broad on the horizontal plane. In other words, even if trade unions only include a
part of the uppermost stratum of the proletariat their effect will extend to the whole
of this stratum, because their achivements will benefit the whole mass of the workers
employed in the occupations in question’. Rosa Luxemburg, Einfiihrungin die Nation-
alvkonomie, pp. 276-7. A striking confirmation of this analysis in our own day can be
found as regards the USA in Michael Harrington. The Other America, Harmonds-
worth, 1963, pp. 36-9, 48-52, 88ff.
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It thus becomes comprehensible why the so-called Phillips Curve
does not possess the mechanical and automatic significance attrib-
uted to it by its author!® As opposed to the shallow liberal-reformist
thesisthat ‘full employment’ hasbecome alasting and normal element
in the ‘social market economy” or the ‘mixed economy of ‘neo-
capitalist society’, Phillips was quite right to demonstrate that there
is a definite correlation between the rate of change of money-wages
on the one hand, and the level of unemployment, or rate of change of
unemployment, on the other hand. This means that capitalism, today
asyesterday, needs the industrial reserve army in order to prevent an
‘excessive’ rise in real wages, or to keep the rate of surplus-value and
the rate of profit at alevel which will stimulate the accumulation of
capital. But Phillips was wrong to construct a mechanical and auto-
matic relationship between the level of unemployment (or rate of
change of unemployment) and the rate of growth rate of nominal
wages, without taking the ‘respective powers of the combatants’ into
account. The latter, however, include not only the relationship
between demand and supply on the ‘labour market’, but also the
degree of organization, fighting strength, and class consciousness of
the working class.

Followingonfromanessay by Lewis, whichlocated the main cause
of accelerated capital accumulation in the early phase of industriali-
zation in the existence of an abundant supply of labour-power (i.e.,
of a permanent real or potential industrial reserve army)—thereby
effectively rehabilitating the classical theses of Ricardo and Marx
(although explicitly denying their validity for the ‘more mature’ in-
dustrial states)—16 Kindleberger has attempted, in a somewhat
less mechanical way than Phillips, to make the heavily increased in-
flow of labour-power 17 the chief factor in the accelerated economic
growth of Western Europe and Japan after the Second World War,
while at the same time taking into account technological progress. 18

“Phillips, “The Relation between Unemployment and the Rate of Change of Money
Wages in the United Kingdom’, in Economica, Vol. XXV, November 1958.

'W. Arthur Lewis, ‘Development with Unlimited Suppliesof Labour’, in The Man-
chester School of Economic and Social Studies, Vol. XXII, May 1954,

"Before Kindleberger, and independently of him, we ourselves pointed out the
great importance of the reconstruction of the industrial reserve army for the accel-
erated growth of capitalism in Western Europe and Japan after the Second World
War: see ‘The Economics of Neo-Capitalism’, in Socialist Register 1964, London,
1964, p. 60.

'8 CharlesP. Kindleberger, Europe’s Postwar Growth — The Role of Labour Supply,
Cambridge, USA, 1967.
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However, since he excludes both the rate of profit and the rate of sur-
plus-value from his model (only the negative moment of a prevention
of ‘wage inflation’ plays a dynamic role in it) it becomes incompre-
hensible why the mass release of peasants, artisans, or small traders,
which played a crucial role in the genesis of the industrial reserve
army In such countries as Italy, Japan, France, or the Netherlands,
should not have had the same effect at an earlier stage, before the
Second World War.

This whole complex of questions has also, of course, played an
Important role in Marxist literature — and not only in the three best
known controversies on the subject: Marx versus Lassalle and
Weston; Rosa Luxemburg versus Bernstein; and Sternberg versus
Grossmann. The thesis of ‘absolute immiseration’, which has been
falsely attributed to Marx over and over again,!? is in complete con-
tradiction with his theory, set out in the passages quoted above, that
two elements —physiological and moral or historical —determine
the value of the commodity of labour-power. As the physiological
minimum by its very nature hardly permits of compression, it is log-
ical that for Marx the ‘variable’ or ‘flexible” element in the value of
the commodity of labour-power was precisely the historical or moral
element. The fluctuation of the industrial reserve army and the
stage reached by the class struggle at any given time are accordingly
the determinant factors in the expansion or contraction of the needs
to be satisfied by wages. From the point of view of the capitalist
class, the struggle over the rate of surplus-value is a struggle to
restrict wages to such needs as are compatible with a fall in the value
of labour-power (given a major increase in the productivity of labour,
there is of course no reason why this fall in value should not be
combined with a rise in the mass of consumer goods), while con-
versely the working-class strives to have a constantly growing
number of needs satisfied by wages.

In opposition to the persistent legend that Marx took the view
that the worker was condemned to stagnating or even falling wages,
many passages from his works can be cited which explicitly reject
this hypothesis.® In the Second Volume of Capital we read: “The
reverse takes place in periods of prosperity, particularly during the

¥ For example, Kindleberger once again, op. cit., p. 20; John Strachey, Contem-
porary Capitalism, London, 1956, pp. 93-5.

“Roman Rosdolsky performed a great service in combatting this simplification:
Rosdolsky, Zur Entstehungsgeschichte des Marx’schen Kapital, Vol. 1, p. 330f.
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times of bogus prosperity. . . . It is not alone the consumption of
necessities of life which increased. The working-class (now actively
reinforced by itsentire reserve army) also enjoys momentarily articles
of luxury ordinarily beyonditsreach, and those articles which at other
times constitute for the great part consumer “necessities” only for
the capitalist class.”?!

Several passages in the Grundrisse refer to the same complex of
questions. Only three of these need to be quoted here. In the first,
Marx remarks: ‘To each capitalist, the total mass of all workers,
with the exception of hisown workers, appear not as workers, but as
consumers, possessors of exchange values (wages), money, which
they exchange for his commodity. They are so many centres of
circulation with whom the act of exchange starts and by whom the
exchange value of the capital is maintained. They form a propor-
ttonally very great part — although not quite so great as is generally
imagined, if one focuses on the industrial worker proper — of all
consumers. The greater their number — the number of the industrial
population — and the mass of money at their disposal, the greater the
sphereof exchange for capital. We have seen that itis the tendency of
capital toincrease theindustrial population as much as possible.”?? In
another passage, Marx wrote: ‘This much, however, can even now
be mentioned in passing, namely that the relative restriction on the
sphere of workers’ consumption (which is only quantitative, not
qualitative, or rather, only qualitative as posited through the quanti-
tative) gives them as consumers (in the further development of
capital the relation between consumption and production must, in
general, be more closely examined) an entirely differentimportance
as agents of production from that which they possessed, e.g., in
antiquity or the Middle ages, or now possess in Asia.” Marx went on
to say: ‘The worker’s participation in the higher, even cultural,
satisfactions, the agitation for his own interests, newspaper sub-
scriptions, attending lectures, educating his children, developing
his taste, and so on, his only share in civilization which distinguishes
him from the slave, is economically only possible by widening the
sphereofhispleasuresat the timeswhen businessis good. . . . In spite
of all “pious” speeches, (the capitalist) therefore searches for means

2Marx, Capital, Vol. 2, p. 414(Our italics).
22Marx, Grundrisse, pp. 419-20(Our italics).
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to spur them on to consumption, to give his wares new charms, to
inspire them with new needs by constant chatter, and so on. It is
precisely this side of the relation of capital and labour which is an
essential civilizing moment, and on which the historic justification,
but also the contemporary power of capital rests.’23

In his questionable book, Die Theorie der Lage der Arbeiter,
which dogmatically expounded the Stalinist thesis of the ‘absolute
immiseration of the working class’ — a notion highly rated at the
time — Kuczynski formally took into account the importance of in-
creased needs for any evaluation of the development of wages: ‘Now
if one looks at the history of capitalism over the past 150 years it can
certainly be said that the historical element in the value of labour-
power hashad atendency torise. ¢ However, Kuczynski tried to com-
bine acceptance of an increase in new historical needs, to be satisfied
by wages, with assertion of a fall in the satisfaction of physiological
needs below the minimum level for existence, with the help of
dubious statistics based.on particular tendencies in the development
of nutrition. There is, however, no serious foundation for such a
peculiar combination, which contradicts the very essence of the
concept of a ‘physiological minimum for existence’. It would be much
more correct to comment that 1) an uninterrupted rise in the intensity
of labour simultaneous with the advance of technology must lead to a
tendency for this minimum for existence to rise — for without an
increase in real wages the labourer’s capacity for work will itself be
threatened; 2) capitalism tends to increase the needs of the working
classmore thanitraisesreal wages, so thateven withrisingreal wages,
it is possible for wage-levels to remain below the value of labour-
power. Kuczynski himself indicates both these moments.?

Once again: if the fighting strength and degree of organization of
the working-class are high, even a fall in real wages as a result of
heavy unemployment will only be transient in nature and will be
made good once again by a rapid rise in wages in the subsequent
phase of industrial upswing, It is enough to study the development
of wagesin the USA from 1929 to 1937, or France between the years

21bid., pp. 283 and 287.
" MJurgen Kuczynski, Die Theorie der Lage der Arbeiter, Berlin, 1948, p. 88.
®Lenin unequivocally stated that capitalism has a tendency to intensify the needs
of the proletariat, and therewith the historical-social element that enters into the
value of the commodity of labour-power: Collected Works, Vol. 1, p. 1086,
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1932 and 1937, to find that in the long-term even increasing or
widespread unemployment cannot automatically lower real wages
or raise the rate of surplus-value.

In this way, the category of the ‘value of the commodity of labour-
power’ acquires its full significance, without in any way contradict-
ing the determination of wages through the ‘respective powers of
the combatants’. In the short run these wages fluctuate about the
value of labour-power which can be regarded as given, or corres-
ponding to an average living standard accepted by both capital and
labour. In the long run the value of the commodity of labour-power,
disregarding fluctuations in the value of commodities needed to
satisfy the ‘normal’ vital needs of the workers, can rise or decline,
depending on whether the proletariat, in the process of bitter class
struggle, successfully incorporates new needs in the living standards
accepted as normal, or the bourgeoisie manages to eliminate needs
previously regarded as normal from them.

If, on the other hand, capital succeeds in decisively weakening,
or even smashing, the trade unions and all other organizations of the
working-class — including their political organization; if it succeeds
in atomizing and intimidating the proletariat to such an extent that
any form of collective defence becomes impossible and workers are
once more relegated to the point from which they started — in other
words, the ‘Ideal situation, from the point of view of capital, of
universal competition of worker against worker, then it is quite
possible 1) to use the pressure of unemployment to bring about a
significant reduction in real wages; 2) to prevent wages returning to
their previous level even in the phase of upswing following a crisis,
i.e.,to lower the value of the commodity of labour-power in the long
term;3)toforce the price of the commodity of labour-power down, by
means of manipulations, deductions and various swindles, even
below this already diminished value; 4) simultaneously to achieve a
significant increase in the average social intensity of labour and even
to attempt, in tendency, to prolong the working day. The outcome of
all these changes can only be a rapid and massive rise in the rate of
surplus-value.

This is exactly what occurred in Germany following the victory
of Fascism under Hitler. The pressure of mass unemployment had
forced German workers to bear with significant wage reductions in
the years 1929-1932. These were less catastrophic in real than in
nominal terms, for there was a simultaneous fall in the price of
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consumer goods —but they were nonetheless considerable. The
average gross hourly wage fell from the index figure of 129.5 in
1929 to 94.6 in 1932, i.e., by more than 35%. The average hourly
wage of skilled workers in 17 branches of industry dropped from
95.9 pfennigs in 1929 to 70.5 pfennigs, i.e., by 27%; in the case of
unskilled workers the drop was less severe: from 75.2 to 62.3
pfennigs, or only 17%. These percentages must be multiplied by
the fall-back in the hours worked. However, since the price of
foodstuffs declined by nearly 20% in the same period, and the
price of industrial goods fell by a similarly high percentage, the
decline in real wages was not as steep as would appear from the
abrupt plunge of nominal wages. At any rate, it was not as grave as
might have been assumed with unemployment near the 6,000,000
mark and a catastrophic collapse in profits.2® The rate of surplus-
value fell — as it mostly does in severe economic crises — partly
because of the devalorization of the commodities embodying surplus-
value, and partly because a portion of the surplus-value produced
could not be realized, but most of all because the production of
surplus-value was itself declining due to part-time work and the
decrease in the number of hours worked, since it is not possible to
reduce the number of working hours necessary to reproduce labour-
power exactly as much as the length of the total working day?’
What, then, occurred after the Nazis' seizure of power? The
average gross hourly wage increased from the index figure of 94.6
m the year 1933 to 100 in 1936 and 108.6 in 1939. Despite full
employment, therefore, the average gross hourly wage in 1939 was
far below the level of 1929, when it had reached 129.5. The total
mass of wages and salaries paid out in 1938 was still less than in
1929 (RM 42.7 billion as against RM 43 billion in 1929), while at the
same time the total number of wage-earners had risen from 17.6
million in 1929 to 20.4 million in 1938.28 Taking into account the

%Charles Bettelheim, L;Economie Allemande Sous le Nazisme, Paris, 1946,
pp- 210, 211, 152.

Kuczynski calculates that gross money wages in the metal industry plunged from
anindex figure of 184 in 1929 to 150 in 1930, in the chemical industry from 247 to
203, and in the whole of industry from 215 to 177. By contrast, the index of wages
actually paid out is said to have fallen by half, and the index of net real wages from
100 in 1928 to 64 in 1932, hence by a full third. This last figure ought to be examined
critically. Jurgen Kuczynski, Die Geschichte der Lage der Arbeiter in Deutschland,
Berlin, 1949, Vol. I, pp. 325-6, 329-30.

2 Bettelheim, op. cit., pp. 210-222.
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vast increase in wage deduction (which rose from less than 10% to
more than 20% of the total mass of wages) it can be estimated that
the annual income actually at the disposal of the wage earners fell
back from RM 2215 in 1929 to RM 1700 in 1938. This constitutes a
drop of approximately 23%. The cost of living was approximately
7% higher in 1938 than in 1933 and hence probably about 10%
lower than in 1929. Before the Second World War, therefore, the
real wages of the German worker under National Socialism had
already fallen by more than 10% as compared with the pre-crisis
period, despite the considerable increase in production (in 1938
it was 25% above the 1929 level) and the rise in the average pro-
ductivity of labour (in 1938 it was approximately 10% higher than
in 1939) achieved under Nazi rule?® It is little wonder that under
such conditions the mass of profit shot upwards: from RM 15.4
billion in 1929 and RM 8 billion in 1932 to RM 20 billion in 1938
(these figures refer to all forms of profit, including commercial and
bank profits and undistributed company profits).*

The rise in the rate of surplus-value was thus on a vast scale. The
share of wages and salaries in the national income fell from 68.8%
in 1929 t063.1% in 1938; the share of capital rose from 21.0% to
26.6%. This rise in the rate of surplus-value can be calculated with
even greater accuracy by comparison with the worst year of the
crisis, 1932. From 1932 to 1938 the total nominal wages at the
disposal of the wage earners rose by 69%, the number of those
employed by 56%, the level of output by 112% and the number of
hours worked by 117%. It is scarcely surprising that under such
conditions the mass of surplus-value directly accuring to capital
increased by 146%.3!

What were the economic springs, from which this vast increase
in the rate of surplus-value flowed? (It seems virtually to have
doubled, as can be seen from the ratio 8/26 and 20/35).32 In the
first place, it sprang from a significant prolongation of the working

Thid., p. 212.

*Franz Neumann, Behemoth, New York, 1963, pp. 435-6.

' Ibid., pp. 435-6.

328 billion Reichsmarks profits as against 26 billion Reichsmarks in disposable
wages and salaries in 1932; 20 billion Reichsmarks profits as against a disposable
income of wage and salary earners of 35 billion Reichsmarks in 1938. These figures
do not correspond exactly to Marx’s categories of surplus-value and variable capital,
but they serve as indicators. A further clarification of this problem follows further
below.
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day without any considerable rise in real wages. In the period 1932-
38 the nominal wage per wage-earner rose by less than 10% while
the cost of living increased by 7%. Simultaneously, however, the
number of hours worked per wage-earner increased by nearly 40%.
The mass of absolute surplus-value thus rose significantly. Therein
lies the most important secret of the exceedingly rapid increase in
the mass of surplus-value and the rate of surplus-value under the
Nazis.

Secondly, however, the value of the commodity of labour-power
revealed atendency to fall; for one thing, because the needs which
wages had to meet were less numerous than before, and for the
other, because there was a significant decline in the quality of the
commodities available to satisfy these needs. For example, there
was an abrupt decline in civilian building, i.e., a deterioration in the
housing conditions of the workers (RM 2.8 billion expended in 1928,
RM 2.5 billion ten years later, with a much larger working popula-
tion, a change equivalent to a decrease of 20% in home-building per
wage-earner). There was also a significant increase in the price of
textiles: on average, textile prices rose by 26% between 1932 and
1938.33 There was a visible rise in the share of expenditure on food
and necessities in the average worker’s budget, which in the history
of capitalism has always been a typical sign of a fall in the value of
the commodity of labour-power.3¢ The deterioration in the quality
of consumer goods was expressed both in industrial consumer goods
(clothes made from substitute materials) and in foodstuffs.

Thirdly, the sellers of the commodity of labour-power were
prevented from taking advantage of more advantageous conditions
on the labour market after the disappearance of unemployment to
raise the price of the commodity for sale. Once this price had fallen
below its current value under the pressure of the great crash, it
remained at this level in the succeeding boom. The Nazis thus suc-
cessfully achieved the first ‘German Economic Miracle’ by durably

¥Between April 1983 and April 1941 the rise in the cost of clothing for the average
consumer rose nearly 50%: Neumann, op. cit,, p. 506. Kuczynski states that the net
increase in homes in 1938 — some 285, 269 — was even below the level of 317, 682,
in 1929. Kuczynski, Die Geschichte der Lage der Arbeiter in Deutschland, Berlin
1949, Vol. II, pp. 210-11.

*The prices of foodstuffs rose less than all other components of the cost of living,
. with the exception of rents — especially less than textiles and industrial consumer
goods. On the eve of the Second World War the per-capita production of consumer
goodsremainedexactly at the pre-crisislevel of 1928: Bettelheim, op. cit., pp. 207-8.
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lowering the value of the commodity of labour-power, while simul-
taneously forcing the price of labour-power down even below its
value in spite of full employment.

It is not difficult to locate the social and political secret behind
this ‘success’. The smashing of trade unions and all other workers’
organizations, and the resultant atomization, intimidation and
demoralization, condemned a whole generation of workers to loss of
their capacity for self-defence. In the ‘incessant struggle between
capital and labour’ one of the contending parties had its hands tied
andits head stunned. The ‘respective powers of the combatants’ had
been tilted decisively towards capital.

Even under conditions where the working-class is completely
atomized, however, the laws of the market which determine short-
term fluctuations in the price of the commodity of labour-power do
not disappear. As soon as the industrial reserve army contracted in
the Third Reich, workers were able to try, by means of rapid job
mobility — for instance into the spheres of heavy industry and arm-
aments which paid higher wage-rates and overtime —to achieve at
least a modest improvement in their wages, even without trade
union action. Only a violent intervention by the Nazi State to sustain
the rate of surplus-value and the rate of profit, in the form of the legal
prohibition of job changes, and the compulsory tying of workers to
their jobs, was able to prevent the working-class from utilizing more
propitious conditions on the labour market. % This abolition of the
freedom of movement of the German proletariat was one of the
most striking demonstrations of the capitalist class nature of the
National Socialist State.3¢

In the other imperialist countries of key importance for the fate
of the capitalist world economy, a similar process took place on the
eve of and during the Second World War: this was especially so in
Italy, France, Japan and Spain. In Italy, Sylos-Labini suggests that
the real wages of the working-class fell from index 56 in 1922 to
index 46 in 1938. 3" After the Liberation, wages were frozen at fascist
levels, and reached the 1922 index only in 1948. Thereafter they

% On the restriction of the freedom of movement of wage-earners in the Third
Reich as from 1936, see, among others, Kuczynski, op. cit,, Vol. IL, pp. 119-21, 195-8;
Neumann, op. cit., pp. 341-2, 619.

36See Neumann, op. cit., pp. 344-8, for cases in which wage-earners reacted to the
some of the most severe coercive measures of the Third Reich by slowing down their
work and met with partial success; for example, such action led to the reversal of the
decision to abolish special pay for overtime or work on Sundays.

¥See Paulo Sylos-Labini, Saggio sulle Classi Sociali, Bari, 1974, p. 185.
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rose above that level very slowly up to 1960, when they had attained
index 70. In Spain, official sources indicate a decline of per capita
real income from 8,500 pesetas in 1935 to 5,400 pesetas in 1945 —
at 1953 money values, which of course involved a much greater fall
inreal wages. % Between 1945 and 1950, the cost of living increased
again by 60%, while wages remained blocked. It was only after
1950 that there was a gradual recovery of real wages, which never-
theless probably reached their 1935 levels only towards the end of
the 50’s. In the meantime, Spanish industrial output had doubled.

