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General Preface

The books in this series are the offspring of The New Palgrave: A Dictionary of
Economics. Published in late 1987, the Dictionary has rapidly become a standard
reference work in economics. However, its four heavy tomes containing over four
million words on the whole range of economic thought is not a form convenient
to every potential user. For many students and teachers it is simply too bulky,
too comprehensive and too expensive for everyday use.

By developing the present series of compact volumes of reprints from the
original work, we hope that some of the intellectual wealth of The New Palgrave
will become accessible to much wider groups of readers. Each of the volumes is
devoted to a particular branch of economics, such as econometrics or general
equilibrium or money, with a scope corresponding roughly to a university
course on that subject. Apart from correction of misprints, etc. the content of
each of its reprinted articles is exactly the same as that of the original. In addition,
a few brand new entries have been commissioned especially for the series, either
to fill an apparent gap or more commonly to include topics that have risen to
prominence since the dictionary was originally commissioned.

As The New Palgrave is the sole parent of the present series, it may be helpful
to explain that it is the modern successor to the excellent Dictionary of Political
Economy edited by R.H. Inglis Palgrave and published in three volumes in 1894,
1896 and 1899. A second and slightly modified version, edited by Henry Higgs,
appeared during the mid-1920s. These two editions each contained almost 4,000
entries, but many of those were simply brief definitions and many of the others
were devoted to peripheral topics such as foreign coinage, maritime commerce,
and Scottish law. To make room for the spectacular growth in economics over
the last 60 years while keeping still to a manageable length, The New Palgrave
concentrated instead on economic theory, its originators, and its closely cognate
disciplines. Its nearly 2,000 entries (commissioned from over 900 scholars) are
all self-contained essays, sometimes brief but never mere definitions.
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General Preface

Apart from its biographical entries, The New Palgrave is concerned chiefly
with theory rather than fact, doctrine rather than data; and it is not at all clear
how theory and doctrine, as distinct from facts and figures, should be treated in
an encyclopaedia. One way is to treat everything from a particular point of view.
Broadly speaking, that was the way of Diderot’s classic Encyclopédie raisonée
(1751-1772), as it was also of Léon Say’s Nouveau dictionnaire d’économie
politique (1891-2). Sometimes, as in articles by Quesnay and Turgot in the
Encyclopédie, this approach has yielded entries of surpassing brilliance. Too often,
however, both the range of subjects covered and the quality of the coverage itself
are seriously reduced by such a self-limiting perspective. Thus the entry called
‘Méthode’ in the first edition of Say’s Dictionnaire asserted that the use of
mathematics in economics ‘will only ever be in the hands of a few’, and the
dictionary backed up that claim by choosing not to have any entry on Cournot.

Another approach is to have each entry take care to reflect within itself varying
points of view. This may help the student temporarily, as when preparing for an
examination. But in a subject like economics, the Olympian detachment which
this approach requires often places a heavy burden on the author, asking for a
scrupulous account of doctrines he or she believes to be at best wrong-headed.
Even when an especially able author does produce a judicious survey article, it
is surely too much to ask that it also convey just as much enthusiasm for those
theories thought misguided as for those found congenial. Lacking an enthusiastic
exposition, however, the disfavoured theories may then be studied less closely
than they deserve.

The New Palgrave did not ask its authors to treat economic theory from any
particular point of view, except in one respect to be discussed below. Nor did it
call for surveys. Instead, each author was asked to make clear his or her own
views of the subject under discussion, and for the rest to be as fair and accurate
as possible, without striving to be ‘judicious’. A balanced perspective on each
topic was always the aim, the ideal. But it was to be sought not internally, within
each article, but externally, between articles, with the reader rather than the writer
handed the task of achieving a personal balance between differing views.

For a controversial topic, a set of several more or less synonymous headwords,
matched by a broad diversity of contributors, was designed to produce enough
variety of opinion to help form the reader’s own synthesis; indeed, such diversity
will be found in most of the individual volumes in this series.

This approach was not without its problems. Thus, the prevalence of
uncertainty in the process of commissioning entries sometimes produced a less
diverse outcome than we had planned. ‘I can call spirits from the vasty deep,’
said Owen Glendower. ‘Why, so can I,’ replied Hotspur, ‘or so can any man;/
But will they come when you do call for them?’ In our experience, not quite as
often as we would have liked.