The case of Japan is the clearest of all. There is some dispute
about the pattern of wages during the installation of the fascist
military dictatorship before the Second World War. However, the
sharp increase in the percentage of wages spent on food — from
34.4%1in 1933-34 t0 43.5% in 1940-41, and the concomitant decline
in the percentage spent on clothes, recreation, health and personal
services —from 25.4% in 1933-34 to 21.75% in 1940-41, is unmis-
takeable evidence of a fallin the real standard of living of the masses.
This naturally suffered a further catastrophic blow during the
Second World War itself. Wages were then blocked at a very low
level during the American occupation. They increased slowly with
the onset of the post-war boom, but overall remained extremely
modest, so long as there subsisted a massive industrial reserve army
of labour in the countryside, which supplied Japanese industry with
a constant influx of cheap manpower. In 1957-59, the annual per
capita consumption of sugar in Japan was 13 kg, against 50 in
Britain, 40 in Finland and 18 in Ceylon; the consumption of proteins
perday was 67 gr against 86 in Britain, 78 in Syria and 68 in Mexico.
Wages increased so slowly compared with output and productivity
that throughout the 50’s, the share of wages and salaries in the gross
value of manufacturing industry (establishments with 4 employees
or more) actually declined even in the official statistics, from 39.6%
m1953t033.7%in 1960.3Shinohara comments bluntly: ‘Generally
speaking, an economy with an excess labour force has a strong pos-
sibility of realizing a higher rate of growth (i.e., a higher rate of
capital accumulation because of a higher rate of profit — EM) than
onelacking such a condition, if other circumstances are equal. It is
notonly because the labour force will constitute no bottleneck there,

3#Juan Clavera,Joan Esteban, Antonio Mones, Antoni Monserrat, Ros Rombravella,
CapitalismoEsparol: De La AutarquiaaLa Establizacion (1939-1959), Madrid, 1973,
Vol. [, p. 51; Vol. II, pp. 30, 27, 26.
*Shinohara, op. cit., p. 273; Bieda, op. cit., pp. 4-5.
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but because relatively low wages combined with high levels of tech-
nology mmtroduced from abroad will result in lower prices and expan-
sion of exports.’“In these circumstances, there is no mystery about
the exceptionally high level of ‘savings’ —i.e., surplus-value,
capital accumulation and investment — achieved during the re-
markable post-war boom in Japan.

[t is also instructive to consider more closely the example of the
US economy. An examination of the American case is made more
difficult by the fact that the development was much less straight-
forward in the USA than in Nazi Germany. During the Second World
War, both the expenditure of workers’ wages and the real accumu-
lation of capital were held in check. A mass of frustrated demand was
therefore built up, which only led to a clearly expressed rise in the
rate of surplus-value in the period immediately following the War.
T. N. Vance calculates this development 4!as follows:

Variable Capital

Year (in $ billions) Surplus-Value Rate of Surplus-Value
1939 43.3 39.9 92%
1940 46.7 46.3 99%
1944 98.8 103.0 104%
1945 98.1 104.7 107%
1946 92.6 106.3 115%
1947 98.9 119.6 121%
1948 105.4 136.3 129%

An indirect confirmation of this trend can be found in the rapid
decline of the share of private consumption in the American net social
product. While the latter rose from an index figure of 100 in the year
193910178 1in1945 and 158 in 1953, private consumption only rose
from100m 1939 to 118 in 1945 and 1351n 1953. At fixed prices, per
capita private consumption in 1953 was only 11.5% higher than in
1939, despite a massive increase in production, and this does not
even take into account the class stratification of this private con-
sumption.*’ The Polish Marxist Kalecki came to a similar conclusion:
according to him the share of private consumption in the total
national product of the USA fell from 78.7% in 1937 to 72.5% in

“Shinchara, op. cit., pp. 64, 13.
“IT. N. Vance, The Permanent War Economy, Berkeley, 1970, p. 23.
1hid., pp. 15, 16.
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1955, while in the same period the share of private capital accumula-
tion rose from 16.4% to 21.4%.* Baran and Sweezy, for their part,
calculate that the share of ‘property income’ (surplus-value) in the
total national income of the USA ($26.6 billion in 1945 and $58.5
billionin 1955, out of a national income of $181.5 billionin 1945 and
$331 billion in 1955) rose from 14.7% to 17.7%.4¢

A number of similar indications for Japan confirm this general
trend. According to official statistics, private consumption fell from
60.4% of the Gross National Product in 1951, to 54.9% in 1960 and
51.1%1n1970. Atthe same time expenditure on the private purchase
of fixed capital rose sharply from 12.1% of the GNP in 1951 to 20.3%
in 1960.Inthe 1960’s this percentage fell, under the influence of the
recession, growing amortisations and investment in stocks. The
formation of capital continued to rise, however, and had reached
more than 35 % of the GNP (compared with 27% in the year 1951) in
1966.

The application of Marx’s categories to these series of figures must,
of course, be handled with extreme caution. The official calculations
of aggregates can be reduced to these categories only by means of
very complicated calculations. From the standpoint of Marx’s theory
of value they contain numerous overlapping quantities.* According
to this theory, part of the sum of wages and salaries belongs neither
tothe variable capital paid out each year nor to the annual quantities
of surplus-value; this applies above all to the wages of employees
in commerce and in all spheres where capital is certainly invested
in order to reap some of the surplus-value created elsewhere, but
whichthemselvesproducenosurplus-value. Part of this sum of wages
and salaries obviously further belongs to surplus-value and not to
variable capital — the income of managers, higher employees in
industry and the state apparatus, and so on. Yet another part of the
sum of wages and salaries (and of the social product) represents
revenue which has been spent two or three times over (including the

“Michal Kalecki, ‘Economic Situation in the USA as compared with Pre-war,
manuscript of the English translation of an article published in the Polish periodical
1ﬁ),‘konorm'sta in 1956 and kindly made available to us by the editors of Monthly Review

ress.

“‘Baran and Sweezy, Monopoly Capital, pp. 385-7. To these figures they add a
part of the surplus-value supposedly ‘concealed” in depreciation allowances. We
have resubtracted this.

"Sl}’hese overlapping quantities are further discussed in Chapter 13 of the present
work.
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wages of employees in the service sectors). These would have to be
subtracted in order to calculate the rate of surplus-value.

However that may be, a comparison between the official calcula-
tions of the share of the sum of wages and salaries and the share of the
mass of profits in the national product certainly provides a reliable
indication of the medium-term development of the rate of surplus-
value, for the necessary correction of these aggregates to align them
with Marxist categories is unlikely to alter in any decisive way the
proportions between them in these periods of time.

It must, however, be emphasized that there is a major distinction
between the ‘economic miracle’ of the 50’s in West Germany, Japan,
and Italy and of the 60’s in the USA on the one hand, and the pre-war
development of Nazi Germany andJapan on the other: for in spite of a
steep rise in the rate of surplus-value in Nazi Germany and fascist
Japan, there did not occur a significant increase in private civilian
investments. Virtually the entire increase in investments can be
traced back to the initiative of the State or the armaments industry.
It is therefore not possible to discover the elements of a long-term
cumulative process of growth in the Nazi economy. The same is also
true, mutatis mutandis, of the war economy in the USA of 1941-44.
By contrast, the climb of the rate of surplus-value in the post-war
period in West Germany, Japan, Italy, France and the USA, both in
the first half of the 50’s and the first half of the 60’s did in fact lead
to amightyextensionof private civilian investments, in other words,
to a cumulative growth of the economy outside the sphere of
armaments.

In 1938 private investments in German industry were only about
25 % higher than in 1928, while in 1937 they were still lower than the
pre-crisis level even in absolute figures. It is interesting to compare
these figures with the overall production index of industry which, if
wetaketheyear1928 =100,reached117in 1937 and 125in1938.%

*Both Vance and Baran and Sweezy try to make such corrections, but do so only
very inadequately. Vance calculates the income of wage-earners (including agri-
culture) by deducting higher salaries (over $1,000 a year), but then subtracts this
sumn from the net social product in order to determine surplus-value. He thus retains
both overlapping quantities and inclusion of a part of the social capital in the calcula-
tion of the new value created each year (op. cit., p. 23). Baran and Sweezy proceed
in a similar way, and further add a part of the annual retained value of fixed capital
to the surplus-value produced, i.e., to the new value.

47 Bettelheim, op. cit., p. 225.
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In other words: it was only after five years of the Nazi economy,
when rearmament was in full swing and the outbreak of the Second
World War was at hand, that private investments hoisted themselves
back up to the proportion of industrial production that they had
attained before the outbreak of the Great Depression.

In the USA gross private investments remained below the 1929
level for the whole period 1939-45, with the single exception of the
year 1941. [n 1946-1947 the 1929 level was surpassed, but the
average for the period 1940-47 yields an annual gross private invest-
ment sum which is 21% below the 1929 level (calculations at fixed
prices).*® Even the average for the period 1945-47 fell slightly short
ofthelevel of grossinvestmentsin 1929, while the output of the manu-
facturing industry in these three years exceeded the 1929 level by
anaverage of 78 % and the total private gross social product was 54 %
higher. The lag in private investments is to be explained by three
main causes:

1) Before the introduction of the actual war economy (in
Germany) or immediately following its cessation (in the USA), the
relative stagnation ofreal wages and private consumption constituted
alimit which restrained an increase in investment activity in Depart-
mentIl. This inevitably affected market expectations, and hence also
the investments in Department. 14°

2) After the war economy had reached full development, the
volume of the means of destruction produced (Department III)
grew so rapidly that material conditions only sufficed for a very
modest extension of reproduction, or permitted no further extension
of reproduction at all. Since the goods of Department III do not enter
into the process of reproduction, a growing rift developed between
the increase of absolute industrial production and the possibilities
of further growth, If, for example, the production index rose from
100 to 150 in the course of 4 years, but 35 of these points represented
goods of Department III, only 115 (150-35) would be available to
Departments I and II for reproduction. Moreover, of these 115, say
20 pointsin Department I and 15 points in Department II would have

* Bureau of the Census, US Department of Commerce, Long Term Economic
Growth, p. 171. These figures represent the gross investments of the whole eco-
nomy, hence also of home-building, and so on.

“For Germany, Bettelheim, op. cit., pp. 233, 235, 274, where there is an analysis,
among other things, of the significant over-capacity of light industry in 1929.
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had to be deflected into the production of Department III, so that in
actual fact, in comparison to the base year (let us say 1940), re-
production in Departments [ and II would have receded rather than
advanced (foronly 80 points remain at the disposal of the two produc-
tive Departments for reproduction, as compared to 100 at the start
of the four-year period).%0 In other words: in the long-run an arms
economyis functional for the accumulation of capital only if it absorbs
surplus capitals, without also deflectinginto the armaments industry
capitals needed for the extended reproduction of Departments I and
II. An arms and war economy carried beyond this point increasingly
annihilates the material conditions for extended reproduction and
thus in the long-term hampers the accumulation of capital instead of
promoting it.

3) As Kuczynski has calculated on the basis of official data!
the average productivity of labour in the German consumer goods
industry actually fell pelow the 1932 level in 1937. On the whole,
therefore, the Nazi dictatorship was unable to achieve an increase in
relative surplus value, and could only raise the rate of surplus-value
by increasing absolute surplus-value through a reduction in the value
of the commodity of labour-power. The possibilities for doing this
were naturally limited. By contrast, the characteristic method of
extraction of surplus labour under late capitalism is to increase
relative surplus-value.

The importance of these con51derat10ns is that they show that
increased expenditure on armaments cannot in itself generate along-
term acceleration of accumulation, and that a continual increase in
armsexpenditure cannot ultimately overcome the limits of the valori-
zation of capital Two additional factors were necessary for the
major increase in the rate of surplus-value in Germany after 1933
and again after 1948, and in most of the other imperialist countries
after 1945, actually to lead to along-term acceleration of the accumu-
lation of capital, i.e., to a ‘long wave with a basically expansionary
tone’. These were a constantly expanding market, and conditions in
which this expansion did not itself rapidly lower the rate of surplus-
value, or did not cause a rapid decline in the rate of profit. In the con-
crete situation after the Second World War, this combination could
notbe created by a geographical expansion of the market, butonly by

0See further on this in Chapter 9 of the present work.
M Ruczysnski, Die Geschichte der Lage der Arbeiter — Deutschland, Vol. 2, p. 143.
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atechnological transformation in Department 1. Only an upheaval as
fundamental as this could lead simultaneously to a cumulative
growth in all branches of industry and to a significant rise in the
productivity of labour, to a major increase in the production of
relative surplus-value together with an expansion of the selling
market for consumer goods (therefore also a rise in the real income
of wage-earners). A precondition of this constellation was that the
above-average level of the rate of surplus-value due to the ongoing
reconstruction of the industrial reserve army (and due further to the
relative weakening of the workers’ fighting strength as a result of
subjective factors) shouid remain in force.

Itwas precisely this configuration which formed the essence of the
‘German Economic Miracle’ after the currency reform of 1948 and,
with minor variations, of all ‘economic miracles’ in imperialist
countries after the Second World War. For ten years, from 1949 to
1959, the share of the wage and salary earnersin the German national
income remained below its levels in 1929 and 1932%

Year National Income Grossincome from Has %
(billions of RM & DM) employed labour of I
1929 42.9 26.5 61.9%
1932 25.8 15.6 61.8%
1938 473 26.0 54.9%
1950 75.2 44.1 99.1%
1959 194.0 116.8 60.2%

Ifwe calculate the relative share of wages, by dividing the income
per wage-earner by the social product per inhabitant (i.e., by taking
into account the fact that since 1929 there has been a significant
rise,from approximately 6 2% to more than 80 %, in the share of wage-
earners in the whole employed population), we arrive at the result
that from an index figure of 150 in the year 1929, it fell to 140 in
1950,1281in1952,1211in 1955 and a mere 117 in 1959. By then the
relative share of wages had sunk below its level even under the

*?For the years 1929, 1932, 1938: figures from the Office of Statistics, recal-
culated for the area of the Federal Republic (excluding the Saarland and Berlin), by
H. O. Draker, ‘Internationale Wirtschaftsstatistiken I, in WISO — Korrespondenz
fur Wirtschafts-und Sozialwissenschaften, No. 22, 15 Nov. 1960, p. 1054. For the
years 1950 and 1959, Jahresgutachten des Sachverstindigenrates zur Begutachtung
der gesamtwirtschaftlichen Entwicklung, Drucksache VI1/100 des Deutschen
Bundestages, 6th electoral period, 1 Dec. 1969.
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Nazis in 1938 in that year it was 125.% This time, however, the rise
in the rate of surplus-value was accompanied not by a relative
stagnation in the productivity of labour as in the years 1933-38, but
by an extremely rapid rise in the productivity of labour as a result of
accelerated technological innovation. Moreover, the canalization of
millions of refugees, peasants, small traders and housewives into
the production process guaranteed an ongoing reconstruction of
the industrial reserve army which kept the share of wages in newly
created value below certain limits. Only with the advent of full
employment in 1960, when the number of vacant posts exceeded
the number of unemployed (despite the introduction of further
millions of workers, this time from abroad), did the relative share of
wages cease to fall. Atthe same time, a decline in the rate of surplus-
value and the average rate of profit set in, which the capitalist class
then attempted to check by accelerating automation, which in turn
led to the recession of 1966-67.%4

The importance of international migration of labour must be
emphasized in this context. It climbed spectacularly from the moment
when the internal reserve army of labour had virtually disappeared
in West Germany. In July 1958, there were only 127,000 foreign
workersinthe Federal Republic and only 167,000 in July 1959. Their
numbers then rose to 279,000 in mid-1960, 507,000 in mid-1961,
811,000 in mid-1963, 933,000 in mid-1964, passed the 1,000,000
mark in mid-1965, reached 1,300,000 in mid-1966, and overtook
the 2,000,000 mark in 1971.%% Without this exodus of labour from
Southern Europe, which allowed it to reconstruct a reserve army at

home, West German capitalism would have been unable to achieve
its formidable expansion of output in the 60’s without a catastrophic
decline in the rate of profit. The same is true, mutatis mutandis, of
France, Switzerland and the Benelux countries, which in the 1958-
71 period together absorbed another 2,000,000 foreign workers into
their proletariat.

A long-term increase in the rate of surplus-value on the one hand;
a long-term expansion of the market through accelerated technolo-
gical innovation on the other hand —in other words, a long-term

3 Our own calculation, on the basis of official figures for the gross internal product,
population and gross income from dependent labour per average employed wage-
earner.

$4Calculated by the method used above, the ratioof gross income per wage-earner/
gross internal product per inhabitant rose once more to 137 in 1966.

% Marios Nikolinakos, Politische Okonomie der Gastarbeiterfrage, Hamburg, 1978,
p. 38.
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increase in the rate of surplus-value with a simultaneous rise in real
wages: this was the specific combination which made possible the
long-term cumulative growth of the economy of the imperialist states
intheperiod 1945-65, by contrast with the Nazi period or the Second
World War. But the Nazi dictatorship and the Second World War
created the decisive preconditions for this development so advan-
tageous to capital, in that they made possible aradical increase in the
rate of surplus-value and a radical erosion of the value of labour-
power which had proved impossible to achieve in ‘normal’ and
‘peaceful’” conditions after the First World War, because of the great
increasein the fighting strength of the proletariat under the influence
of the Russian Revolution and the international wave of revolu-
tionary eruptions.

The absorption of over 10 million refugees and millions of foreign
workers in post-war West Germany had its equivalent in Italy in the
incorporation of millions of peasants and rural inhabitants from
Southern Italy into North Italian industry, in Japan in the absorption
of yet more millions of peasants and labourers occupied in tradi-
tional sectors of the economy by modern Japanese large industry
withsimilar effects, and in the USA by the absorption into the urban
labour force of over 10 million married women, together with more
than 4 million farmers, share-croppers and agricultural labourers.
In Japan, too, when the reserve army of labour in the countryside
and in the ‘traditional’ sector of industry started to dry up, an excep-
tional influx of women into wage-labour occurred during the long
post-war boom: in fact, the number of Japanese women gainfully em-
ployed increased from 3 million in 1950 and 6.5 million in 1960 to
12 million in 1970. These movements were the necessary and suf-
ficient precondition for the long-term persistence of an above-average
rate of surplus-value —in other words, for a long-term blockage of
thefall of the average rate of profit, and hence for a long-term above-
average growth in the accumulation of capital. Thus, between 1950
and 1965, approximately 7 million labourers emigrated from the
agriculturalsectorin Japan®® Inthe same period the number of wage-
earners in manufacturing industry doubled (rising from 4.5 to 9
millions). The total sum of wages and salaries paid out by manufac-
turing industry (including those of highly-remunerated employees,
which must be reckoned as part of surplus-value rather than variable

**Masayoshi Namiki, The Farm Population in Japan 1872-1965, Agricultural
Development Series, No. 17, Tokyo (no date), pp. 42-3.



172 Late Capitalism

capital) rose from 744 billion yen in 1955 to 2,733.5 billion yen in
1963, while the value-added in manufacturing industry rose from
approximately 1.99 billion yen to 7.459 billion yen in the same
period, and the annual investments in new fixed capital in the same
industry increased from 288 billion yen to 1,750 billion yen.>” The
secret of this imposing growth is easy to see: between 1960 and
1965 real wages per wage-earner in manufacturing industry rose by
only 20%, while the physical productivity of labour per employee
increased by 48 %: * hence a vastincreasein the production of relative
surplus-value.

This decline in the relative share of wages can also be demon-
strated in the Netherlands, since the share of wages, salaries and
social contributions in the national income remained virtually un-
altered between 1938 and 1960 (1938:55.9%; 1956:55.3%; 1960:
56.6%) while in the same period the share of wage-earners in the
working population rese from 70% in 1938 to 78.8% in 1960.

The long-term development of the relation between the income
of labour and the income of capital in industry and handicrafts, as
shown for Germany by Hoffmann, and the long-term relation bet-
ween the income of labour and the income of capital in manufac-
turing industry, as revealed in the official statistics of the USA, are
clear indicators of the long-waves in the self-expansion of capital.
Once again: they are only indicators and not series of figures which
correspond exactly to Marx’s categories. Hoffmann deducted the
income of higher employees from the income of labour, but was
unable to include in the income of capital in industry and handi-
crafts that part of surplus-value which, although it is certainly pro-
duced there, is appropriated outside this sector. Despite this, there
is clear evidence of a long-term rise and fall of the rate of surplus-
value, which belies the reiterated thesis of ‘a constant share of labour
in the net product’®® which the Cambridge School in particular, and
academic economists in general, treat virtually as an axiom.

*"Ministry of International Trade and Industry, Statistics on Japanese Industries
1966, Tokyo, 1966; pp. 26-7, 87.