The one point of view we did urge upon every one of Palgrave’s authors was
to write from an historical perspective. For each subject its contributor was asked
to discuss not only present problems but also past growth and future prospects.
This request was made in the belief that knowledge of the historical development
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General Preface

of any theory enriches our present understanding of it, and so helps to construct
better theories for the future. The authors’ response to the request was generally
so positive that, as the reader of any of these volumes will discover, the resulting
contributions amply justified that belief.

John Eatwell
Murray Milgate
Peter Newman
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Preface

Marxian ideas are alive and (reasonably) well in anthropology, in history, in
philosophy and in sociology. In economics, though not quite dead, they are
certainly not in good health. Yet economics lies at the very core of the Marxian
approach. For despite the broad sweep of its analysis, which seeks to encompass
all the forms of social and economic organization, Marxism is pre-eminently a
theory of capitalism, and hence of an economic system in which production and
distribution are organized by a generalized process of exchange. If it is even to
begin to provide a coherent explanation of the operations of such a system,
Marxian economics must provide a theory of how prices (rates of exchange) are
determined, since prices are the signals which guide economic action in a market
economy.

The labour theory of value, a remarkably powerful tool with which to link the
process of exchange to the social character of production, to the nature of work
and exploitation and to broader questions of social organization, is at once
a strength and a fatal weakness. A strength because the proposition that
commodities exchange at rates determined by the quantity of labour embodied
in their production leads to the clear demonstration that profits and the
competitive rate of profit are determined by surplus value, that is by the hours
worked over and above the needs of reproduction of the labour force. A weakness,
because the proposition that commodities will tend to exchange at their labour
values is false.

There have been many attempts to put matters right.

Some have emphasized the ‘qualitative’ power of the labour theory of value
and denied the relevance of any quantative exchange relationship. But a ‘theory
of value’ which fails to explain what determines the rates at which commodities
exchange is not only an abuse of language, it also eschews any explanation of
how a fundamental characteristic of capitalism actually works. Others have
pursued the often elaborate algebra of the ‘transformation problem’, attempting
to show that results obtained by using the labour theory of value may be
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reproduced in an economy of normal competitive prices without losing either
their content or their precision. Yet others have grafted Marxian concepts and
language onto the neoclassical theory of value and distribution.

A somewhat different approach, which builds on Marx’s own discussion
of the relationship between labour values and competitive prices (prices of
production), is to be found in the generalization by Piero Sraffa of earlier
approaches by Dmitriev and Bortkiewicz. In Production of Commodities by Means
of Commodities, Sraffa demonstrates that it is indeed possible to determine
competitive rates of exchange using the data which Marx used — the conditions
of reproduction of commodities, the real wage and the fact that in a competitive
capitalist economy the surplus is distributed as a general rate of profit.

This solution, regarded by some as the starting point of a fundamental
rehabilitation of Marxian economics, is not widely favoured by Marxists. It
circumvents any use of the labour theory of value, and accordingly appears to
some to weaken the central Marxian chain of exploitation—surplus—profit.

A satisfactory solution to the problem of a coherent theory of value and
distribution would release Marxian ideas on crises, growth, imperialism, the social
and economic evolution of forms of production, and so on, into the mainstream
of economics. It is the discussion of these ideas which forms the bulk of this
volume. The often uncomfortable messages they bear will always make their
survival difficult. It will only be possible if the ideas are demonstrably practical,
in the sense of providing useful insights into economic behaviour and helpful
answers to the pressing questions of the day.

The strength of Marxian analysis derives from the forging of coherent links
between economics, history, sociology and philosophy. The very scale of the
enterprise is unique and enduring. That part of it which comprises Marxian
economics is painfully controversial. But the numerous declarations of its demise
have been exaggerated.

The Editors

xii



Karl Marx

ERNEST MANDEL

Karl Marx was born on 5 May 1818, the son of the lawyer Heinrich Marx and
Henriette Pressburg. His father was descended from an old family of Jewish
rabbis, but was himself a liberal admirer of the Enlightenment and not religious.
He converted to Protestantism a few years before Karl was born to escape
restrictions still imposed upon Jews in Prussia. His mother was of Dutch-Jewish
origin.

LIFE AND WORK

Karl Marx studied at the Friedrich-Wilhelm Gymnasium in Trer, and at the
universities of Bonn and Berlin. His doctoral thesis, Differenz der demokritischen
und epikurischen Naturphilosophie, was accepted at the University of Jena on 15
April 1841. In 1843 he married Jenny von Westphalen, daughter of Baron von
Westphalen, a high Prussian government official.

Marx’s university studies covered many fields, but centred around philosophy
and religion. He frequented the circle of the more radical followers of the great
philosopher Hegel, befriended one of their main representatives, Bruno Bauer,
and was especially influenced by the publication in 1841 of Ludwig Feuerbach’s
Das Wesen des Christentums (The Nature of Christianity). He had intended to
teach philosophy at the university, but that quickly proved to be unrealistic. He
then turned towards journalism, both to propagandize his ideas and to gain a
livelihood. He became editor of the Rheinische Zeitung, a liberal newspaper of
Cologne, in May 1842. His interest turned more and more to political and social
questions, which he treated in an increasing radical way. The paper was banned
by the Prussian authorities a year later.

Karl Marx then planned to publish a magazine called Die Deutsch-Franzosische
Jahrbiicher in Paris, in order to escape Prussian censorship and to be more
closely linked and identified with the real struggles for political and social
emancipation which, at that time, were centred around France. He emigrated
to Paris with his wife and met there his lifelong friend Friedrich Engels.
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Marx had become critical of Hegel’s philosophical political system, a criticism
which would lead to his first major work, Zur Kritik des Hegelschen
Rechtsphilosophie (1843, A Critique of Hegel’s Philosophy of Right). Intensively
studying history and political economy during his stay in Paris, he became
strongly influenced by socialist and working-class circles in the French capital.
With his ‘Paris Manuscripts’ (Oekonomisch-philosophische Manuskripte, 1844),
he definitely became a communist, i.e. a proponent of collective ownership of
the means of production.

He was expelled from France at the beginning of 1845 through pressure from
the Prussian embassy and migrated to Brussels. His definite turn towards
historical materialism (see below) would occur with his manuscript Die Deutsche
Ideologie (1845-6) culminating in the eleven Theses on Feuerbach, written
together with Engels but never published during his lifetime.

This led also to a polemical break with the most influential French socialist
of that period, Proudhon, expressed in the only book Marx would write in
French, Misére de la Philosophie (1846).

Simultaneously he became more and more involved in practical socialist
politics, and started to work with the Communist League, which asked Engels
and himself to draft their declaration of principle. This is the origin of the
Communist Manifesto (1848, Manifest der Kommunistischen Partei).

As soon as the revolution of 1848 broke out, he was in turn expelled from
Belgium and went first to France, then, from April 1848 on, to Cologne. His
political activity during the German revolution of 1848 centred around the
publication of the daily paper Die Neue Rheinische Zeitung, which enjoyed wide
popular support. After the victory of the Prussian counter-revolution, the paper
was banned in May 1849 and Marx was expelled from Prussia. He never
succeeded in recovering his citizenship.

Marx emigrated to London, where he would stay, with short interruptions,
till the end of his life. For fifteen years, his time would be mainly taken up with
economic studies, which would lead to the publication first of Zur Kritik der
Politischen Oekonomie (1859) and later of Das Kapital, Vol. I (1867). He spent
long hours at the British Museum, studying the writings of all the major
economists, as well as the government Blue Books, Hansard and many other
contemporary sources on social and economic conditions in Britain and the
world. His readings also covered technology, ethnology and anthropology,
besides political economy and economic history; many notebooks were filled
with excerpts from the books he read.

But while the activity was mainly studious, he never completely abandoned
practical politics. He first hoped that the Communist League would be kept
alive, thanks to a revival of revolution. When this did not occur, he progressively
dropped out of emigré politics, but not without writing a scathing indictment
of French counter-revolution in Der 18. Brumaire des Louis Bonaparte (1852),
which was in a certain sense the balance sheet of his political activity and an
analysis of the late 1848—52 cycle of revolution and counter-revolution. He would
befriend British trade-union leaders and gradually attempt to draw them towards
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international working class interests and politics. These efforts culminated in the
creation of the International Working Men’s Association (1864) — the so-called
First International — in which Marx and Engels would play a leading role,
politically as well as organizationally.