**Ibid., pp. 88-9.

$*See, for example, Arthur Lewis, ‘Unlimited Labour: Further Notes’,in The Man-
chester School of Economics and Social Studies, Vol ,XXVI, No. 1, January 1958,
p. 12. Strachey repeats the same thesis with the reservation that the working class
can only retain its ‘stable share’ by an ongoing struggle. John Strachey, Contem-
porary Capitalism, pp. 133-49; Joan Robinson, An Essay on Marxian Economics,
2nd Ed., London, 1966, p. 93; Nicholas Kaldor, ‘Capital Accumulation and Eco-
nomic Growth’,in F. A.Lutzand D. C. Hague (eds.}, The Theory of Capital, London,
1961.
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Year Income of capital (I) Income of labour (II) I/Tin %
in German industry in German industry
and handicrafts and handicrafts
1870 736 8,716
1871 900 3,930
1872 1,178 4,461
1873 1,316 5,099
1874 1,174 5,310
1875 1,082 5,405
1876 998 5,356
Average 1870-1876 22.2%
1907 4,995 16,086
1908 4,554 16,035
1909 4,536 16,248
1910 4,890 17,164
1911 5,198 18,291
1912 5,910 19,374
1913 6,242 20,188
Average 1907-1913 29.4%
1925 2,617 31,232
1926 2,295 30,078
1927 5,900 36,635
1928 5,333 40,839
1929 5,489 42915
1930 3,044 39,169
Average 1925-1930 11.2%
1935 7,088 30,485
1936 7,565 33,336
1937 13,488 36,590
1938 17,049 39,494
Average 1935-1938 32.3%
1950 15,462 38,943 . 39.7%
1953 24,919 56,884
1954 30,257 62,319
1955 32,976 70,733
1956 34,352 79,083
1957 - 37,482 85,767
1958 37,180 - 92,038
1959 ) 46,643 98,357
Average 1953-1959 44.7% 60

The extent to which the year 1950 saw a reproduction of the
massive increase in the rate of surplus-value achieved under the

"Walther G. Hoffmann, op. cit., pp. 508-9.
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Third Reich can be seen at a glance by comparing the figures for
that year with those of the years 1927-28 : while the income of labour
is the same (at that time the average was RM 387 billion; in 1950
it was DM 38.9 billion) the surplus-value appropriated by industry
and handicrafts themselves hasnearly tripled (it rose from an average
RM 5.6 billion to DM 15.5 billion!). Not until the 60°s was there a
renewed decline in the rate of surplus-value.

The figures for manufacturing industry in the USA show major
discrepancies from Vance’s estimates quoted above. The main
reason for this may lie in the increasing mass of surplus-value ap-
propriated outside industry. Calculation of the long-term develop-
ment of the rate of surplus-value in manufacturing industry in the
USAis further complicated by the fact that the statistics in the official
Census of Manufactures include depreciation allowances in the
category of ‘value-added’ and furthermore do not give the precise
volume of these allowances. We have calculated the rate of surplus-
value according to the method used by Gillman.8! Yet another pro-
blem is whether the wages of productive workers alone should count
as variable capital or whether at least a section of white-collar
workers — those who are indispensable for the production and reali-
zation of surplus-value, as Marx puts it— should not also be included
among the recipients of variable capital; and if this is accepted, the
extent of this section remains to be determined.

Below we give four series of figures, all of which are based on
official data:

Series I: Surplus-value =value added, minus wages.

Series II: Surplus-value = value added, minus depreciation allow-
ances and wages.

Series III: Surplus-value = value added, minus wages and 50% of
salaries.

Series IV: Surplus-value = value added, minus depreciation allow-
ances, wages and 50% of salaries.

Accordingly, in Series III and IV 50% of salaries are also counted
as variable capital (see table on following page).

The astonishing parallelism between the four series makes it
relatively simple to interpret these figures, even if one point re-
mains questionable. From the start of the century until after the
First World War, the rate of surplus-value slowly fell, because of the

¢ Joseph Gillman, The Falling Rate of Profit, London, 1967, pp. 46-7, 60-1.
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Year Rate of surplus value =surplus value/variable capital

I I 111 v
1904 146% 134% 117% 97%
1914 149% 127% 108% 94%
1919 146% 125% 108% 94%
1923 142% 127% 106% 84 %
1929 180% 163% 135% 113%
1935 153% 135% 124% 97%
1939 182% 154% c L. 82
1947 146% 129% 113% 98%
1950 159% 140% 118% 102%
1954 151% 143% 112% 96%
1958 185% 165% 121% 106%
1963 209% 192% 137% 124%
1966 219% 200% 146% 131%%68

long-term decline of unemployment and the growth of trade-union
organization, It then rose steeply during the ‘period of prosperity’
1923-29, as a result of the rapid growth in productivity (produc-
tion of relative surplus-value) and the reconstitution of the indus-
trial reserve army. During the Great Depression it fell (but not as
much as is generally assumed) because of part-time work (decline
in absolute surplus-value and a relative increase in fixed costs). It
underwent irregular fluctuations during and after the Second World
War (first suspension, then reproduction of the industrial reserve
army) and as from the mid-50’s it registered a major upswing (mas-
sive increase in the productivity of labour and the production of
relative surplus-value).

The third and fourth series of figures —which deviate somewhat
from the estimates by Vance cited earlier in this chapter, but proba-
bly correspond more closely to the actual development—enable us
to explain more accurately both the acceleration and the economic
function of automation in the USA in the 50’s (and West Germany
in the 60°s). The first effects of the third technological revolution
made themselves felt in a relative fall in the share of raw materials
and often even machines in average commodity values, and hence
led to a rise in the share of wages in costs per unit.?* For the

*The figures for the salaries of white collar workers in 1939 are not given in the
Statistical Abstracts of the United States at our disposal.

#Data on value added, the sum of wages and salaries in manufacturing industry
of the USA, in Statistical Abstract of the United States, No. 60, Washington 1938,
p.749; No. 69, Washington, 1948, p. 825; No. 89, Washington, 1968, pp. 717-19.

“W. E. G. Salter, Productivity and Technical Change, Cambridge, 1960, p. 25.
See Chapter 6 of the present work.



176 Late Capitalism

individual capitalist the struggle to raise the rate of surplus-value
found empirical expression in the struggle to force down the share
of wages. The purpose of automation was to achieve this reduction,
and simultaneously to reconstruct the industrial reserve army.

In an extremely interesting, and hitherto unpublished, doctoral
thesis, Shane Mage comes to opposite conclusions. He claims that
the long-term development of the rate of surplus-value from the
start of this century to the end of the Second World War was sharply
downward in the USA. Even so, according to him the rate of surplus-
value ceased to fall after 1946 and started — if only modestly — to
rise again. Mage has tried, with greater accuracy than Vance or
Baran and Sweezy, to reduce official US statistics to the categories
employed by Marx. Thus, under ‘variable capital’ he includes only
the wages of productive workers, while on the other hand, all busi-
ness profits are designated surplus-value. These two corrections are
perfectly in line with the import of Marx’s analysis. Mage makes a
two-fold error, however, which falsifies his findings.® Firstly, he
takes only the net profits (and the net interest and annuities) of
capitalist firms as surplus-value, although for Marx taxes represent
part of the social surplus-value.5¢ Secondly, he adds the wages of
workers employed in service firms into variable capital, although if
the labour theory of value is rigorously applied, services in the real
sense of the word —i.e., all except those producing commodity
transportation, gas, electricity and water — do not produce commodi-
ties, and hence do not create any new value. However, if Mage’s
tables are dually corrected in this way, then the long-term fall of the
rate of surplus-value disappears altogether. Mage himself makes a
partial — if inexact — correction, but only in the form of a working
hypothesisin an appendix to his work, in which he calculates surplus-
value from gross wages and gross profits (taxes paid by workers —
as distinct from deductions for social security — cannot normally be
included in variable capital in Marx’s sense of the term, since they
have nothing to do with the reproduction of the commodity of labour-

**Shane Mage, The Law of the Falling Tendency of the Rate of Profit’: Its Place
in the Marxian System and Relevance to the US Economy, Columbia University
Ph.D., 1963, University Microfilms Inc., Ann Arbor, Michigan, pp. 174-5, 164-7, 161,
164, 225f1.

56 Tn Marx’s theory all revenues are traced back to wages or surplus-value. Since
staterevenues canhardlybe regarded as variable capital — unless they are used to buy
productive labour-power, for instance in state industrial enterprises — they can only
be regarded as a redistribution of social surplus-value or an increase of it by deduc-
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power). Even when this unsatisfactory correction has been made,
however, we find that there was an increase in the rate of surplus-
valuefrom45.1% in the period 1930-40 to 57.1% in the period 1940-
1960.%" If the full correction is made, then an increase is obtained
which is perfectly congruent with the series advanced by us.

The example of the USA from the close of the Second World War
till the end of the 50’s is all the more significant, in that it contradicts
Lewis’s thesis that it is not possible to speak of a durable reproduc-
tion of the industrial reserve army after the disappearance of the
pre-capitalist sectors of the economy, and that Marx was conse-
quently mistaken in his assumption that in the course of the accu-
mulation of capital living labour would be replaced by ‘dead
labour’.%® This period saw precisely such a replacement of workers
by machines — in other words, an annual growth rate of labour pro-
ductivity exceeding the annual growth rate of production®® The
result was the very rapid reappearance of the industrial reserve
army which had disappeared in the course of the Second World War
— with all the ensuing implications for the rate of surplus-value.”

tions from wages. Their function becomes even clearer in cases where taxes are
directly capital-forming, so that their character as part of the social surplus-value
cannot be disputed without throwing the whole of Marx’s theory of capital into ques-
tion. See for example Capital, Vol. 1, p. 756.

$Shane Mage, op. cit., pp. 272-3. Calculations by Phelps-Brown and Browne
suggest a rapid rise in the rate of surplus-value as early as the period from 1933 to
1940, and then again markedly between 1946 and 1951: A Century of Pay, London.
1968, pp. 450-2.

W, Arthur Lewis, ‘Unlimited Labour —Further Notes', p. 25.

“In the years 1945-61 the total American proletariat, defined as the mass of the
wage and salary earners —i.e., the mass of those who are forced to sell their labour
power-rose by 14 million or 35% (there was an increase of only 1 million in actual
manufacturing industry, however, and only 2.5 million in manufacturing industry
plus construction plus transport, gas, electricity and other public services excluding
the actual state apparatus). Physical output per wage-earner (i.e. the productivity
of labour) rose by 50% in the manufacturing industry from 1947-61 and by 42% in
non-manufacturing industry. The sum total of hours worked rose by 15% in industry,
physical output by nearly 70%. By contrast, weekly real wages only rose by 29%,
andthe per capita real consumption by only 20 %. No wonder that in the same period
investments in fixed capital climbed by 70% and investments in Department I by
as much as 100%, while unemployment (except for the three years of the Korean
boom} fluctuated about 4.5% of total employed, or even 5-6% if partial unemploy-
ment is taken into account, although at the same time several million wage-earners
were serving in the army. Economic Report of the President — Transmitted to Con-
gress, January 1962, Washington,1962, pp. 236, 244-5, 242, 227, 248.

“In West Germany, too, massive numbers of workers were laid off in many
branches of industry in 1958-60, but they found new employment in the more ex-
pansionary branches. The TFO Economic Research Institute calculated that in the



178 Late Capitalism

This reproduction of the industrial reserve army in the USA after
the Second World War, just like the combination of growing rates of
surplus-value and rising real wages ”! in Western Europ2 and Japan
after 1945 or 1948, was only rendered possible by a significant and
long-term increase in the productivity of labour — in other words, it
corresponded to a ‘Great Leap Forward’ in the production of relative
surplus-value. It is precisely in this sense that the third technologi-
cal revolution must be seen as an essential part of our understanding
of late capitalism. Aslong as the industrial reserve army enables the
rate of surplus-value to grow — a condition created in turn by a signi-
ficant increase in the productivity of labour in Department II —
there are no particular problems here. Hence the years 1949-60 in
such countries as West Germany and Italy, 1950-65 in Japan, and
1951-65 in the USA formed genuine halcyon periods for late capital-
ism, in which all factors appeared to promote expansion: a high
rate of investment; a rapid growth of labour productivity; a rising
rate of surplus-value facilitated by the industrial reserve army, hence
a slower growth of real wages as compared to the productivity of
labour, with a simultaneous dampening of social tensions.

We can now summarize the general mechanism of the long wave
of expansion from 1940/1948 to 1966, together with the particular
differences in its operation in the various imperialist states. Rear-
mament and the Second World War enabled capital accumulation
to take off again, after the Great Depression, by bringing large
volumes of surplus capital back into surplus-value production.”
This reinjection of capital was accompanied by a significant increase
in the rate of surplus-value, first of all in Germany, Japan, Italy,
France and Spain —i.e., those countries where the working-class
had suffered grave defeats through fascism and war; and then in the
USA, where the no-strike pledge of the trade-union bureaucracy
during the Second World War, the imposition of the Taft-Hartley

period 195061 4.33% of the employed work force was annually made redundant
by capital intensification and technical progress. In 1958-65 there was a significant
decrease in the number of people employed in the textile industry, the leather in-
dustry, the fine ceramics industry, the wood processing industry and other branches.
Kruse, Kunz and Ubhlmann, Wirtschaftliche Auswirkungen der Automatisierung,
pp- 79, 65.

""Marx expressly took into account the possibility of such a development. See
Grundrisse, p. 757.

"2We shall study the theoretical problems posed by the revival of capital accumula-
tion after the Great Depression by means of rearmament expenditure and arms
production, in Chapterll.



Valorization and Class Struggle 179

Act after two years of post-war industrial militancy, and the capitu-
lation of the AFL-CIO apparatus to the ‘Cold War’ and MacCarthy-
ism, led to a more gradual erosion of working-class combativity.

Increasing rates of surplus-value and of profit now facilitated the
birth of the third technological revolution. After a phase of ‘exten-
sive industrialization’, capital investment henceforward took the
form of semi-automation and automation, especially in the USA,
West Germany and Japan. There occurred a massive increase in the
productivity of labour in Department II, and therewith a correspond-
ing increase in the output of relative surplus-value and hence in the
rate of surplus-value. A reverse movement only became evident
when the very dynamic of this expansionary long wave started to
reach the limits of the reserve army of labour and conditions on the
‘labour market’ consequentlyturnedto the advantage of the working-
class, and a pronounced increase in real wages started to roll back
the rate of surplus-value.

Britain constitutes the exception which proves the rule. There,
the working-class suffered an epochal defeat earlier than in the
other major European countries (with the exception of Italy), with
the debacle of the General Strike in 1926 and the disintegration of
the Labour Government in 1931, Throughout the 30’s, unemploy-
mentthenremained at a high level in England. The combined result
was a slow but steady increase in the rate of surplus-value.’ At the
end of the decade, however, the situation of the British working-
class had improved objectively, with a decline in the industrial
reserve army of labour. Thereafter it was subjectively the only
major proletariat in the world which suffered no serious defeat for
the thirty years from 1936 to 1966 — an experience which pro-
foundly modified the relationship of class forces in England. Thus
Britain became the only imperialist power which proved unable to
increase the rate of exploitation of its working-class significantly
during or after the Second World War; the rate in the UK was now
stablized at the lower pre-war levels in the new epoch.” From a
capitalist point of view the result was evident: an erosion of the rate
of profit, and a much slower rate of economic growth and accumula-
tion than in the other imperialist countries (and the stimulating
influence of international expansion on the British economy was
responsible for a significant part even of this growth),

"Phelps Brown and Browne, op. cit., pp. 248-50, 446-7.  "Ibid., p. 458.
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As soon as expansion led to the dismantling and disappearance of
the industrial reserve army, however, and simultaneously genera-
tional changes began to diminish subjective scepticism and resigna-
tion in the working-class, the golden years of late capitalism were
internationally over. There was now no longer any chance of an
automatic increase in the rate of profit or its maintenance at a high
level. The struggle over the rate of surplus-value now flared up
anew. Moreover, in this struggle it was precisely the high level of
employment which contributed to a significant increase in the
strength of wage-earners, to whom extra-economic pressures were
now applied in order to prevent them from diminishing the rate
of surplus-value. This, of course, was the common purpose of the
wide variety of state interventions, proclaiming ‘social program-
ming’, ‘concerted action’, an ‘incomes policy’, if not even a ‘state
wages policy’ or ‘wage freeze’. Since genuine bargaining autonomy
on the part of the trade unions, real trade union freedom and the
unrestricted right to strike constitute obstacles along this road,
various forms of ‘strong state’ legislation have been drafted or
passed to eliminate them.

The transition from a ‘long wave with a basically expansionary
tone’ to a long wave with a basically stagnant tone” about the years
1966-67 was thus closely related to this struggle for the rate of
surplus-value. Late capitalism cannot avoid a period of relatively
decelerated economic expansion if it fails to break the resistance of
wage-earners and so to achieve a new radical increase in the rate of
surplus-value. This is unthinkable, however, without stagnation,
and indeed even without a temporary fall in real wages. In the
mid-60’s, therefore, a new phase of intensified class struggle set in
within all the imperialist countries. Starting from Great Britain,
Italy and France, this wave gradually spread to West Germany and
the rest of capitalist Europe, and later also to Japan and the USA.
The intensification of inter-imperialist rivalry at the same time has
reduced the possibilities of displacing this struggle by the export of
social tensions and in particular the export of unemployment.

In this intensification of class struggle, capital has no chance of
achieving an effective increase in the rate of surplus-value com-
parable to that under the Nazi dictatorship or in the Second World
War, so long as conditions on the labour market themselves tilt the
‘respective powers of the combatants’ to the advantage of the prole-
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tariat. The extension of the industrial reserve army has consequently
today become a conscious instrument of economic policy in the
service of capital.”® In this context, it is necessary to recall the
passage from Rosa Luxemburg cited above (see footnote 14), and
to analyze the various components of the industrial reserve army.
Among other things, the considerable fluctuations in the employ-
ment of women and young people under 21, together with foreign
workers, which act as shock absorbers in the reconstitution of this
reserve army, must be considered. Thus in the USA for example,
the number of adult women employed rose by 71% between 1950
and 1970, and that of employable teenagers by 65%, while the in-
crease in the employment of adult males was only 16% in the same
two decades. For this reason, in February 1972 the unemployment
rate for teenagers was 18.8%, and for adult women 10.5%, as com-
pared with a rate of only 2.7% for married men. The same shock
absorbers, however, mean that official unemployment figures by
nomeans correspond to the actual amount of people excluded from
the labour process, for a significant number of women and young
people do not offer their labour-power if the chances of selling it
are not very high. In the case of the Italian labour market, Luca
Meldolesi has arrived at frighteningly high figures of concealed

- "The use of foreign workers as a deliberate cushion against excessive ‘internal
fluctuations of employment’ became clear during the West German recession of

1966-67, when more than 400,000 foreign workers lost their jobs between June

7 1966 and June 1968 (Nikolinakos, op. cit., pp. 38, 66-70}. The same phenomenon
« - canbenotedinthe USA, withits Puerto Rican, Mexican and (oflate) Central American
*-immigrant labour. There is no space here to analyze the complex effects of the

. fluctuations in this internationalized industrial reserve army of labour on the eco-
nomic development of the poorer ancillary countries neighbouring on the wealthy
" imperialist States. It is notorious, however, that a large proportion of immigrant

~i workers are unskilled labourers, confined to the dirtiest, hardest and worst paid

jobsinthe metropolitan economies. A new stratification within the proletariatis there- .
- bydeliberately created by capital, between ‘indigenous’ and ‘foreign’ workers. This
allows employers at one and the same time to keep wages of unskilled labour down,

- - to brake the development of proletarian class consciousness by stimulating ethnic

~and sectional particularisms, and to exploit these artificial antagonisms to propagate
' xenophobia and racism in the working-class. The Schwarzenbach campaign in
'~ Switzerland, Powellism in Britain and the anti-Arab pogroms in France are all
- "-examples of the latter. The cause of international proletarian solidarity therewith
i becomes an elementary duty even from the point of view ‘trade-union’ conscious-
;. ness, not to speak of political class consciousness proper. For the discriminations to
- which foreign workers are subject in Western Europe, see the documentation in
-+..8, Castles and G. Kossack, Immigrant Workers and the Class Structure in Western
- Europe, Oxford, 1973.
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unemployment, which must be included in the industrial reserve
army.78 It is important to emphasize the dual role of the additional
pool of labour-power comprised by married women and youth, as
well as immigrant workers (including racial and national minorities
in the USA: Blacks, Chicanos and Puerto Ricans), in the preserva-
tion or reconstruction of an industrial reserve army of labour. On
the one hand, the fluctuationsin their employment are much greater
than those of ‘stable’ workers who are ‘heads of families’. On the
other hand, they are paid much less for their labour-power, as the
bourgeoisie cynically assumes that their income is only a ‘supple-
ment’ to the ‘family budget. Their wages are often inadequate
even for the physical reconstruction of their labour-power, so that
they are obliged to have recourse to welfare, social security, ‘illegal’
quests for income and so on, to eke out their existence. Part of the
costs of the reproduction of their labour-power thus becomes
‘socialized’, 77

Capital today has two ways available to it of reconstructing the
industrial army: on the one hand, the intensification of capital
exports and the systematic suffocation of investments at home,
i.e.,sending capital where there is still excess labour-power, instead
of bringing labour-power to excess capital; on the other, the intensi-
fication of automation, or in other words the concentration of invest-
ments to set free as much living labour as possible (industrialization
‘in depth’ rather than ‘in breadth’).

In the long-run, both tactics can achieve only a limited success,
and both will reproduce even more acute social contradictions. On
the one hand, the suffocation of investments at home diminishes
the rate of growth and thus intensifies social antagonisms. On

""Wall Street Journal, 25 October 1971; Survey of Current Business, February
1972; Luca Meldolesi, Disoccupazione ed Esercito Industriale di Riserva in Italia,
Bari, 1972. Whilein 1940, only 27.4 % of American women above the age of 16 were
gainfully employed, this percentage had risen to 42.6% by 1970. Among married
women, the increase was even greater —from 16.7% to 41.4%. In the same year,
1970, the percentage of women between the ages of 15 and 64 who were gainfully
employed was 59.4% in Sweden, 55.5% in Japan, 52.1% in Britain, and 48.6% in
West Germany, but only 29.1% in Italy, where the real industrial reserve army of
labour is still to be found in the underdeveloped regions of the Centre and South
of the country.

" James O’Connor, op. cit., pp. 14-15, 334. In 1968, 10 million wage-earners in
the USA earned less than 1.6 dollars an hour and 3.5 million less than 1 dollar an hour,
while the average wage in manufacturing industry was over 3 dollars an hour, and
in construction reached 4.4 dollars. There now exists an extensive literature on the
super-exploitation of the ‘sub-proletariat’ of the imperialist countries.



Valorization and Class Struggle 183

the other hand, after a certain time-lag — and the time-lag is a ques-
tion of crucial importance —the differences in the level of wages
between the country exporting capital and the country importing
capital will also start to dwindle. To a considerable extent, of
course, the rate of this process will be determined by the internal
economic and social structure of the country importing capital (if
the country in question is already industrialized, this process will
not be postponable; if the country is an under-developed semi-
colony, it can be held in check for a longer period). At the same time,
as is shown in the next chapter, labour-saving automation must in
the long-run tend to limit the mass of surplus-value produced, and
thereby necessarily make a further rise in the rate of surplus-value
more difficult. But more important than these long-term contradic-
tions in the tactical response of capital to the fall in the average
rate of profit is the immediate effect of this response on the class
struggle. Late capitalism is a great school for the proletariat, teach-
ing it to concern itself not only with the immediate apportionment
of newly created value between wages and profits, but with all
questions of economic policy and development, and particularly
with all questions revolving on the organization of labour, the
process of production and the exercise of political power.



6
The Specific Nature of the Third

Technological Revolution

We shall now attempt to combine the two analyses pursued in the
preceding chapters: analysis of the successively predominant forms
of differences in levels of productivity, together with the main
directions of the quest for surplus profits which correspond to them;
and analysis of the successively predominant types of motive
machines and sources of energy that determine the overall structure
of production in Department 1.

In the age of freely competitive capitalism the mainspring of
extended reproduction seemsto have been the uneven and combined
development of different regions within the most important capita-
list countries. The resultant release of money capital via the progres-
sive pentration of agriculture by capitalist commodity circulation,
and of producers separated from land and soil, led to the continuous
drain of money capital to the major industrial districts, where
evicted ex-peasants now formed an industrial reserve army.

Two intermediate phases can here be distinguished. The first saw
the advent of production of motive machines and machines which
in their turn produced these machines, mostly on the basis of handi-
crafts or manufactures. A significant portion of the production of
Department I was not exchanged against commodities from De-
partment II and did not serve for mechanized output of consumer
goods, but remained within Department I itself. The production
of raw materials in agriculture was also still substantially carried on
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by cottage industry. In this epoch only the iron and coal industry was
characterized by a significant mechanization of certain production
processes. But even in the coal industry there was still such a pre-
valence of manual labour that pure wage costs accounted for more
than 66%, and sometimes even more than 75% of the cost price of
the product. This manifestly corresponded to a very low organic
composition of capital, which in agricultural production of industrial
raw materials was probably lower still.

During the second phase of the period of freely competitive
capitalism, machine production now also penetrated the sphere of
motive machines, of steam-driven motors. The point was reached
where machines produced machines to construct other machines,
But in this phase, too, artisanal production of raw materials con-
tinued to predominate, It is characteristic, for example, that before
the application of the Bessemer and Siemens-Martin patents, the
steel industry was composed of only medium-scale enterprises and
did not reveal any form of mass production.!

During these first two phases of the epoch of freely competitive
capitalism, therefore, machine-operated large industry predominat-
ed only in the consumer goods industry (with the main emphasis on
the textile industry). Even the large industrial producers of means
of transport — especially railways —only made their appearance
inthe second phase of this period, and were among the determinant
factors of the emergence of a ‘long wave with an undertone of
expansion’ from 1847-78.

Surprisingly, we thus discover that in the first century after the
Industrial Revolution the organic composition of capital in Depart-
ment II was generally speaking higher than in Department I. The
genesis of industrial capitalism, as it is depicted by Karl Marx in
Chapter 15 of the First Volume of Capital, must in fact be described
asthe machine-industrial productionof consumer goods by means of
hand-made machines.

'David S. Landes, The Unbound Prometheus, Cambridge, 1970, pp. 254-9.
Bessemer’sinvention was closely linked to military needs in the wake of the Crimean
War: see W. H. Armytage, A Social History of Engineering, London, 1969, pp. 153-5.
“The repercussions on industrial organization, especially in the ship-building indus-
try, were decisive. The age of metal and machinery inevitably ripened the growth
of large-scale industrial units. Share-holders in the Great Eastern . . . went through
the kind of traumatic experience that their predecessors had suffered in the railway
mania of a decade before.” p. 155.
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Once this state of affairs has been grasped, it becomes possible
to explain why it took such a long time to introduce machine-produc-
tion in Department I. The equalization of the rate of profit between
Department I, where productivity of labour was lower, and Depart-
ment I, where productivity was higher, led to a constant transfer
of surplus-value from Department I to Department II. The process
of unequal exchange disbursing surplus-profits was in this period
an exchangebetween agricultural goods and products of Department
1I; the mass introduction of machines and artificial fertilizers into
agriculture had hardly occurred anywhere. In Western Europe (and
the USA) the whole inner dynamic of the capitalist mode of produc-
tion in this epoch was concentrated on accelerating accumulation in
Department II at the cost of accumulation in Department I,

The same configuration also explains:

(a) why the main international direction of the penetration of
capitalist commodity production into non-industrialized countries
in this phase took the form of the export of commodities, namely the
export of consumer goods; for throughout this phase it was this
sector which dominated the capitalist economy of the metropolitan
countries and every time that there was cyclical overproduction it
took the form above all of the overproduction of industrial consumer
goods.

(b) why capitalism wasinthisepochin actual fact freely competi-
tive because the modest character of the minimum capital needed to
penetrate the consumer goods sector prevented the rise of mono-
polies and oligopolies.

The turning point which occurred at the start of the imperialist
epoch was the result of two concurrent and combined changes in the
operation of the capitalist mode of production. On the one hand,
Department 1 went over from the machine production of steam-
driven motors to the machine production of electric motors, The
consequent transformation of the entire production process in
Department I caused a vast increase in the organic composition of
capital in the sub-department of Department I producing fixed con-
stant capital. But a transformation also occurred in the technology
of the sub-department of Department I producing circulating con-
stant capital — the production of raw materials. We characterized
this transformation as ‘the transition from the production of raw
materials by handicrafts to their production on the lines of manu-
factures or early industry’. Taken together, the two processes thus
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determined —to a varying degree — a significant increase in the
. organiccomposition of capital in Department L. It is obvious that the
rise in the organic composition of capital in Department II could not
be on a comparable scale to that in Department I. On the whole, the
revolutionization of productive technology in Department II was
limited to the replacement of the steam-driven motor by the electric
motor, which could hardly lead to a fundamental change in the
organic composition of capital.®
~ On the other hand, the progressive introduction of machine-
made steam-driven machines in the period 1847-73, combined with
the growing generalization of railway-construction in this period,
absorbed colossal amounts of capital.® This large transfer of capital
-began to consolidate the predominance of DepartmentIover Depart-
" mentll. Theorganic composition of capitalin Department I gradually
. approached that of Department II, and then rapidly overtook it.
. The fundamental transfer of surplus-value from Department I to
Department II, accompanying the equalization of the rate of profit,
- thereupon ceased; the transfer was now inversely from Department
- Il to Department I.
: The specific nature of fixed capital produced in Department
I, however, meant that it was produced mainly on order and not
forsale on an anonymous market. Production sites were accordingly
. adjusted to maximumorders. As soon as the most important branches
. of industry in the capitalist countries had been equipped with
.~ machine-made steam-driven motors — which was probably the case
" at the beginning of the 1870’s — the production capacity of Depart-
- ‘ment I could no longer be utilized at full load. This was one of the
.~ main causes of the long wave with an undertone of stagnation,
11873-93. It meant, however, that an important part of the surplus-
:value realized by Department [, and a not insignificant part of the
- surplus-value produced in Department Il but appropriatedby Depart-
- ment I through the equalization of the rate of profit, could now no
o “longer be valorized. Just as, in the preceding fifty years, the limits to
_ the further development of the capitalist mode of production took
the form of overproduction in Department I, so in the final quarter

". Landes speaks of the ‘exhaustion of the technological possibilities of the Indus-
rial Revolution’ and, with the exception of the transformation of the steel industry,
;‘the dwindling of the ‘gains implicit in the original cluster of innovations that had
" constituted the Industrial Revolution’. Ibid., pp. 234-5, 237.

*Mid., pp. 1535, 541.
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of the 19th Century it took the form of over-capitalization in Depart-
ment I. The logical outcome was a change in the main thrust of the
capitalist drive for expansion: no longer export of consumer goods to
pre-capitalist areas, but export of capitals (and of goods bought with
these capitals, principally railway lines, locomotives, and port
facilities, i.e., infrastructural facilities to simplify and cheapen the
export of raw materials produced with metropolitan capital). To-
getherwith the growing concentration of capital, this was the decisive
reason for the emergence of the new, imperialist structure of the
capitalist world economy.

This change in the operation of the capitalist mode of production,
or in the proportions between the major independent variables of
this mode of production, also explains the transition from freely
competitive to monopoly capitalism. The massive penetration of
capital into Department I created production plants there which,
as Marx putit, had to operate with cyclopean instruments of produc-
tion and hence alsocyclopeanamountsof capital. There was a massive
growth in the minimum capital needed to be able to compete in this
field. Increasingly, competition led to concentration; only a limited
number of independent enterprises and joint stock companies were
able to survive. The fact that the long-term phase of stagnation from
1873-93 coincided with the einergence of the second technological
revolution — above all in the technology of electric motors — was a
compelling reason for the formation of trusts and monopolies. Lenin
already emphasized the decisive role played by these two factors in
the formation of monopoly capitalism.? It is not surprising this mono-
polization occurred more rapidly in the ‘new’ branches of industry
(steel,’ electric machines, oil) and in the ‘new’ industrial nations
(USA, Germany) than in the ‘old’ branches of industry (textiles,
coal) and the ‘0ld’ industrial states (England, France).

How then does the development of the past fifty years appear in
the light of this schema? The accelerated accumulation of capital
engendered by the second technological revolution 1893-1914 was
followed by a long period of braked accumulation and relative eco-
nomicstagnation,lastingfromtheendof the First World War until the

*See Lenin, Imperialism, the Highest Stage of Capitalism, in Selected Works,
London, 1969, p. 177.

*This preponderanceisso self-evident that Landes calls the phase of development
of the European economy beginning in the 1870s ‘The Age of Steel. Landes, op. cit.,
p- 249f.



Third Technological Revolution 189

beginning of the Second World War, We have already explained the
main cause of this stagnationin Chapters 4 and 5: the significant rise
- in the organic composition of capital as a result of general electrifi-
- cation produced atendencyforthe average rate of profit to fall, which
= could have been neutralized only by a correspondingly significant
~ increase in the rate of surplus-value. In the great post-revolutionary
"wave after the First World War, however, the capitalist class had to
. make concessionsto the working-classinorder to preserve its political
*." domination, which were mor= likely to stabilize or even to lower the
- - rate of surplus-value than to increase it. After a brief economic up-

. swingin 1924-29, the fall in the rate of profit led to the Great Depres-
‘sionof 1929-32, and to stagnation in activities promoting valorization
- and accumulation. Only the victory of Hitler’s fascism — and in other
~ countries the Second World War — enabled capital to achieve a rise
_inthe rate of surplus-value sufficiently large to allow the average rate
of profit to soar for a time, despite the higher organic composition
of capital.

Inthe meantime, however, other important changesin the overall
¢ conditions of capital’s existence had occurred. In the first place,
- Soviet Russia had broken out of the capitalist world market, and so
for the first time sincethe genesis of the capitalist mode of production,
the capitalist world market had undergone a contraction rather than
an expansion. For a short time it seemed as if recent rises in the price
of raw materials and intensified colonization of England’s “Third
Empire’ in Africa® might boost export of capital again. But soon
after the outbreak of the GreatDepressionit became clear that there
was a long-term tendency for the export of capital to the colonies
d semi-colonies to decline, primarily as a result of the monop-
olistic character of the imperialist concerns dominating the colonial
productionof raw materials. Under-accumulationin the metropolitan
countries and the decline of capital exportsto the colonies thus merely
reinforced the emergence of excess capital and the fall of the rate of
profit. As we know, excess capital only obtains the average interest
and not the average profit. Since, however, it does not itself partici-
pate in the immediate valorization of capital, and this interest must
| herefbre be paid for out of the total social surplus-value, it forces

e average rate of profit down even further.
- In the second place, this excess capital now began to penetrate

%See George Padmore, Africa, Britain’s Third Empire, London, 1948,



190 Late Capitalism

into Department IL A new sector of consumer goods was created,
producing so-called durable consumer goods, which represented the
application of the second technological revolution to the consumer
goods sector: automobile production and the beginning of the output
of electrical apparatuses (vacuum cleaners, radios, electric sewing
machines, and so on). Although, in the form of mass production, this
transformation was mainly limited to the USA, it nonetheless led to
a substantial increase in the organic composition of capital which,
especially in the USA, began to decrease the advantage of Depart-
ment [ in the redistribution of surplus-value between the two Depart-
ments. Since this coincided in time with a phase in which the
average rate of profit in Department I was anyway falling sharply,
and then with the great crisis which shook the whole of Department
I, the pressure to raise the rate of profit in this Department became
positively explosive. This pressure took four forms:

1) Towards an immediate increase in the rate of surplus value
(fascism, war economy).

2) Towards an immediate valorization of excess capital by
means of rearmament. _

3) Towards a new attempt to lower the cost of constant capital,
i.e., renewed massive penetration of capital into the production of
raw materials (both minerals and agriculture), but this time with
advanced industrial technology, and hence to bring down the cost
of fixed constant capital. The pressure to shorten the turnover time
of capital was related to this attempt.

4) Towards a radical reduction in the share of wage costs in the
cost price of commodities, accompanied by experiments in semi-
automation and automation. The reason for this temporary tendency
was the trend for the relative share of wage costs to increase, con-
comitant with the radical reduction in the price of raw materials and
the share of value represented by fixed capital.

As soon as the first crucial objective had been achieved, i.e., the
rate of profit had moved up once again, capital expansion was able
to rocket through the use of the additional capital accumulated but
not valorized, in the period 1929-39, and the simultaneous exploita-
tion of the other three tendencies listed above. The result was the
shift into the third long wave with an undertone of expansion’, from
1940 (1945) to 1965.

This new period was characterized, among other things, by the
fact that alongside machine-made industrial consumer goods (as
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from the early 19th century) and machine-made machines (as from
themid-19th century), we now find machine-produced raw materials
and foodstuffs. Late capitalism, far from representing a ‘post-
industrial society’,” thus appears as the period in which all branches
of the economy are fully industrialized for the first time; towhichone
could further add the increasing mechanization of the sphere of
circulation (with the exception of pure repair services) and the
increasing mechanization of the superstructure.
-Thisdevelopment, however, simultaneously determined a general
equalization of the average productivity of labour in the most impor-
tant realms of production. Indeed, in some branches producing
agricultural goods or raw materials (e.g., in oil refineries and the
synthetic fibres industry) and in some branches making consumer
goods (e.g., fully automated food industries) labour productivity has
in the last 25 years registered a higher average increase than in
branches producingfixed capital. In the USA, agricultural production
perman-hour worked rose from 100 to 377 from 1929 to 1964, while
in the same period it rose to only 229 in manufacturing industry.8 In

West Germany in the years 1958-65 there was an annual increase of
. 7.7% in the productivity of employees in the textile industry, of 7%
m wood processing, 6.9% in the glass industry and 5.1% in the food
industry, as opposed to 4.2% in the metal industry, 4.6% in the
electrotechnical industry, 4% in the iron industry, 3.8% in vehicle
production, 3.2%iniron and steel construction and 2.8% in machine
production. Altogether the average annual rate of growth of labour
productivity in this period was 6.1% in the consumer goods industry
as opposed to 4.2% in the investments goods industry.’

--This equalization of the average productivity of the two large
Departments, 1.e., of the average organic composition of capital,
is-part of the very essence of automation. For once it becomes pos-
sible to apply the principle of fully automated processes to mass.
production, it can be applied with equal success both to the mass

~"This notion —later discussed and criticized in Chapter 12 —is used by, among
‘others, Daniel Bell in The Reforming of General Education, New York, 1966, Her-
- ‘mannKahnin The Year 2000, New York, 1967, and Jean Jacques Servan-Schrieber
- in The American Challenge, London, 1970.

®U.S. Department of Commerce, Bureau of the Census, Long-Term Economic
Growth 1860-1965, Washington, 1966.
2 Kruse, Kunz and Uhlmann, Wirtschaftliche Auswirkungen der Automation,

pp. 68-9. The synthetic fibres industry registered an annual growth rate of 9% in
“the productivity of labour in the period 1950-65.
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production of raw materials and light’ consumer goods and to that
of transistorized gadgets or to synthetic fibres.

The age of late capitalism thus confronts capital once again with
a situation not dissimilar to that of the mid-19th century: a growing
equalization of the average productivity of labour. From this two
conclusions can be drawn:

1) In the first place, regional or international differences in
levels of productivity no longer provide the main source for the
realization of surplus-profits. This role is now assumed by such
differences between sectors and enterprises,!? as can be deduced
logicallyfrom the situation described above. We must not forget that
while the previous historical period of the 19th century was character-
ized by diminishing differences in the productivity of labour as
between the two Departments, capital had greater opportunities of
evading the consequences of this diminution by moving into agri-
culture and especially into the colonies and semi-colonies. For the
reasons already described, such opportunities either no longer exist,
or are only very limited today.

2) Therethusdevelops a permanent pressure to accelerate tech-
nological innovation. For the dwindling of other sources of surplus-
profits inevitably leads to a constant hunt for ‘technological rents’
which can only be obtained through permanent technological
renewal 1! Technological rents are surplus-profits derived from a
monopolization of technical progress —i.e., from discoveries and
inventions which lower the cost-price of commodities but cannot (at
least in the medium-run) become generalized throughout a given
branch of production and applied by all competitors, because of the
structure of monopoly capital itself: difficulties of entry, size of
minimuminvestment, control of patents, cartel arrangements, and so
on. In this sense the latent overproduction of consumer goods of the
age of freely competitive capitalism and the latent capital surplus
of the age of imperialism give way, in the phase of late capitalism, to

0 Examples of these differences are given by, among others, the American trade
union leader Charles Levinson in his recent book, Capital, Inflation and the Multi-
nationals, London,1971, p. 28f. The European Economic Commission of the United
Nations gives the-annual growth rate of labour productivity per branch in Western
Europe as fluctuating between 1.3% in the leather industry, and 9% in the oil in-
dustry. This is a variation of 1 to 7. Economic Survey of Europe in 1970, Geneva,
1971.