It was not only his political interest and revolutionary passion that prevented
Marx from becoming an economist pure and simple. It was also the pressure of
material necessity. Contrary to his hopes, he never succeeded in earning enough
money from his scientific writings to sustain himself and his growing family. He
had to turn to journalism to make a living. He had initial, be it modest, success
in this field, when he became European correspondent of the New York Daily
Tribune in the summer of 1851. But he never had a regular income from that
collaboration, and it ended after ten years.

So the years of his London exile were mainly years of great material deprivation
and moral suffering. Marx suffered greatly from the fact that he could not provide
a minimum of normal living conditions for his wife and children, whom he loved
deeply. Bad lodgings in cholera-stricken Soho, insufficient food and medical care,
led to a chronic deterioration of his wife’s and his own health and to the death
of several of their children; that of his oldest son Edgar in 1855 struck him an
especially heavy blow. Of his seven children, only three daughters survived,
Jenny, Laura and Eleanor (Tussy). All three were very gifted and would play a
significant role in the international labour movement, Eleanor in Britain, Jenny
and Laura in France (where they married the socialist leaders Longuet and
Lafargue).

During this long period of material misery, Marx survived thanks to the fiancial
and moral support of his friend Friedrich Engels, whose devotion to him stands
as an exceptional example of friendship in the history of science and politics.
Things started to improve when Marx came into his mother’s inheritance; when
the first independent working-class parties (followers of Lassalle on the one hand,
of Marx and Engls on the other) developed in Germany, creating a broader
market for his writings; when the IWMA became influential in several European
countries, and when Engels’ fiancial conditions improved to the point where he
would sustain the Marx family on a more regular basis.

The period 1865-71 was one in which Marx’s concentration on economic
studies and on the drafting of Das Kapital was interrupted more and more by
current political commitments to the IWMA, culminating in his impassioned
defence of the Paris Commune (Der Biirgerkrieg in Frankreich, 1871). But the
satisfaction of being able to participate a second time in a real revolution — be
it only vicariously — was troubled by the deep divisions inside the IMWA, which
led to the split with the anarchists grouped around Michael Bakunin.

Marx did not succeed in finishing a final version of Das Kapital vols II and
III, which were published posthumously, after extensive editing, by Engels. It
remains controversial whether he intended to add two more volumes to these,
according to an initial plan. More than 25 years after the death of Marx, Karl
Kautsky edited what is often called vol. IV of Das Kapital, his extensive critique
of other economists: Theorien iiber den Mehrwert (Theories of Surplus Value).
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Marx’s final years were increasingly marked by bad health, in spite of slightly
improved living conditions. Bad health was probably the main reason why the
final version of vols II and III of Capital could not be finished. Although he
wrote a strong critique of the Programme which was adopted by the unification
congress (1878) of German social democracy (Kritik des Gothaer Programms),
he was heartened by the creation of that united working-class party in his native
land, by the spread of socialist organizations throughout Europe, and by the
growing influence of his ideas in the socialist movement. His wife fell ill in 1880
and died the next year. This came as a deadly blow to Karl Marx, who did not
survive her for long. He himself died in London on 14 March 1883.

HISTORICAL MATERIALISM

Outside his specific economic theories, Marx’s main contribution to the social
sciences has been his theory of historical materialism. Its starting point is
anthropological. Human beings cannot survive without social organization.
Social organization is based upon social labour and social communication. Social
labour always occurs within a given framework of specific, historically
determined, social relations of production. These social relations of production
determine in the last analysis all other social relations, including those of social
communication. It is social existence which determines social consciousness and
not the other way around.

Historical materialism posits that relations of production which become
stabilized and reproduce themselves are structures which can no longer be
changed gradually, piecemeal. They are modes of production. To use Hegel’s
dialectical language, which was largely adopted (and adapted) by Marx: they
can only change qualitatively through a complete social upheaval, a social
revolution or counter-revolution. Quantitative changes can occur within modes
of production, but they do not modify the basic structure. In each mode of
production, a given set of relations of production constitutes the basis
(infrastructure) on which is erected a complex superstructure, encompassing the
state and the law (except in a classless society), ideology, religion, philosophy,
the arts, morality, etc.