""A more extensive treatment of this problem follows in the next two chapters of
this book.
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" the latent overproduction of meanso f production asthe predominant
~ form of the economic contradictions of the capitalist economy,
~although obviously combined with these other two forms12

; " The basic features of late capitalism can thus already be derived
““from the laws of motion of capital. In the further course of this
- analysis we will integrate several other factors, essentially based on
~ thosejust elaborated. The immediate origin of the third technological
- revolution can be traced back to the four main objectives of capital
~inthe 80’s and 40’s of the 20th century listed above. The technical
~ possibility of automation springs from the arms economy, or from the
 “technical necessities corresponding to the particular degree of
" ‘development reached by the arms economy. This applies to the
 general principle of automatic, continuous processes of production,
. completely emancipated from direct contact by human hands (which
.. becomes a physiological necessity with the use of nuclear energy).
It also applies to the compulsion to construct automatic calculators,
“produced by direct derivation from cybernetic principles, which can
‘collect data at lightning speed, and draw conclusion from them for
“the determination of decisions — for example, the precise guidance
‘of automatic air defence missiles to knock out bomber planes.!3
- The productive application of this new technology began in those
‘realms of the chemical industry where the decisive driving force is
“the cheapening of circulating constant capital. From the beginning of
-the 50’s, 1t gradually spread to an increasing number of realms where
he main objective was radically to reduce direct wage costs —1i.e.,
“to eliminate living labour from the process of production. In the
- USA this objective undoubtedly corresponded to the need to make
ood the sometimes substantial increases in wages which had occur-
ed in the immediate post-war period."* The compulsion felt by
many capitals’ to reduce wage-costs had its counterpart for ‘capital
ih general’ in the tendency for the industrial reserve army to be re-

onstructed through the release of unemployed labour power.
Rezler distinguishes four types of automation, or more precisely,
emi-automated and automated production processes, which define
he field of the third technological revolution:

— Transfer of parts between successive production processes,

"2 This latent overproduction of instruments of production takes the form, above
II; of a permanent over-capacity in the branches of Department L

Friedrich Pollock, Automation, Frankfurt, 1964, pp. 46-7.

See the fourth column in the table on p. 175 of the present work.
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based on automatic devices — for example, in the Detroit automobile
industry.

_ Continuous flow processes, based on automatic control of the
flow and its quality — for example, in the chemical industry, oil
refineries, gas and electricity utilities.

— Computer-controlled processes, in any manufacturing plant.

_ Various combinations of the above systems— for example,
the super-imposition of computers on Detroit-style semi-automa-
tion created numerically-controlled machine-tool complexes; the
combination of continuous flow processes with computers has
nearly realized the goal of completely automatic production units
in oil-refining and public-utility plants.'® :

The extent of the third technological revolution can be assessed
from the fact that ‘a survey conducted by McGraw-Hill Company
in the middle 60’s . . . indicated that some automatic control and
measurement devices and data-handling systems were used by
21,000 out of 32,000 (US) manufacturing establishments employ-
ing over 100 persons. Nearly 9 out of 10 petroleum, instrument,
computer and control equipment plants reported using these
devices. Two-thirds of equipment machinery and metal-working
plants also were using control systems . ..In 1963, this survey
indicated that nearly 7 billion dollars, or 18% of the gross investment
in manufacturing (and roughly one-third of investment in machinery)
was being spent on equipment that respondents considered either
automatic or advanced.’®®

The inception of the use of electronic data-processing machines
in the private sector of the American economy in 1954 finally opened
up, for numerous if not all branches of production, the field of ac-
celerated technological innovation and the hunt for technological
surplus-profits which characterizes late capitalism. Incidentally, we
can thus date the end of the reconstruction period after the Second
World War and the start of the boom unleashed by the third techno-
logical revolution from that year. The distinction between these two
sub-periods in the ‘long wave with an undertone of expansion’ from
1945 to 1965 is of significance both in economic — historical and in
social-political terms.

Economically, the following ten main characteristics of the third
technological revolution can be discerned:

YTulius Rezler, Automation and Industrial Labor, New York, 1969, pp. 7-8.
‘6Joseph Froomkin, ‘Automation’, in International Encyclopaedia of Social
Sciences, New York, 1968, Vol. 1., p. 180,



Third Technological Revolution 195

1) A qualitative acceleration of the increase in the organic com-
position of capital, i.e., the displacement of living by dead labour.
In those enterprises which are fully automated this displacement is
virtually total 1’

2) A shift of living labour power still engaged in the process of
productionfrom the actual treatment of raw materials to preparatory
orsupervisory functions. It must be emphasized that these functions
nevertheless constitute value-creating activities as defined by Marx,
i.e., activities essential in determining the form of the specific use-
values produced. The scientists, laboratory workers, projectors and
draughtsmen who work in the forecourt of the actual production
process also perform productive, value — and surplus value-creating
labour. Indeed, precisely the age of the third technological revolu-
tion, under late capitalism, is generally characterized by that process
of integration of social labour capacity, which was so accurately
a alysed by Marxin hisoriginal version of the 6th Chapter of the First
Volumeof Capital: ‘Since, with the development of the real subsump-

nof labour under capital, or of the specific capitalist mode of pro-
duction, the real functionary of the total labour process becomes, not
the individual labourer, but increasingly a socially unified labour

actty, and since the various labour capacities competing within
the form of total productive machines, participate in very different
ways in the immediate process of the formation of commodities, or
what is better in this context, the formation of products, one working
more with his hands, the other more with his head, one as a manager,
e rineer, technologist, another as a supervisor, and a third as a direct
manual labourer or even merely as an odd-jobber, the functions of
labour capacity are ranged beneath the direct concept of productive
labour and its agents beneath the concept of productive labourers,
directly exploited by capital and subordinated to its valorization
and to the production process as a whole. If we consider the total
labourer who makes up this workshop, then his combined activity
is directly realized materially in a total product, which is simultane-
ously a total mass of commodities, and it-is a matter of complete in-
difference whether the function of the individual labourer, who re-
presents only alimb of the total labourer, is more or less distant from
theimmediate labour done by hand.”®

"Levinson, op. cit., pp. 228-9, cites the example of petro-chemical works in
Britain, in which the proportion of production costs representing wages and salaries
has sunk to 0.02, 0.03, and 0.01% .

"Marx, Resultate des unmittelbaren Produktionsprozesses, pp. 128-30.
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3) A radical change in the proportion between the two functions
of the commodity of labour-power in automated enterprises. As we
know, labour-power both creates and preserves value. In the history
of the capitalist mode of production, the creation of value has hitherto
obviously been the crucial function. Infully automated enterprises, by
contrast, the preservation of value now becomes critical !9 This is so
not only in the banal sense of the automatic transfer of a portion of
the machinery set in motion and of the raw materials processed to
the value of the finished commodity, but also in the much more
specific sense of the economies of means of labour, or savings of
value, which correspond to the colossal growth in value and the
increase In applicability of cybernetically-controlled automatic
machine aggregates.20

4) A radical change in the proportion between the creation of
surplus-value within the enterprise itself and the appropriation of
surplus-value produced in other enterprises, within fully automated
enterprises or branches. This is a necessary outcome of the three
preceding characteristics of automation.

5) A change in the proportion between construction costs and
the outlay on the purchase of new machines in the structure of fixed
capital, and hence also in industrial investments. In the USA, the
proportions of basic capital changed as follows™ :

1929 1960
Share of construction 59% 32%
Share of equipment 32% 52%
Share of means of circulation 9% 16%

6) A shortening of the production period, achieved by means of
continuous output and radical acceleration of preparation and
installation work (and transition to ongoing repairs).?? Pressure to

¥ Nick, Technische Revolution und Okonomie der Produktionsfonds, p. 13: ‘A
qualitatively new situation arises if the main economies in labour occur in the field
of objectified labour.’

2Pollock, op. cit., pp. 256, 284-5. Pollock speaks of the ‘massive damage’ which
can result from the mishandling of controls.

2Nick, op. cit., p. 21. This is related to the reduction in the size of automated
machines. Cf. Helmut Ludwig, Die Griossendegression der technischen Produk-
tionsmittel, Cologne, 1962, In the Belgian metal-working industry, 3.8 billion francs
were invested in 1973 in buildings, and 13.5 billion in equipment: Bulletin Fabri-
metal, 3/12/1973.

ZReuss, op. cit., pp. 27-8; Kruse, Kunz and Uhlmann, op. cit., pp. 28-9. See also
ibid., p. 49, for the reduction of reject-quotas and economies in material costs: “The
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abbreviate the circulation period — hence a shorter turnover-time
for capital — through planning of stocks, market research, and so
forth?

7) A compulsion to accelerate technological innovation, and a
steepincrease in the costs of ‘research and development’. Thisis the
logical outcome of the three preceding forces:

8) A shorter life-span of fixed capital, especially machines.
Increasing compulsion to introduce exact planning of production
within each enterprise and programming of the economy as a whole.

9) A higher organic composition of capital leads to a rise in the
shareof constant capitalin the average commodity value. Depending
on each individual case, this increase may be limited to the share of
circulating constant capital (the cost of raw materials, energy,
auxiliary substances); or may extend to fixed constant capital
(amortization of the machines); or may affect both. In the example
of the petro-chemical industry already cited above, Levinson gives
the following proportions for raw materials and energy costs:
ethylbenzol :87%; vinylchloride :78%; acetylene-athelene :59.6%.
The share of fixed capital costs amounts respectively to 12%, 21%
and 40% in these cases.?*Nick and Pollock rightly emphasize that
the increase in the relative share-of constant capital in the average
commodity value is inevitably accompanied by a decrease in the
absolute expenditure of constant capital per commodity if automation
is to be at all competitive in capitalism 2

10) The combined upshot of these main economic characteristics
of the third technological revolution is a tendency for all the contra-
dictions of the capitalist mode of production to be intensified: the
contradiction between the growingsocialization of labour and private
appropriation; the contradiction between the production of use-
values (which rises to the immeasurable) and the realization of
exchange values (which continues to be tied to the purchasing power

introduction of an analogy calculator on a cold-belt rolling-train for the regulation of
thickness led to a drop of 35% in wasted material. In one generating plant the intro-
duction of automatically regulated supply and pressure reduced the consumption
of primary energy by 42% in kilowatt hours.’

*The magnitude of individual investment projects has risen so much that even
purely in cost terms it represents a compelling pressure for optimal utilization.

*Levinson, op. cit., pp. 228-9.

*Nick, op. it., pp. 46-54; Pollock, op. cit., p. 166. In the long run, with the spread
of the automated production of raw materials, the fixed constant share of value would
becox.pe the most important part in relative terms. Cf. Kruse, Kunz and Uhlmann,
op. cit., p. 113.
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of the population); the contradiction between the process of labour
and the process of valorization; the contradiction between the ac-
cumulation of capital and its valorization, and so on and so forth.

The proportion between partial automation and total automation
is a crucial problem of the third technological revolution, in the
phase of late capitalism, which must be investigated in the light of
this general tendency towards the intensification of all the contradic-
tions of the capitalist mode of production. If semi-automatic processes
of production areintroduced into certain branches of production on
amassive scale, thismerely reproduces at a higher level the inherent
tendency for capital to increase its organic composition and does
notraise anyimportanttheoretical issues. However, in sofar as semi-
automation, particularly in sectors making light industrial goods,
leads to a substantial reduction in the value of the consumer goods
needed torealizereal wages, it can easily lead to a no less substantial
increase in the production of relative surplus-value. According to
figures quoted by Otto Brenner, the industries producing food and
drink and the textile industry in West Germany registered a decline
in the number of working hours needed to produce commodities to
the value DM 1,000, from 77 to 37 and 210 to 89 hours respectively,
between 1950 and 1964, ** This significant increase in relative sur-
plus-value was accompanied only to a limited extent by a rise in real
wages, 1.€., by the inclusion of additional commodities in the deter-
minationof the value of the commodity of labour power.

If, however, fully automated production processes are introduced
on a mass scale into certain realms of production, the whole picture
alters. In these realms, the production of absolute or relative surplus-
value ceases torise and the entire underlying tendency of capitalism
turns into its own negation: in these realms surplus-value -hardly
continues to be produced at all. The total profit appropriated by
firms engaged in these realms is taken from the remaining non- or
semi-automated branches. In these latter branches, therefore, there
arises severe pressure for substantial measures of rationalization
and intensification of production atleast partially to bridge the grow-
ing differences in levels of productivity separating them from
automated branches, since otherwise they stand to lose an increasing
portion of the mass of surplus-value produced by ‘their’ workers to
their more productive competitors. Hence the phenomena, so chara-
cteristic of the past ten years, of speeding up the conveyor belts and

*In Automation, Risiko und Chance, Frankfurt, 1966, Vol. I, p. 23.
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squeezing the last second of surplus labour out of the worker (in
M-T-M or Motion-Time-Measurement, not unjustly called ‘the
minimum time process’ in West Germany, the basic unit is set at
1/16 of a second).

But whatever is available for distribution first has to be pro-
duced. So long as fully automated enterprises and branches of pro-
duction still constitute only a small minority,?”so long as the semi-
automated enterprises and branches do not show any substantial
reduction in man-hours worked, and so long as the total quantity of
labour expended in industry hence still continues to rise, late capital-
ism is necessarily defined by intensified competition among large
concerns and between these and the non-monopolized sectors of
industry. But on the whole, of course, this process is not qualitatively
different from that of ‘classical’ monopoly capitalism.

Whilst on this subject, let us briefly consider the objection
advanced by many critics of Marx’s economic theory, according to
which there is no empirical proof or theoretical evidence for his
notion of the increasing organic composition of capital. These
critics argue that a reduction in the cost of machines and-raw
materials, and economies in their use, could lead to ‘neutral’
technical progress, whereby the value of constant capital entering
into the ongoing output of commodities would only grow at the
same rate as the value of the variable capital, despite growth in the
productivity of labour.ZEmpirically, it is easy to demonstrate that
there has been a more rapid growth in the branches of production
making fixed capital than in the branches of industry producing
consumer goods; since the increase in the production of raw
materials and intermediate goods is certainly not lower than the
increase in Department II, and since the rise in the production of
energy is clearly even higher than the latter, it should not be difficult

“Although Pollock, op. cit., p. 109, notes that fully automated processes of produc-
tion, extending from the raw materials to the final product, are already in use in the
manufacture of steel tubes, oil distillation and refinery, glass-ware and paper, biscuits
and ice creams, cigarettes and military shells, and flour milling, he comments that
overall fully automated plants form only a small minority. He points to the technical
obstacles hindering generalized automation: the need to render production homo-
geneous and continuous, to divide the process of production into standardized indi-
vidual actions, and so on. Added to these technical difficulties are the obvious
ecgnormc difficulties which we have outlined briefly above.

5 ,Seevamong others Joan Robinson, The Accumulation of Capital, London, 1956;
J. R Hicks, The Theory of Wages, 2nd Edition, London, 1966, Chapter 6; Rolf
Gtsten, Die langfristige Tendenz der Profitrate bei Karl Marx und Joan Robinson,
Doctoral Dissertation, Munich, 1960.
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to provide empirical evidence of a long-term growth in the organic
composition of capital. Such a demonstration already exists for
shorter periods, for example in the case of the USA for the years
1939-61. Using the tools of Leontief’s input-output calculations,
Carter has investigated the structural changes in the American eco-
nomy in this period. Her conclusions are eminently clear: ‘Most
labour coefficients fell more than the corresponding capital co-
efficients and thus the capital-to-labour ratio increased in most sec-
tors’. Carter goes on even more unequivocally: ‘Of all the structural
changes reviewed thus far, the declines in direct labour coefficients
are most pronounced. . . . The economy behaves as if labour-saving
were the goal of technical progress and most changes in intermediate
and capital structure can be justified by reduced direct, and to a
lesser extent, indirect labour requirements.” There is no doubt that
the emergence of automated production must empirically confirm
this general economic trend. In individual branches of industry the
same tendency is equally clear. We have already cited the fact that
in steel production the transition from the Thomas process to the
acid process has lowered the share of labour costs in the total costs
of production from 25 % to 17 %, while the share of fixed capital costs
rose from 16 % to 25 %. In oil refineries, the proportion of fixed capital
costsrose, for four successive cracking procedures between 1913 and
1955, from 0.21 to 10; while the number of living labour hours
needed for producing 10,000 tons of gasoline dropped from 56 in
1913 t0 0.4 in 1955. In a specific British factory, the transition from
traditional machine-tools to numerically-controlled equipment halv-
ed production costs and changed the relation between annual depre-
ciation costs and the wage-salary bill from 15/91 to 21/35. The
replacement of universal production machines by fully automated
transfer machines in the French Renault auto plants similarly altered
the relation between labour costs and equipment costs per vehicle
from640/131t053/200.In the West German plastics industry, gross
fixed investment per wage- and salary-earner rose from 2,110

DM in 1960 to 3,905 DM in 1966, or 85%, while wages and salaries
peremployeeincreased only 68.5% (wages alone, 65.8%) in the same
period. In the cotton-spinning industry of the Federal Republic, the
value of equipment per employee rose from 30,000 DM in 1950 to
324,000 DM in 1971 for a model plant incorporating the latest
machinery, while the number of employees working in three shifts
declined over the same period from 274 t0 62, and the total wage-and-
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salary bill (based on the average for the textile industry) increased
only from 601,200 DM to 785,000 DM a year. Such examples could
be multiplied indefinitely.?®Virtually no commodity can be found
for which living labour costs represent a growing share of total pro-
duction costs, in the strict sense of the word.®®

The impression of a long-term ‘stability of factor shares’ or even
of an increase in the ‘labour share’ given by official statistics, does
not contradict thisbasic trend towards along-term rise in the organic
composition of capital. ‘Factor costs” include not only fixed constant
and variable capital, but surplus-value; while they exclude the value
of circulating constant capital. They are therefore not comparable
toc/v. Hence in this type of statistical material, a decline in the rate
of surplus-value would conceal any rise in the organic composition
of capital. Moreover, ‘labour share’ includes higher salary costs
which represent, at least in part, surplus-value and not variable
capital. Calculated on a macro-economic basis, ‘factor costs’ deviate
still further from the Marxist concept of the organic composition of
capital, for they include compensation for unproductive labour in
the notion of ‘labour share’, which cannot properly be included in
the category of variable capital.?!

*See Anne P. Carter, Structural Changesinthe American Economy, Harvard, 1970,
pp. 143, 152. Levinson, op. cit., p. 129; John L. Enos, ‘Invention and Innovation in
the Petroleum Industry’, in Richard Nelson (ed.), The Rate and Direction of Inventive
Activity, Princeton, 1962, p. 318; Gerald W. Smith, Engineering Economy: Analysis
of Capital Expenditures, lowa, 1968, p. 427; Pollock, op. cit., p. 101; Marius
Hammer, Vergleichende Morphologie der europdische Automobilindustrie, Basle,
1959, pp. 69-70; Wirtschaftskonjunktur, December 1967, p. 27; Ammann, Einhoff,
Helmstadter and Isselhorst, (Entwicklungsstrategie und Faktorintensitit), Zeit-
schrift fur allgemeine und Textile Marktwirtschaft, 1972, Heft 11; Statistisches Jahr-
buch fiir die BRD 1952, 1972.

*In the above examples, raw material costs are not included. Theoretically, it
would be possible to conceive a situation in which a radical reduction in the price of
raw materials compensated the increase in fixed capital costs per unit of output, and
therefore left the relation between constant capital and variable capital stable. But
in the period since the Second World Wazr, this has hardly been a practical proposi-
tion. While there have been constant economies in the physical consumption of raw
materials, there has been no long-term absolute decline in the costs of primary pro-
ducts used in the main branches of industry, while fixed capital costs have increased
relative to wage costs. This obviously implies a rise in the organic composition of
capital,

*Qver shorter petiods, specific delays or advances in technical progress, which
cheapen machinery moré thran consumer goods, can of course lead to a stagnation
orevenaregression in the organic composition of capital. Bela Gold cites the example

~ of the US steel industry, where wage costs fell as part of ‘total costs’ (including pro-
fits) in blast furnaces from 8.9% in 1899 to 5.1% in 1939, while they increased in
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Curiously enough, even Paul Sweezy has joined the ranks of
those writers who deny any long-term tendency for the organic com-
position of capital to rise in the 20th century, or indeed argue that it
has tended to decline.?2 We can only add to the arguments and facts
marshalled above the well-known difference in the proportion of
labour-costs to value added for the same branch of industry in less
and more technically-advanced countries, which reflects this in-
crease in the organic composition of capital (although it must be re-
emphasised that the notion of ‘value-added’ includes profits and
excludes raw material costs, and is therefore in no way identical
to c/v):

Labour Costs as % of Value Added

Basic Chemicals

Kritting Mills and Fertilizers
USA (1954) 23.06% 8.14%
Canada (1954) 27.79% 9.73%
Australia (1955-56) 38.37% 23.41%
New Zealand (1955-56) 39.85% 16.03%
Denmark (1954) 50.04% 2477%
Norway (1954) 50.46% 20.28%
Colombia (1953) 53.02% 30.50%
Mexico (1951) 79.68% 35.09% %

Mage, in his polemic against Giisten, has sought to prove theore-
tically that there must be an increase in the organic composition
of capital as a result of the laws of development of capital.®* Much
of his proof is convincing, but his demonstration would have been
simpler if he had not excluded the functional role of the increase
in the organic composition of capital in Marx’s analysis. According
to Marx, technical progress is induced under the constraint of

rolling mills from 17.1% to 21.4% during the same period: Explorations in Mano-
gerial Economies—Productivity, Costs, Technology and Qrowth, Lonfion, 1971,
p. 102. Setting aside the fact that fluctuations in profit—marg_ms may haye influenced
these results, it should be pointed out that major technological revolutions occur.red
in rolling mills in the 50’s and 60’s with the introduction of large-scale automation.
Fixed investment costs per labour-hour stood only 17 % above the level of 1899 in
1989, but had increased to 25% of the 1939 level by 1958. o

%P,ul Sweezy, ‘Some Problems in the Theory of Capital Accumulation’, M onthly
Review, May 1974, especially pp. 46-7.

33Bagicha Singh Minas, A n International Comparison of Factor Costs and Factor
Use, Amsterdam, pp. 102-3.

3 Mage, op. cit., pp. 151-9.
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competition, by the constant pressure to economise on production
costs, whose macro-economic outcome cannot be different from
its micro-economic results. Cost economies without an increase
in the organic composition of capital would presuppose either
that living labour could profitably replace more and more complex
machinery, or that Department I could produce modern machinery
which saves labour and value without an increase in the intrinsic
value of such machine complexes, or a decrease in the value of
new materials greater than the decrease in the value of wage-
goods. This, however, would necessitate a more rapid growth in
the productivity of labour in Department I than in the economy
as a whole. Since new equipment must be constructed with pre-
existent machinery and pre-given techniques, and its own value is
thus determined by present labour productivity, and not by the
future productivity it helps to increase; and since this equipment
cannot be mass-produced in the initial stages, such an assumption
is unrealistic over the long-run. Consequently, economies in unit
costs will have a long-term tendency towards economies in labour-
costs, as Carter correctly stresses. Economy in costs will thus always
be accompanied in the long-run by a relative decrease in the share of
wage costs in the value of the commodity, and hence also by the
relative decline of the variable component of total capital.

Although the conventional critique of Marx’s thesis of the in-
creasing organic composition of capital is inadequate when taken
as a whole, it does contain a grain of truth, in that this increase is
effected less automatically and radically than has been assumed in
many vulgarizations3 It is perfectly possible to achieve extended
reproduction without any radical alteration in the organic composi-
tion of capital, over limited periods. Indeed, there may periodically
occur sudden increases in the productivity of labour in Department
I which are far greater than the social average and thus permit
substantial cost economies in manufacturing industry without an
increase in the constant value incorporated into their commodities.

®Marx: ‘The reason is simply that, with the increasing productivity of labour, not
only does the mass of the means of production consumed by it increase, but their
value compared with their mass diminishes. Their value therefore rises absolutely,
but not in proportion to their mass. The increase of the difference between constant
and variable capital is, therefore, much less than that of the difference between the
mass of the means of production into which the constant, and the mass of the labour-
power into which the variable, capital is converted. The former difference increases
with the latter, but in a smaller degree.” Capital, Vol. I. p. 623.
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But in the long-run these tendencies cannot be sustained on an over-
all social scale. The confrontation between partially automated and
fully automated production precisely offers an insight into the nature
of the general development today. For if fully automated enterprises
and branches, and semi-automated concerns, grow so numerous that
they become decisive for the structure of the whole of industry,
reducing ‘classical’ industrial enterprises to only a relatively small
share of total production, then the contradictions of late capitalism
assume an explosive character: the total mass of surplus-value, in
other words, the total number of hours of surplus labour, ¢s then
tendentially condemned to diminish.

In an otherwise excellent study, Roth and Kanzow overlook the
connection between partial automation and total automation,
between the case in which the rise by leaps and bounds of labour
productivity (decrease in costs of production) of some enterprises is
an exception, and the case where these leaps forward in labour pro-
ductivity are generalized. They also overlook the resultant qualitative
differences in difficulties of realization (or difficulties of valorizing
total capital). They write: ‘Their technologically determined
advance into new branches of industry permits the combined
capitals constantly to extend their possibilities of compensating for
the tendency of their rates of profit to decline, by counteracting
measures.” Clearly, however, this is only true of a minority of capitals.
For how, with the spread of automation —in other words, with a
radical reduction in the mass of surplus-value and a steep rise in the
organic composition of capital — can all capitals increase their rate
of profit?In the numerical example given by Roth and Kanzow,3¢ they
consider four successive stages — from conveyor belt production to
wide-scale automation, or from the use of 31 units of labour power to
9 units®” — and draw the conclusion that production doubles, the
gross product increases six-fold, and the rate of profit rises from 12%
t055.6%. But Roth and Kanzow ignore the overall economic implica-
" tions of the three conditions which precede this process, and what

YK arl-Heinz Roth and Eckhard Kanzow, Unwissen als Ohnmacht—Zum Wechsel-
verhiilinis von Kapital und Wissenschaft, Berlin, 1970, p. 17.

" The following instance shows that this numerical example, far from being an
overstatement, is rather an understatement: ‘A transfer belt introduced, together
with an inductive hardening machine, into a car factory, performed 24 basic or
partial technical operations which had previously been carried out by 18 individual
aggregates of 15 workers; the new plant was serviced by one worker.” Kruse, Kunz
and Uhlmann, op. cit., p. 21.
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would become of the latter in the event of generalized partial auto-
mation (not to speak of full automation): a constant selling price; a
doubled volume of physical output; a drop of wage and salary costs
by half. It is obvious that the combination of these three conditions
becomes untenable with the extension of semi-automation. Who is
supposed to buy a doubled volume of durable consumer goods if,
with a constant selling price, the nominal income of the population
is reduced by half? In the special case dealt with by Roth and Kanzow
the following premises must be accepted:

(1) thatthe decline in nominal wages in the enterprise concerned
is accompanied by an increase in overall consumer income;

(2) that certain automatically produced durable consumer goods
have beensubstituted for ones produced by non-automatic processes.
It is enough to formulate these implicit conditions to see that they
are doomed to dwindle or disappear with the growing extension of
semi-automation. A massive problem of marketing or realization
must then arise.

A similar mistake, albeit of an opposite kind (pessimistic rather
thanoptimistic)hasbeenmadeby Pollock in a study of the connection
between employment and automation. He writes: ‘One of the main
motives behind the introduction of automation is admittedly higher
productivity, but this means a net saving of wages and salaries. If
the workers thereby set free were to find new jobs in servicing or
manufacturing the control apparatuses themselves, no net savings
on wage costs (given a constant quantity of products) would be
possible at all. These would merely have been transferred to differ-
ent activities, which are, however, just as much an element in costs,
sothat whileitis certainly possible to speak of a change in methods of
production, there is no increase in productivity.”® The catch in this
argument lies in the words in brackets: ‘given a constant quantity of
products’. As we have just seen, however, automation will never
mean a constant quantity of products. Pollock’s argument is hence
only correct if there is homogeneous automation in all realms of
production (with anunaltered structure of consumption). If, however,
automation has reached different stages in different realms of
production, it is quite possible for an increase in the productivity and
the marketed outputof the automated branchestobe accompanied by
an absorption of released workers into sectors producing control

%Pollock, op. cit.,, p. 202.
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apparatuses. The whole process then develops at the expense of the
non-automated (or less automated) branches. This is, in fact, just
whathas actually happened in the history of late capitalism over the
past twenty years.

Once the late capitalist sphere of production is grasped as a con-
tradictory unity of non-, semi- and fully-automated enterprises (in
industry and agriculture, hence in all realms of commodity production
together), it becomes evident that capital must by its very nature put
up growing resistance to automation beyond a certain point®* The
forms of this resistance include the use of cheap labour in the semi-
automated branches of industry (such as female and apprentice
labour in the textile, food and drink industries), which shifts the
profitability thresheld for the introduction of fully automated
complexes; constant changes and mutual competition in the pro-
duction of automated machine complexes, which impede the cheap-
ening of these complexes and hence their swifter introduction into
furtherbranchesofindustry; the incessant search for new use-values,
which are first produced in non-automated or semi-automated
enterprises, and so on. The most important point is that, just as in the
first phase of machine-operated large industry, the large machines
were themselves produced not by machine but by hand, so in the first
phase of automation currently in progress the automatic machine
aggregates are not constructed automatically but on the conveyor
belt. In fact, the industry which produces electronic means of
production has a notably low organic composition of capital. In the
mid-60’s the share of wage and salary costs in the gross annual
turnover of this branch of industry in the USA and Western Europe
fluctuated between 45% and 50%.%° This explains why the massive
amount of capital which has streamed into it since the beginning of
the 50’shasloweredratherthanraised the average social composition
of capital and, correspondingly, has raised rather than lowered the
average rate of profit, The automatic production of automatic mach-
tnes would hence be a new qualitative turning point, equal in signi-
ficance to the appearance of the machine-production of machines in

¥ Kruse, Kunz and Uhlmann establish empirically that ‘for rotary machines (there
is) a threshold value of about 75 %, up to which point increasing automation produces
an output disproportionately higher than the capital cutlay. Beyond this threshold
value it becomes uneconomic to raise the degree of automation.” op. cit., p. 118.

“(C. Freeman, ‘Research and Development in Electronic Capital Goods’, in
National Institute Economic Review, No. 34, November 1965, p. 51.
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the mid-19th century,®! stressed by Marx: ‘A development of pro-
ductive forces which would diminish the absolute number of
labourers, i.e., which would enable the entire nation to accomplish
its total production in a shorter time span, would cause a revolution,
because it would put the bulk of the population cut of the running.
This is another manifestation of the specific barrier of capitalist
production, showing also that capitalist production is by no means
an absolute form for the development of the productive forces and
for the creation of wealth, but rather that at a certain point it comes
into collision with this development. 42

For we have here arrived at the absolute inner limit of the capita-
listmode of production. This absolute limit lies neither in the complete
capitalist penetration of the world market (i.e., the elimination of
non-capitalist realms of production) — as Rosa Luxemburg believed —
nor in the ultimate impossibility of valorizing total accumulated
capital, even with a rising mass of surplus-value —as Henryk
Grossman believed. It lies in the fact that the mass of surplus-value
itself necessartly diminishes as a result of the elimination of living
labour from the production process in the course of the final stage of
mechanization-automation. Capitalism is incompatible with fully
automated production in the whole of industry and agriculture,
because this no longer allows the creation of surplus-value or valori-
zation of capital. Itis hence impossible for automation to spread to the
entire realm of production in the age of late capitalism:4? ‘As soon
as labour in the direct form has ceased to be the great well-spring of
wealth, labour time ceases and must cease to be its measure, and
hence exchange value [must cease to be the measure] of use-value.
The surplus-labour of the mass has ceased to be the condition for
the development of general wealth, just as the non-labour of the few,
for the development of the general powers of the human mind. With
that, production based on exchange value breaks down, and the

“1Nick, op. cit., p. 52, comes to the same conclusion. He here follows Pollock (op.
cit., p. 95) who, however, sees that automated assembly apparatuses {AUTOFAB)
contain in themselves the possibility of a paradox, in that ‘the very industry which
delivers apparatuses for automation is itself dependent in the main on manual
labour.’

““Marx, Capital, Vol. 3, p. 258.

“This is, of course, only true on an international scale. Theoretically, it is conceiv-
able that a fully automated industry in the USA or West Germany could corner the
surplus-value necessary for the valorization of its capital through exchange with
non-automatically produced commodities from other countries. In practice, the social
and political consequences of such a situation would be immeasurably explosive.
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direct, material production process is stripped of the form of penury
and antithesis.44

It may be objected that automation eliminates living labour only
in the production plant; it increases it in all those spheres which
precede direct output (laboratories, research and experimental
departments) where labour isemployed that unquestionably forms an
integral part of the ‘collective productive labourer’ in the Marxist
sense of the term. Setting aside the fact that a transformation of the
totality of productive labour into scientifically trained producers
would create explosive difficulties for the valorization of capital,
and without even considering the question how far it would be
compatible with the preservation of commodity production as such,
it is clear that a transformation of this kind would imply a radical
suppression of the social division between manual and intellectual
labour. Such aradical modification of the whole social formation and
culture of the proletariat would undermine the entire hierarchical
structure of factory and economy, without which the extortion of
surplus-value from productive labour would be impossible. Capitalist
relations of production, in other words, would collapse. The first
signs of such a trend are already visible by-products of late capital-
ism, as we shall demonstrate in the last chapters of this book. But
under capitalism, they are inevitably condemned to remain em-
bryonic. For reasons of its own self-preservation, capital could never
afford to transform all workers into scientists, just as it could never
afford to transform all material production into full automation.

The following numerical examples show how serious are the
consequences of this tendency for the quantity of value-creating
labour to diminish as a result of automation. As will be seen, it pro-
foundly affects the ability of late capitalism to halt the fall in the
rate of profit by raising the rate of surplus-value and its ability to
prevent the intensification of social tensions by increasing real wages.
Let four successive cyclical peak years be called A, B, C and D, and
the distance between them be approximately 10 years. In the starting
year of our comparison let the total number of man-hours worked by
the productive labourers in both Departments together be 10 billion
(approximately 5 million productive workers working 2,000 hours
annually, or 6 million working 1,666 hours annually). Let the rate

“Marx, Grundrisse, pp. 705-6.
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. of surplus-value be 100%, i.e., 5 billion hours are devoted to the
production of surplus-value. As a result of increased employment
despite growing automation, in the year B 12 billion instead of 10
billion hoursof productive labour are expended. W e assume that the
rate of surplus-value now rises from 100% to 150% (instead of using
half of their labour time for the production of the equivalent of
their real wages, the productive workers now use only 2/5 for this
purpose). The mass of surplus-value rises from the product of 5
billion to the product of 7.2 billion working hours, i.e., it rises by
44%.Since the productive workers henceforth produce the equivalent
of their wages in 4.8 instead of 5 billion working hours, a total
increase of 30% in real wages of all workers (a modest annual growth
rateof 2.6 %) would necessitate a 35% increase in the productivity of
labour in Department II. This remains within the framework of the
possible; itindeed accords with the development of the last 25 years.

In year C of our comparison automation has already halted the
rise in the mass of employment or of the man-hours worked. It re-
mains constant at 12 billion. For example, in order to make up for the
increase in the organic composition of capital (which has risen by
50%between A and B and between B and C) the rate of surplus-value
would have to rise once more from 150% to 233.33%, i.e., instead of
disposing of 4 working hours in 10 to produce the equivalent of his
real wages, the productive worker now has a mere 3 out of 10 at his
disposal for this purpose. The total mass of surplus-value has now
risen to a product of 8.4 billion hours, i.e., by a whole 16.6%. If the
workers, however, are to be able to achieve a further 30 % increase in
real consumption (in the mass of products or use values) in the 3.6
billion working hours still available to them for the production of the
equivalent of their consumer goods, as compared to the 4.8 billion
working hours of ten years previously, the productivity of labour in
Department II would have to be increased by 70%, i.e., an annual
growthrate of 5.4 %. This is still just on the edge of the possible.

Let us now consider the fourth year, D. In order to neutralize the
rise in the organic composition of capital (approximately 70% since
the year C), the rate of surplus-value would now have to go up from
233.33% t0 400%, 1.e., the productive worker would now be left with
only 1 working hour in 5 to produce the equivalent of his wage.
Letus say, however, that automation has reduced the total number
of man-hoursworked from 12 billion to 10 billion. The absolute mass
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of surplus-value is now equivalent to 8 billion working hours, or in
other words, despite a massive increase in the rate of surplus-value,
from 233.33% to 400%, the mass has declined* For the mass of
surplus-value to remain at least the same, the rate of surplus-value
would have to be 525% instead of 400%, so that a mere 1.6 billion
working hours would remain for the production of the equivalent of
real wages. But even if the rate of surplus-value ‘only” rose to 400%,
afurther 30 % increase inreal wages over ten years would necessitate
that the mass of products made in the 2 billion working hours in the
year D increase by 30% over the mass of products produced in 3.6
billion working hours in the year C, i.e., an increase of 140% in the
productivity of labour in Department II: the realization of an average
growth rate of 9.1% needed to achieve this goal would seem to be
impossible. This would still be much less than the annual average
necessary to guarantee a 30 % increase in real wages by the year D
with only 1.6 billion available man-hours, i.e., where the mass of
surplus-value remains constant. In this case, the productivity of
labour would have to rise, in the course of the decade, by as much as
192.5%, i.e., an absolutely unattainable growth rate of 11.4%.

The conclusionisobvious: with increasing automation, increasing
organic composition of capital and the onset of a fall in the total
man-hours worked by productive labourers, it is impossible in the
long run seriously to continue to increase real wages and at the same
time maintain a constant mass of surplus-value. One of the two
quantities will diminish. Since under normal conditions, i.e., without
fascism or war, a significant decline in real wages can be excluded,
there emerges an historical crisis of the valorization of capital and an
inevitable decline, first in the mass of surplus-value and then also in
the rate of surplus-value, and hence there follows an abrupt fall in
the average rate of profit. In our numerical example, even if real
wages were to stagnate in the year D while the mass of surplus-value
fell from 8.4 to 8 billion working hours, this would still mean that
the productivity of labour would have increased by 80% (an annual

*Marx, Grundrisse, p. 335{f, had already demonstrated that surplus-value cannot
rise in the same proportion as the productivity of labour, and that the increase of
surplus labour is proportional to the diminution of necessary labour and not to the
increase of the productivity of labour. This diminution of necessary labour itself has
limits, even given the hypothesis, used by Marx in these calculations, of stagnating
proletarian consumption. If there is a modest increase in working-class consump-
tion, this limit is naturally still narrower.
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rate ofincrease of 6 %). If the mass of surplus-value remained constant
as well as real wages, labour productivity would have increased by
195%, i.e., an unattainable growth rate of 8.4% annually.%

Even more clearly than in Chapter 5, therefore, we can here see
the reasons why it is of the very essence of automation to intensify
the struggle over the rate of surplus-value in late capitalism, and to
make it increasingly difficult to overcome the obstacles to the
valorization of capital as soon as the mass of man-hours spent in
the creation of value begins to decline. The following table shows
that this hypothesis is by no means unreal:

Number of man-hours worked in
manufacturing industry in the USAY

1947: 24.3 billion
1950: 23.7 billion
1954 : 24.3 billion
1958: 22.7 billion
1963 : 24.5 billion
1966 : 28.2 billion
1970 27.6 billion

The index of total hours performed by production workers in
manufacturing industry declined from 100 in 1967 to 97.5 in 1972.
In West Germany the same trend is even more evident. Since 1961
there has been an absolute regression in the number of man-hours
worked in industry:

*It could be objected that with a declining number of working hours, i.e., a de-
clining rate of employment, real wages per capita of the employed producers do not
need such a high rate of growth in the productivity of labour in order to remain con-
stant or to register a modest growth. The answer to this 1s: 1. the reduction of work-
ing hours is greater than the decline in the number of those employed, or even
compatible with a constant or slightly rising number of employed, because in the
long run a further increase in the intensity of labour caused by automation makes a
decrease in the normal working day inevitable: 2. the real consumption of the pro-
ductive labourers must be conceived as covering the mass of the class, in other words
it also includes old age pensions for producers retired earlier than normal, unem-
ployment relief, payment of young people not employed after completion of their
studies or apprenticeship, and hence, with a declining number of working hours in
which to create its equivalent, it really does presuppose the high rates of increase
of productivity for its realization, postulated above.

“Statistical Abstract of the United States, 1968, pp. 717-19, for the years up to and
including 1866. For 1970, calculated by us on the basis of US figures published in
the official Monthly Labour Review of the USA, published by the Department
of Labour (issue of May 1971); for West Germany, see Sachverstandigenrat, Jahres-
gutachten 1974, Bonn, 1974.
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Number of man-hours worked in
manuf acturing industry in
West Germany ¥

1950: 8.1 billion
1956: 11.7 bhillion
1958: . 11.2 Dhillion
1960 : 12.37 billion
1961: 12.44 billion
1962 : 12.11 billion
1964 : 11.81 billion
1966 : 11.57 hillion
1968: 10.83 billion
1969: 11.48 billion
1970: 11.80 billion
1971: 11.3 billion
1972: 10.8 billion
1973: 10.8 hillien

Predictably, therise in the organic composition of capital combined
with the stagnation in the rate of surplus-value since the 60’s, has
led to a decline in the average rate of profit. These are the figures
for Britain, calculated by two socialist economists on the basis of
official capitalist statistics rather than strictly Marxist categories —
but indicating a trend indubitably similar to that of the rate of profit
in the Marxist sense of the word :*

Rate of Profit (after deducting appreciation) on
Net Assets of Industrial and Commercial Companies

Pre-Tax Post-Tax
1950-1954 16.5% 6.7%
1955-1959 14.7% 7.0%
1960-1964 13.0% 7.0%
1965-1969 11.7% 5.8%
1968 11.6% 5.2%
1969 11.1% 4.7%
1970 9.7% 4.1%

In the USA, two enquiries have yielded similar results, inde-
pendently of each other. Nell has estimated a fall in the rate of
surplus-value from 22.9%in 1965 t0 17.5%1in 1970 (i.e., the share of

47Statistical Abstract of the United States, 1968, pp. 717-719, for the years up to
and including 1966. For 1970, calculated by us on the basis of US figures published
in the official Monthly Labour Review of the USA, published by the Department
of Labour (issue of May 1971); for West Germany, see Sachverstdndigenrat, Jahres-
gutachten 1974, Bonn, 1974.

#Andrew Glyn and Bob Sutcliffe, British Capitalism, Workers and the Profit
Squeeze, London, 1972. p. 66. These calculations have been subjected to various
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profit and interest in net value added of non-financial joint-stock
companies).® Nordhaus has established the following table, after
careful correction for fictious ‘inventory’ profits due merely to
inflation :

Genuine Rates of Return on Non-Financial Corporate Capital

Before Taxes After Taxes
1948-1950 16.2% 8.6%
1951-1955 14.3% 6.4%
1956-1960 12.2% 6.2%
1961-1965 14.1% 8.3%
1966-1970 12.9% 7.7%
1970 9.1% 5.3%
1971 9.6% 5.7%
1972 9.9% 5.6%
1973 10.5% 5.4%

In France, the journal Entreprise reports a gradual decline of the
rate of profit between 1950 and 19683, a certain stabilization in the
period 1964-67, asignificantdropin 1967-68,asharpshiftupwardsin
1969-70 and a further decline again since then. In French manufac-
turing industry, the net rate of profit towards 1970 on propertied
assets was reckoned to be one-third lower than in the early 60’s.
Correcting for inflationary revaluations of stock, the ratio of self-
financing in French enterprises seems to have fallen from 79.5% in
the 1961-64 period and 83% in the 1965-68 period to 75.1%in 1971,
76.6%1n 1972,73% 1n 1973 and 65% in 1974 (provisional figures).
Temple calculates that the net rate of profit dropped from 5.83% in
the 195464 period to 4.3% in the 1964-67 period and 3.8% in the
1969-73 period® In West Germany, the official economic consul-
tants of the Federal Republic compute a precipitous decline of the
gross income of companies (minus fictitious entrepreneurial salaries
and divided by net assets of the same firms) of some 20% between

1960 and 1968 (a year in which profits registered a sharp increase,

criticisms, but have since been largely confirmed by the independent analysis of
G. Burgess and A. Webb, ‘The Profits of British Industry’, Lloyd’s Bank Review,
April 1974,

“Edward Nell, ‘Profit Erosion in the United States’, introduction to the US edi-
tion of the book by Glyn and Sutcliffe, entitled Capitalism in Crisis, New York, 1972.

% William Nordhaus, “The Falling Share of Profits’, in A. Okun and L. Perry {eds.),
Br?okings Papers on Economic Activity, No. 1,1974, p. 180.

.5 Entreprise, 13/10/1972; Philippe Templé, ‘Repartition des Gains de Producti-
vite et Hausses des Prix de 1959 a 1973, Economie et Statistique, No. 59, 1974.
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after the decline of the recession years of 1966 and 1967), and by
a further 25% between 1968 and 1973 52

The concept of late capitalism as a new phase of imperialism or of
the age of monopoly capitalism, characterized by a structural crisis
of the capitalist mode of production, can thus be defined more pre-
cisely. This structural crisis does not find expression in an absolute
cessation of the growth of the forces of production. In the conclusions
to his analysis of imperialism, Lenin clearly warned against any
interpretation of this kind. He even wrote that on a global scale
imperialism was marked by an acceleration of growth: ‘It would be
a mistake to believe that this tendency to decay precludes the rapid
growth of capitalism. It does not. In the epoch of imperialism, certain
branches of industry, certain strata of the bourgeoisie and certain
countries betray, to a greater or lesser degree, now one and now
another of these tendencies. On the whole, capitalism is growing far
more rapidly than before; but this growth is not only becoming more
and more uneven in general, its unevenness also manifests itself, in
particular, in the decay of the countries which are richest in capital
(Britain).’®

The hallmark of imperialism, therefore, and of its second phase,
late capitalism, is not a decline in the forces of production but an
increase in the parasitism and waste accompanying or overlaying this
growth. The inherent inability of late capitalism to generalize the
vast possibilities of the third technological revolution or of automation
constitutes as potent an expression of this tendency as its squandering
of forces of production by turning them into forces of destruction:*
permanent arms build-up, hungerin the semi-colonies (whose average
labour productivity has been restricted to a level entirely unrelated
to what is technically and scientifically feasible today), contamina-
tion of the atmosphere and waters, disruption of the ecological
equilibrium, and so on — thefeaturesofimperialismorlate capitalism
traditionally most denounced by socialists.

In absolute terms, there has been a more rapid increase in the

*2Sachverstindigenrat, Jahresgutachten 1974, p. 71.

3V, L. Lenin, Imperialism, the Highest State of Capitalism, in Selected Works,
London, 1969, p. 260 (Our italics).

*3Cf. Marx: ‘Inthe development of productive forces there comes a stage at which
productive forces and means of intercourse are called into existence, which, under
the existing relationships, only cause mischief, and which are no longer productive
but destructive forces (machinery and money)’: Marx and Engels, The German Ideo-
logy, New York, 1960, p. 68.
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forces of production in the age of late capitalism than ever before.
This growth can be measured over the last 25 years by the figures
for physical output or productive capacity, and for the size of the
industrial proletariat5® Both sets of figures have risen substantially
for the world capitalist economy as a whole. But compared with
possibilities of the third technological revolution, the potential of
automation, and their capacity radically to reduce the surplus labour
worked by the mass of producers in the industrialized countries, the
resultis pitiful. In this sense — but only onthe basisof this definition —
Lenin’s definition of imperialism as a phase of ‘the increasing decay
of the capitalist mode of production’ continues to be fully justified.

The squandering of real and potential forces of production by
capital applies not only to material, but also to human productive
forces. The age of the third technological revolution is necessarily an
epochof unprecedented fusion of science, technology and production.
Science could genuinely become a direct productive force. In in-
creasingly automated production there is no further place for unskill-
ed workers or office workers. A massive and generalized transforma-
tion of manual into intellectual work is not only made possible, but
economically and socially essential. by automation. The prophetic
vision outlined by Marx and Engels of a society in which ‘the free
developmentof eachis the condition for the free development of all’>
and in which real wealth comes to be found in ‘the developed produc-
tive force of all individuals’ could now come true nearly word for
word: ‘“The free development of individualities [is now the goal] and

*For Marx, the concept of the forces of production was in the last analysis
reducible to the material forces of production and the physical productivity of labour.
See Grundrisse, p. 694 : ‘The productive force of society is measured in fixed capital,
exists there in its objective form . . " See also Capital, Vol. I, pp. 329, 621. To give
any foundation to the claim that the forces of production have ceased to grow, it is
necessary to detach the concept of ‘productive forces' from its materialist basis and
give it an idealistic content. This is the procedure, for example, of the editors of the
French periodical La Vérite, (No. 551, pp. 2-3), who identify it with the ‘develop-
ment of the social individual’, without noticing that this definition is not only incom-
patible with the views of Marx, but retrospectively embellishes the capitalism of the
19th century —which, according to them, did develop the forces of production and
hence also the ‘social individual’. (See Marx’s views by contrast, Grundrisse, p. 750,
and many other passages.) The thesis becomes even more grotesque, if ‘the develop-
ment of the social individual’ is replaced by the correct Marxist formula, ‘material
possibilities for the development of the social individual’. For how can anyone
seriously deny that automation enlarges these possibilities on a far vaster scale than
the machines of the 19th century?

**Marx and Engels, The Communist Manifesto, in Selected Works, London, 1960,
p. 53. Marx, Grundrisse, p. 708.
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hence not the reduction of necessary labour time so as to posit
surplus labour, but rather the general reduction of the necessary
labour of society to a minimum, which then corresponds to the
artistic or scientific development of the individuals in the time set
free, and with the means created, for all of them.’5’

The worst form of waste, inherent in late capitalism, lies in the
misuse of existing material and human forces of production; instead
of being used for the development of free men and women, they are
increasingly employed in the production of useless and harmful
things. Allthe historical contradictions of capitalism are concentrated
inthe twofold character of automation. On the one hand, it represents
the perfected development of material forces of production, which
could in themselves potentially liberate mankind from the compulsion
to perform mechanical, repetitive, dull and alienating labour. On
the other hand, it represents a new threat to job and income, a new
intensification of anxiety, insecurity, return to chronic mass un-
employment, periodic losses of consumption and income, and intel-
lectual and moral impoverishment. Capitalist automation as the
mighty development of both the productive forces of labour and the
alienating and destructive forces of commodily and capital thus
becomes the objectified quintessence of the antinomies inherent in
the capitalist mode of production.

The idea that the epoch of the structural crisis of capitalism —
i.e., the age that from an historical point of view is ripe for the
socialist world revolution — should somehow be characterized by an
absolute decline or at least an absolute stagnation of the forces of
production goes back to a false and mechanical interpretation of a
sentence from Marx’s famous preface to the Contribution to the
Critique of Political Economy, in which he gave the most summary
sketch of the theory of historical materialism. Marx characterized
an epoch of social revolution in the following manner: ‘At a certain
stage of development, the material productive forces of society come
into conflict with the existing relations of production or — this merely
expresses the same thingin legal terms — with the property relations
within the framework of which they have operated hitherto. From
forms of development of the productive forces these relations turn
into theirfetters. Then begins an era of social revolution. . . . No social
order is ever destroyed before all the productive forces for which it

"Marx, Grundrisse, p. 706.
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is sufficient have been developed, and new superior relations of
production never replace older once before the material conditions
for their existence have matured within the framework of the older
society.”®® It seems obvious enough that the phrase — ‘all the pro-
ductive forces for whichit is sufficient’ is in effect nothing more than
a repetition of the first sentence; in other words, it is based on the
statement that there comes a point when the development of the
forces of production comes into conflict with the existing relations of
production. From this point onwards, capitalist society has developed
all the productive forces ‘for whichit is sufficient’. But this does not
imply by any means that from then on, any further development
would be quite impossible without the overthrow of this mode of
production. It means only that from this epoch on, the forces of
production which are further developed will conflict ever more
intensely with the existing mode of production and tend towards its
overthrow.%

Mechanical interpretations of this famous paragraph were un-
doubtedly reinforced by the experience of the October Revolution
in Russia, and especially by Bukharin’s theoretical generalization of
this experience in his Okonomik der Transformationsperiode.® In
this work, Bukharin actually laid it down as a rule that the socialist
revolutionwould be either preceded or accompanied by a decline of
the forces of production. The specifically Russian configuration of

the years 1917-20 — Revolution after a World War, combined with

8Marx, A Contribution to the Critique of Political Economy, London, 1971, p. 21.

*This is all the more obvious as Marx is not referring here to the specific overthrow
of capitalism but to the overthrow of all class societies in general. It would certainly
never have occurred to him to characterize the period preceding the history of the
bourgeois revolutions (for example, the victory of the Dutch revolution in the 16th,
the English revolution in the 17th, and the American and great French Revolution in
the 18th centuries) as a phase of stagnating or even regressing productive forces.

N. Bukharin, Gkonomik der Transformationsperiode, Hamburg, 1922, p. 67.
In hislater book, Theorie des Historischen Materialismus, Hamburg, 1922, Bukharin
wavered between three positions on this question. On p. 289 he wrote: ‘The revolu-
tion therefore takes place when there is aflagrant conflict between growing produc-
tive forces, which can no longer be contained within the husk of the relations of
production’ (Our italics). On p. 290 he went on: ‘These relations of production hinder
the development of the productive forces to such an extent that they must uncondi-
tionally be cast off if society is to develop further. If they cannot be, then they will
hamper and choke the development of the forces of production, and the whole society
willstagnateorregress.’ But on p. 298 he cited his earlier book, Okonomik der Trans-
formationsperiode, in which he had declared: ‘Its (i.e., the World War’s) shattering
force is a fairly accurate indicator of the degree of capitalist development and a
tragic expression of the complete incompatibility of a further growth of the forces of
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a long drawn-out Civil War which completely disrupted the whole
economy of the country and caused a deep plunge in productive
forces®t —is an extremely unlikely variant for the highly industri-
alized capitalist states. There is no reason for it to be elevated to a
norm.%2

The theoreticians of the CommunistInternational rightly recorded
adecline inthe forces of production in the first years after the Russian
Revolution. They measured this fall materially in output, employ-
ment, and so on, and concluded that capitalism would find it very
difficult to overcome the social and economic crisis in which it was
gripped, even temporarily.®® The Great Depression which set in
with full force in 1929, after a brief boom period, confirmed the
accuracy of this prognosis. But both Lenin and Trotsky remained
much more cautious in their judgments of long-term development.
Thus Trotsky declared at the 3rd Congress of the Communist
International: ‘If we grant — and let us grant it for the moment —
that the working class fails to rise in revolutionary struggle, but
allows the bourgeoisie to rule the world’s destiny for along number of
years, say, two or three decades, then assuredly some sort of new
equilibrium will be established. Europe will be thrown violently into

production within the husk of capitalist relations of production’ (Our italics). If there
is no essential contradiction between the first and the second of these passages (the
second doubtless refers to an entire historical epoch which, to an increasing extent,
hampers the development of the forces of production, which does not mean that they
will immediately cease to grow, but only ultimately), the contradiction between the
first and the third is patent. Lenin adopted a position corresponding to a combination
of the first and the second, but not to the third of these passages from Bukharin.

$1For a realistic analysis of the plunge of the productive forces in Russia at the time
of the Civil War and War Communism, see among others, Leo N. Kritzman, Die
heroische Periode der grossen russischen Revolution, Frankfurt, 1971, chapters
9-12.

‘2 The future typology of socialist revolutions in the highly industrialized countries
will probably follow the pattern of the revolutionary crises already experienced in
Spain (1931-37), France (1936), Ttaly (1948), Belgium (1960-61), France (May
1968), Italy (Autumn 1969-70), more closely than that of the crises of ‘collapse” after
the First World War.

5*See for example Trotsky’s description of the decline of the forces of production
in England in his Report to the Third Congress of the Communist International:
‘England is poorer. The productivity of labour has fallen. Her world trade for 1920
has, in comparison to the last pre-war year, declined by atleast one third, and in some
of the most important branches, even more. . . . In 1913 England’s coal industry
supplied 287 million tons of coal; in 1920, 233 million tons, i.e., 20% less. In 1913,
the production of iron amounted to 10.4 million tons; in 1920 —a little more than
8 million tons, i.e., again 20% less.” Report on the World Economic Crisis and the
New Tasks of the Communist International, in Leon Trotsky, The First Five Years
of the Communist International, p. 191.
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reverse gear. Millions of European workers will die from unemploy-
ment and malnutrition. The United States will be compelled to
reorientitself on the world market, reconvertits industry, and suffer
curtailment for a considerable period. Afterwards, after a new world
division of labour is thus established in agony for 15 or 20 or 25 years,
anew epoch of capitalist upswing might perhaps ensue. But this
entire conception is exceedingly abstract and one-sided. Matters
are pictured here as if the proletariat had ceased to struggle. Mean-
while, there cannot even be talk of this if only for the reason that the
class contradictions have become aggravated in the extreme precisely
during the recent years.’®

As is so often the case with Trotsky, the first paragraph of this
quotation is of prophetic power. It was written in the year 1921.
Exactly 25 yearslater,inthe year 1946, millions of European workers
had died from unemployment, malnutrition, war and fascism. The
USA had been compelled to reconvert its industry and for a consider-
able period (1929-39) substantially to curtail production and
employment. Ithad reoriented itself on the world market — naturally
both the commodity market and the capital market, ultimately
generating a new international division of labour and a new phase
of capitalist expansion of material production.

The second paragraph of the:same quotation, on the other hand, is
clearly limited by the conditionsofits time$5 Trotsky was absolutely
rightto state in 1921 thatit was abstract and formal to predict a new
upswing of productive forces: for at that point in time the fighting
strength of the European working class was still in the ascendant.
Under such conditions, a substantial increase in the rate of surplus-
value — and consequently in the rate of profit —was unthinkable.
What was on the agenda was not speculation about the possibility of
anewstage of capitalist growth, but preparation of the working class
to transform the structural erisis of capitalism into a victory of the
proletarian revolution in the most important continental countries.
The theories of anew upswing of capitalism advanced by the leaders
of the Social Democrats were designed to justify their refusal to

:Trotsky, T}_w First Five Years of the Communist International, Vol. 1, p. 211.
The same is true of the sentence in the Transitional Programme of the Fourth
International which Trotsky wrote in 1938 : “The productive forces of humanity have
ceased to grow.’ Trotsky immediately added: ‘New discoveries already no longer
raise the level of material wealth.” It would never have occurred to him to deny the
growth of the forces of production when—as in the past twenty years —new dis-

coveries and improvements’ have actually and manifestly raised the overall level of
material wealth.
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lead this revolutionary struggle Their harvest was not a long
period of upswing but, after the brief interlude of 1924-29, the
Great Depression, mass unemployment, fascism and the horrors of
the Second World War. Trotsky’s analysis and prognosis had proved
to be quite right.

What Trotsky could not have meant in 1921, however, was this:
that in the long run it would be enough for the working class to
struggle in order to prevent a new period of long-term upswing for
capitalist forces of production. For this, it was necessary for it to
win. Historical fatalism isno less shortsighted in questions of economic
perspectives than in questions of great political class struggles.
Trotsky was quite unequivocal on this point when, seven years later,
he criticized Bukharin and Stalin’s Programme for the Comintern:
‘Will the bourgeoisie be able to secure for itself a new epoch of
capitalist growth and power? Merely to deny such a possibility
counting on the “hopeless position” in which capitalism finds itself
would be mere revolutionary verbiage. “There are no absolutely
hopeless situations” (Lenin). The present unstable class equilibrium
in the European countries cannot continue indefinitely precisely
because of its instability. . . . A situation so unstable that the pro-
letariat cannot take power, while the bourgeoisie does not feel firmly
enough the master of its own home, must sooner or later be abruptly
resolved one way or another, either in favour of the proletarian dicta-
torship orin favour of a serious and prolonged capitalist stabilization
on the backs of the popular masses, on the bones of the colonial
people and . . . perhaps on our own bones. “There are no absolutely
hopeless situations!” The European bourgeoisie can find a lasting
way out of its grave contradictions only through the defeats of the
proletariat and the mistakes of the revolutionary leadership. But the
converse is equally true. There will be no new boom of world capital-
ism (of course, with the prospect of a new epoch of great upheavals)
only in the event that the proletariat will be able to find a way out of
the present unstable equilibrium on the revolutionary road.’®” This
prophetic vision was substantiated in every point. The phase of
unstable equilibrium, which began with the history of the Russian
Revolution and the defeat of the German Revolution, came to an end
in the year 1929. Because of the incapacity of its leadership, the
European working class was not in a position to resolve the acute

%¢See, for example, the essays of Rudolf Hilferding and Karl Kautsky in the Social
Democratic periodical Die Gesellschaft, Vol. 1, No. 1, April 1924.
“Trotsky, The Third International after Lenin, New York, 1970, pp. 64-5.
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social crisis to its own advantage. Fascism and the Second World
Warcreated the preconditions for this crisisto be resolved temporarily
in favour of capital. Once again, at the end of the Second World War,
the helm could have been swung over in France, Italy and Great
Britain. Once again, the traditional parties of the working class not
only proved themselves totally incapable of fulfilling their historical
task but also showed themselves to be the perfect accomplices for
Europeanbig capitalinthe stabilization of the late capitalisteconomy
and the late capitalist state®

This was the historical basis for the third technological revolution,
for the third long wave with an undertone of expansion’, and for
late capitalism. It was by no means ‘purely’ the product of economic
developments, proof of the alleged vitality of the capitalist mode of
production or a justification for its existence. All it proved was that
in the imperialist countries, given existing technology and forces of
production, there are no ‘absolutely hopeless situations’ in a purely
economic sense for capital, and that the long-term failure to accom-
plish a socialist revolution can ultimately give the capitalist mode
of production a new lease of life, which the latter will then exploit
in accordance with its inherent logic: as soon as the rate of profit
rises again, it will accelerate the accumulation of capital, renovate
technology, resume the incessant quest for surplus-value, average
profit and surplus-profit, and develop further forces of production.

Thisis,ineffect, the meaning of the third technological revolution.
It is also what determines its historical limits. Offspring of the
capitalist mode of production, it reproduces all the inner contradic-
tions of this social and economic form. Engendered within the
capitalist mode of production in the epoch of imperialism and
monopoly capitalism, the age of structural crisis and gradual disinte-
grationof thismode of production, this renewed upswing of the forces
of production must add to the classical contradictions of capitalism a
whole series of further contradictions, which we shall examine in the
next chapters and which create the possibility of even broader and
deeper revolutionary crises than those of the period 1917-37.

It should be remembered that Marx saw the historical mission of
the capitalist mode of production not in a quantitatively uhlimited
development of the forces of production, but in determinate qualita-
tiveresults of this development: “The great historic quality of capital

**It is sufficient in this connection to cite General de Gaulle’s comments on the role

played by Maurice Thorez and the leadership of the French Communist Party after
September 1944 : See Mémoires de Guerre, Vol 3, Paris, 1959, pp. 118-19.
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is to create this surplus labour, superfluous labour from the stand-
point of mere use value, mere subsistence; and its historic destiny is
fulfilled as soon as, onthe one side, there has been such a development
of needs that surplus labour above and beyond necessity has itself
become a general need arising out of individual needs themselves —
and, on the other side, where the severe discipline of capital, acting
on succeeding generations, has developed general industriousness as
the general property of the new species — and, finally, when the
development of the productive powers of labour, which capital
incessantly whips forward with its unlimited mania for wealth, and
of the sole conditions in which this mania can be realized, have
flourished to the stage where the possession and preservation of
general wealth require alesser labour time of society as a whole, and
where the labouring society relates scientifically to the process of
its progressive reproduction; hence where labour in which a human
being doeswhat a thing could do has ceased.”®®Once these qualitative
results have been achieved, capitalism has fulfilled its historical role,
and social relations are ready for socialism. There then commences
the epoch of the decline of bourgeois society. Although the forces of
production may still develop yet further, this does not alter the fact
that the real historical misston of capital has been completed. Indeed
such a further quantitative development may in certain circum-
stances actually endanger its qualitative achievements. Lenin’s thesis
that there are no absolutely hopeless situations for the imperialist
bourgeoisie, does not imply that, so long as a socialist revolution has
notoccurred, the capitalist mode of production can survive indefinite-
ly at the price of lengthening periods of economic stagnation and
social crisis. For not merely does generalized automation, which
betokens a faster decrease in the mass of surplus-value, pose an
absolute barrier to the valorization of capital, which cannot be over-
come by any increase in the rate of surplus-value. The dynamic of
the wastage and destruction of potential development that is hence-
forward involved in the actual development of the forces of produc-
tion, is so great that the sole alternative to the self-destruction of
the system, or even of all civilization, is a higher form of society.
Despite all the international growth of the forces of production in
the capitalist world during the last twenty years, the option between
‘socialism or barbarism’ thus acquires its full relevance today.

8Marx, Grundrisse, p. 325.
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The Reduction of the Turnover-Time
of Fixed Capital and the Pressure
towards Company Planning and
Economic Programming

The reduction of the turnover-time of the fixed capital is one of
the fundamental characteristics of late capitalism. The immediate
origin of the reduction lies in the acceleration of technological
innovation,! which is in turn a result of the reallocation of industrial
capital, thatisinvested notonlyin the direct activity of production but
increasingly also in pre-productive spheres (Research and Develop-
ment ). The compulsion to engage in an armsrace with non-capitalist
states, whose development of technology is not restricted by condi-
tions of valorization in their productive activity, and the inner logic
of scientific development, are contributing factors in this process.

In the context of the history of capitalism, however, the decisive
force behind the reduction of the turnover-time of fixed capital is un-
doubtedly the fact that the principal source of surplus-profits is now
to be found in ‘technological rents’ or the productivity differential be-
tween{irms and branches of industry. The continuous and systemat-
ic hunt for technological innovations and the corresponding surplus-
profits becomes the standard hallmark of late capitalist enterprises

!This subject is dealt with in the next chapter.

2 The amount of expenditure on Research and Development by industrial capital
itself rose in the USA from less than $100 million before the Second World War to
$2.24 billion in 1953 and $5.57 billion in 1963. This excludes State expenditure.
See Edwin Mansfield, The Economics of Technological Change, London, 1969,
p- 55. Levinson states that the total private outlay on Research and Development
(hence not merely in igdustry) was $17 billion in 1968 and $20.7 billion in 1970.
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and especially of the late capitalist large corporations.® This hunt for
surplus-profit by ‘different capitals’, takes the form for ‘capital in
general’ of pressure to reduce the cost of constant capital and to
increase the rate of surplus-value through additional production of
relative surplus-value.

The third technological revolution, which is itself both the origin
and the outcome of accelerated technological innovation and the
reduction of the turnover-time of fixed capital, has adverse physical
and technical repercussions on the length of life of fixed capital,
both because it increases the speed at which machines are used and
because it accelerates their obsolescence.’

The reduction of the turnover-time of fixed capital is twofold in
character. On the one hand, it is the sum of the accelerated replace-
ment of old plants by completely new ones, i.e., a process of the
accelerated obsolescence of fixed capital. At the same time, it also
represents the transition from the classical practice of rotating
repairs of existing plant, that is fundamentally renewed only every
ten years, to the modern practice of general repairs, which involves
ongoing and sometimes important technological innovations.® In
terms of value this can be expressed as follows: while previously the
process of simple reproduction of fixed capital and the process of
accumulation of additional fixed capital were kept strictly separate
and led to extended reproduction — with only minor alterations in
productive technology — at the start of every new ten-year cycle, these
two processes are now increasingly combined. Simple reproduc-
tion proceeds continuously, accompanied by constant technological

3The Vice-President of the Budd Concern is very clear on this point. ‘Any innova-
tion worth undertaking should have dramatically greater than “normal” profit
margins associated with it Aaron J. Gellman, ‘Market Analysis and Marketing’, in
Maurice Goldsmith (ed.), Technological Innovation and the Economy, London, 1970,
p. 131.

4+ For the increased speed of machines since the end of the Second World War see,
for instance, Hansjorg Reuker, ‘Einfluss der Automatisierung auf Werkstick und
Werkzeugmaschine’, Fortschrittberichte des Vereins Deutscher Ingenieure, Series |,
No. 8, October 19686, pp. 29-30; Salter, op. cit,, p. 44; Kruse, Kunz and Uhlmann,
op. cit., pp. 59-80, etc. This increased speed is one of the main forces behind the
trend towards automation, which in its turn leads to a massive increase in the speed
of the production process by making it independent of the rhythm of the slowest
operation, which had hitherto determined labour on the conveyor belt. See Pierre
Naville, ‘Division du Travail et Repartition des TAches’, in Georges Friedmann and
Pierre Naville (eds.). Traite de Soctologie du Travail, Vol. 1, Paris, 1961, pp. 380-1.
Marx dealt with the question of machine labour in, for example Capztal Vol. 1,
p. 4121., and Vol. I11, p. 2383. $Nick, op. cit., p. 17.
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renewal, and thus flows into extended reproduction, which leads in
shorter periods than previously — a five-year cycle can currently be
assumed — to a complete renewal of production technology.

The acceleration of the turnover-time of fixed capital also has
repercussions on the turnover-time of circulating capital. On the one
hand, itincreases the demand for ongoing investment activity. This
leads to an ongoing reconversion of circulating capital into fixed
capital and increases the tendency, which is anyway inherent in
monopoly capitalism, for companies to convert their total capital
into fixed capital and to draw most, if not all of their circulating
capital from bank credits. This has repercussions on the self-financ-
ing of companies, which is one of the most important characteristics
distinguishing late capitalism from the classical imperialism described
by Lenin, which was dominated by finance capital. It also has effects
on the whole activity of the banks in creating money and credit,
which we shall analyse later.® On the other hand, it increases the
interest of capital in a further acceleration of the turnover-time of
circulating capital, as a source of additional production of surplus-
value that becomes all the more important as the acceleration of the
turnover-time of fixed capital increases the organic composition of
capital and thereby creates an additional pressure towards a compen-
sating increase in the mass and the rate of surplus-value. The result
is a tendency towards an ‘acceleration’ of all capitalist processes,
which expressesitself among other ways in the parallel phenomena
of a more acute intensification of the labour process and a faster
‘acceleration’ (quantitative differentitation and qualitative deteriora-
tion) of workers’ consumption — i.e., of the reproduction of labour-
power itself.”

Thereduction of the turnover-time of fixed capital can be corro-
borated by a great deal of empirical evidence, and has been much
discussed by both capitalists and economists. Thus, for example,
Alan C. Mattison, Chairman of the Mattison Machine Works,
declared before the US Congressional Committee on Automation:
‘The cycle of obsolescence of machine tools is in the process of
diminishing rapidly from 8 or 10 years to 5 years.”®In the American
automobile industry, it has become customary to write off within one

, See Chapter 13 of this volume.
"See Chapter 12 of this volume.

azCéted in L’Automation —Méthodologie de la Recherche, 1LO, Geneva, 1964,
p. 27.
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year the costs of the specific tools and dies manufactured for the
production of each new auto model, if and when a firm manufactures
and sells at least 400,000 cars of that model. (The costs of such
toolsand dies typically amount to about one third of total fixed capital
of a large US auto plant). ? Freeman reports that in the electronic
capital goods industry the ‘life of products’ is between 3 and 10
years, 1.e., an average of 6% years, as compared with a span of 13
years which Engels gave as the average life of machinesin his epoch
in a letter to Marx.1¢ The average life of computers is as little as
5 years, and of nautical radar, 7 years!! In 1971, West German
weaving mills were using completely different machines (double-
broad Sulzer models with shaft-machines) from the most modern
equipment employed in 1965 (conventional automatic shaft-
machines without unifil).!> The American tax authorities estimate
that there has been a general reduction of approximately 33% in the
physical life of machines since the 30’s!® This figure has been
sharply criticized both by those who consider the corresponding
amortization allowance too high (i.e., regard it as a means by which
enterprises camouflage their profits) and by those who regard it as
too low. Using practical examples, Terborgh has estimated that the
life of screw machines has been reduced from 39 to 18 years, that
of ‘gear shapers’ from 3542 to 20 years, and thatof steam generators
from 30 to 20 years.!* He uses cases of concrete enterprises, not
averages for the industry or for all manufacturing industry. In the
most modern petro-chemical works producing ethylene, fixed capital
isamortizedin4 to 8 years,depending onitssize.!5 General comments

¥ Lawrence White, The Automobile Industry since 1945, Harvard, 1971, pp. 39,
57-8.

"®Werke, Vol. 31, Berlin, 1965, p. 329f. The letter is dated 27 August 1867,

1'C, Freeman, ‘Research and Development in Electronic Capital Goods’, National
Institute Economic Review, No. 84, November 1965, p. 68.

2Anmann-Einhoff-Helmstadter-Isselhorst, op. cit, p. 80.

““Equipment service life’ in manufacturing industry was estimated to be 34%
shorter in 1961 than in 1942. Allan H. Young, ‘Alternative Estimates of Corporate
Depreciation of Profits’, Part I, in Survey of Current Business, Vol. 48,No. 4, April
1968, p. 20. See also the Second Part of the same article, Survey of Current Business,
Vol. 48, No. 5, May 1968, pp. 18-19, 22. George Jaszi calculates that the actual
average age of fixed capital (including buildings) in US manufacturing industry de-
clined from 12 years in 1945 to 10.3 in 1950, 9.4 in 1958 and 8.5 in 1961: Survey
of Current Business, November 1962,

"*George Terborgh, Business Investment Policy, Washington 1962, pp. 158, 179.

I5National Institute Economic Review, No. 45, August 1968, p. 39. Nick, op. cit.,
p. 59, states that in the chemical industry fixed capital is renewed every 5-6 years.
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on the reduced life-span of fixed capital are too numerous to list.
The following table of depreciation norms in the early 1920’s and
1960’s — i.e., some forty-five years later — provides graphic evidence
of the acceleration of the turnover-time of fixed capital:

Estimates of Productive Life Expectation of Fixed Equipment'¢

[
A B C D

+ 1922 + 1942 + 1957 + 1965
steel tubes 30-60 years 15 years
steam boilers 15-20 15
water gauges 20 15
turbines 50 22
brewery machines 25 15-20 years 16 years
factory buildings 50-100 40-50 35
mechanical saws 14 10
machine tools 20 16
printing machines 40 16
woodworking machines 33 20

This reduction of the turnover-time of fixed capital gives rise to a
twofold contradiction. On the one hand, it involves an increase in the
period of preparation and experimentation for specific processes of
production, and in the time it takes to construct plants.!? This
contradiction is so great that sometimes a particular production
process or a particular plant may already be considered technol-
ogically out of date before itis even applied to mass production.’® On
the other hand, the production plants called into being by the third
technological revolution demand capital investments far in excess
ofthose necessitated by the firstandsecond technological revolutions.
The commitment of these colossal amounts of capital, combined with

6 Series A: P. Wojtiechow, Amortisationsnormen und Eigentumsbewertung, cited
in A. Herzenstein, ‘Gibt es grosse Konjunkturzyklen?, Unter dem Banner des Marxi-
smus, 1929, Heft II, p. 307. Series B: Bulletin F of US Bureau of Internal Revenue
(1942), basis of fiscal depreciation charges. Series C: decision of the West German
Ministry of Finance, August 15,1957, establishing depreciation norms. Series D:
Jacques Mairesse, L’Evaluation du Capital Fixe Productif, Collections de I'INSEE,
Series C, No. 18-19, November 1972.

"Many writers estimate that there is a ten to fifteen year period between an actual
discovery and its profitable production. Edwin Mansfield, op. cit., p. 102, cites esti-
mates compiled by Frank Lynn, which suggests that in the period 1945-64 the gap
between discovery and commercialization can be estimated at 14 years, compared
with 24 years in the period 1920-44.

¥ Nick, op. cit., p. 20.
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the accelerated obsolescence of plants and ranges of products, thus
make the whole of capitalist production much more hazardous under
late capitalism than it wasin the age of freely competitive capitalism
or ‘classical’ monopoly capitalism. _

These increased risks are further multiplied by the particular
technical rigidity of automated production, which no longer permits
fluctuations in ongoing production or employment, which may now
endanger the whole minimum profitability of the enterprise.!® The
volume of the means committed to research and development more-
over, makes it urgently necessary to calculate and pre-plan this
expenditure as exactly as possible — including the indirect expenses
which may arise from the creation and sale of new products.® A
four-fold pressure thus arises for ever more exact planning within
the late capitalist enterprise:

— pressure arising from the very nature of automation for exact
planning of the process of production within the enterprise;

— pressure to plan investments in research and development,
combined with pressure for planned technological innovation;*!

— pressure to plan general investments derived from the previous
trend;

— pressure towards cost planning for all the elements of produc-
tion.

The instruments of automation — above all the electronic com-
puter — make the exact planning of details in all these spheres poss-

*“The rising capital outlay involved in growing automation implies an increase in
time-dependent costs, and a decrease in the elasticity of enterprises. With a constant
life-span, i.e., a constant annual rate of depreciation, the more capital that is invested
in means of production, the more capital will be immobilized if the latter are laid
idle and production capacity is prematurely restricted. The rise in the demand for
capital as a result of automation thus dictates all-out utilization of the means of
production. The increase in time-dependent capital costs involved in automation can
only be covered by the utmost intensity of utilization.” Kruse, Kunz and Uhlmann,
op. cit., p. 46.

YK, G. H. Binning, ‘The Uncertainties of Planning Major Research and Develop-
ment’, in B. W. Denning (ed.), Corporate Long Range Planning, London, 1969,
pp. 172-3.

An investigation by the IFO in Munich showed that in the mid-60s 75% of large
firms questioned in West Germany drew up aninvestment plan for every two or three
years, and 33 % of large firms for four or more years. Investments’ take first place in
all long-range plans. R. Bemerl, F. O. Bonhoeffer and W. Strigel, ‘Wie plant die
Industrie? in Wirtschaftskonjunktur, Vol. 19, No. 1, April 1966, p. 31. See also, For
all these reasons we at Merck have felt it necessary to plan our growth and opera-
tions with a 5-year perspective.” Antonie T. Knoppers, ‘A Management View of Inno-
vation’, in B. W. Denning (ed.), Corporate Long-Range Planning, p. 172.
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ible through the rapid processing of colossal quantities and complex-
es of data. In other words, they make it possible to calculate optimal
variants of the various possible modes of operation. The techniques
of PERT and C.P M. thus come into use — which, like the electronic
processors themselves are by-products of military research.??

The exact planning of investments, financing and costs, naturally
loses its meaning as soon as there is no guarantee of sale. The logic
of the third technological revolution therefore drives late capitalist
companies to plan their sales, with the familiar result of colossal
outlays on market research and market analysis,2® advertisements
and customer manipulation, planned obsolescence of commodities
(which very often brings with it a fall in the quality of the commodi-
ties)* and so on. This whole process culminates in concentrated
pressure on the State to limit oscillations in the economy, at the cost
of permanent inflation. It generates the growing trend towards
State guarantee of profits, firstly through increasing government
contracts, especially in the military sphere, then through under-
writing of technologically advanced companies. This trend towards
State guarantees of the profits of the large companies, which has
spread from the sphere of production and research into that of the
export of commodities and capital, is another of the crucial hall-
marks of late capitalism.2®

Besides the trend for the State to guarantee the profits of large
companies, late capitalism reveals a second characteristic response
to the increased risks attached to colossal investment projects in
conditions of accelerated technological innovation and the reduced
turnover-time of fixed capital : the attempt to create a continuous
differentiation of products, projects and markets,?® which finds
expression both in the formation of giant conglomerates and in the

28pacecraft tracking by NASA has produced similar progress in computer techni-
ques forcivilianindustry and transport, for example the use of IBM 41800 computers
for analysis of solvents in chemical plants or ‘quality-audit’ testing of cars coming
off the assembly line in the automobile industry. See The Times, June 28, 1968.

BMarket research approaches a market which already exists; market analysis
determines whether or not there is a market.” Aaron J. Gellman, op. cit., p. 137.

24See for instance the discussion of planned obsolescence in Vance Packard, The
Waste Makers, London, 1963, Chapter 6.

See Ernest Mandel, Marxist Economic Theory, pp. 501-7.

260n the corporation strategy of diversification, see among others, Heckmann,
op. cit., pp- 71-6; H. 1. Ansoff, T. A. Anderson, F. Norton and J. F. Weston, ‘Planning
for Diversification Through Merger’, in H. Igor Ansoff (ed.), Business Strategy,
London 1969, p. 290f1.
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establishment of multinational companies.?” The extent to which
these processes are related to the reduction in the turnover-time of
fixed capital is shown by the volume of amortizations and their
weight in the total mass of gross investments. The reduction of the
turnover-time of fixed capital creates for each enterprise a geo-
metrically proportionate risk of being left behind in the competitive
struggle, for the tempo of competition increases with the tempo of
reproduction of fixed capital. At the same time, the function of this
competition — the reallocation of the total surplus-value created in
the production process — becomes much more vital than before, as a
result of the pressure of emerging tendencies towards full automation.
. The increasing reunification of simple reproduction with the acc-
umulation of fixed capital, together with the reduction of the turn-
over-time of fixed capital, creates a compulsion towards regular and
regulated amortization, i.e., a tendency towards planned amortiza-
tion. This is symbolized by the fact that financial analysts now in-
creasingly employ the concept of cash-flow to judge the solidity of
a corporation — a notion which refers to the sum of profits and depre-
ciation charges.

In the case where the fixed capital is renewed every ten years,
there is only an annual burden of amortization of 10% of the machine
value on the annual product of the enterprise or company. If, as a
result of a bad business situation and a fall in the gross income of
the company this 10% of the machine value cannot be made good,
this does not endanger the entire reproduction of its fixed capital.
This 10% of the machine value must then be spread over the nine
remaining years of the cycle, or the annual burden of amortization
must be raised from 10 to 11.1%, i.e., by only 1.1% of the machine
value. Itis a different matter when the turnover-time of fixed capital
is 5 or even only 4 years. In this case, the failure to achieve the re-
production allowance for the renewal of the machine stock even for
a single year already fundamentally undermines the whole invest-
ment calculation, if it does not mean the outright impossibility of
renewing the fixed capital in the cycle envisaged. The annual burden
of amortization has thus now increased from 10 to 20 or 25% of the
machine value, and the failure to make good the allowance even for
a single year means the necessity of reallocating this 20% in a five-
year cycle tofour years,in other words, of raising the annual amortiza-

For this complex of questions see Chapter 10 of the present work.
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tion allowance from 20% to 25% of the machine value or by 25% (as
opposed to only 10% in a ten-year cycle). Where the turnover-time
of fixed capitalisonly four yearstheloss of the amortization allowance
for only one year means in effect the compulsion to reallocate 25 % of
the value of the machine-stock over the other three years of the cycle,
i e., toraise the annual amortization allowance to 33.3% of the value
of the machines and by 33.3% (instead of by 10% in a ten-year cycle
and 25% in afive-year cycle). This is virtually impossible in a normal
conjuncture, without exceptional boom conditions. In the US auto-
mobile industry, the rate of profit (calculated on an ‘official’ and not
on a marxist basis) would fall from 15.4% to 11.4% or 8.7%, if the
depreciation of ‘tooling costs’ for new models was realized in two or
three years rather than one year.28
Hence the inherent pressure in late capitalism for planned, long-
range amortization or long-range investment planning. But long-
range investment planning means long-range planning of gross
income and hence also of costs. Long-range planning of costs, how-
ever, cannot of itself achieve the goal at which it aims. For in order
actually to realize the gross income projected by a concern, it is not
sufficient to plan costs and selling prices. Sales must also be guarant-
eed. The spreading tendency towards economic programming in th