Relations of production are the sum total of social relations which human
beings establish among themselves in the production of their material lives. They
are therefore not limited to what actually happens at the point of production.
Humankind could not survive, i.e. produce, if there did not exist specific forms
of circulation of goods, e.g. between producing units (circulation of tools and
raw materials) and between production units and consumers. A priori allocation
of goods determines other relations of production than does allocation of goods
through the market. Partial commodity production (what Marx calls ‘simple
commodity production’ or ‘petty commodity production’ - ‘einfache
Waren-produktion’) also implies other relations of production than does
generalized commodity production.

Except in the case of classless societies, modes of production, centred around
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prevailing relations of production, are embodied in specific class relations which,
in the last analysis, overdetermine relations between individuals.

Historical materialism does not deny the individual’s free will, his attempts to
make choices concerning his existence according to his individual passions, his
interests as he understands them, his convictions, his moral options etc. What
historical materialism does state is: (1) that these choices are strongly
predetermined by the social framework (education, prevailing ideology and moral
‘values’, variants of behaviour limited by material conditions etc.); (2) that the
outcome of the collision of millions of different passions, interests and options
is essentially a phenomenon of social logic and not of individual psychology.
Here, class interests are predominant.

There is no example in history of a ruling class not trying to defend its class
rule, or of an exploited class not trying to limit (and occasionally eliminate)
the exploitation it suffers. So outside classless society, the class struggle is a
permanent feature of human society. In fact, one of the key theses of historical
materialism is that ‘the history of humankind is the history of class struggles’
(Marx, Communist Manifesto, 1848).

The immediate object of class struggle is economic and material. It is a struggle
for the division of the social product between the direct producers (the productive,
exploited class) and those who appropriate what Marx calls the social surplus
product, the residuum of the social product once the producers and their offspring
are fed (in the large sense of the word; i.e. the sum total of the consumer goods
consumed by that class) and the initial stock of tools and raw materials is
reproduced (including the restoration of the initial fertility of the soil). The ruling
class functions as a ruling class essentially through the appropriation of the social
surplus product. By getting possession of the social surplus product, it acquires
the means to foster and maintain most of the superstructural activities mentioned
above; and by doing so, it can largely determine their function — to maintain
and reproduce the given social structure, the given mode of production — and
their contents.

We say ‘largely determine’ and not ‘completely determine’. First, there is an
‘immanent dialectical’, i.e. an autonomous movement, of each specific
superstructural sphere of activity. Each generation of scientists, artists,
philosophers, theologists, lawyers and politicians finds a given corpus of ideas,
forms, rules, techniques, ways of thinking, to which it is initiated through
education and current practice, etc. It is not forced to simply continue and
reproduce these elements. It can transform them, modify them, change their
interconnections, even negate them. Again: historical materialism does not deny
that there is a specific history of science, a history of art, a history of philosophy,
a history of political and moral ideas, a history of religion etc., which all follow
their own logic. It tries to explain why a certain number of scientific, artistic,
philosophical, ideological, juridical changes or even revolutions occur at a given
time and in given countries, quite different from other ones which occurred some
centuries earlier elsewhere. The nexus of these ‘revolutions’ with given historical
periods is a nexus of class interests.



Marxian economics

Second, each social formation (i.e. a given country in a given epoch) while
being characterized by predominant relations of production (i.e. a given mode
of production at a certain phase of its development) includes different relations
of production which are largely remnants of the past, but also sometimes nuclei of
future modes of production. Thus there exists not only the ruling class and
the exploited class characteristic of that prevailing mode of production (capitalists
and wage earners under capitalism). There also exist remnants of social classes
which were predominant when other relations of production prevailed and which,
while having lost their hegemony, still manage to survive in the interstices of the
new society. This is, for example, the case with petty commodity producers
(peasants, handicraftsmen, small merchants), semi-feudal landowners, and even
slave-owners, in many already predominantly capitalist social formations
throughout the 19th and part of the 20th centuries. Each of these social classes
has its own ideology, its own religious and moral values, which are intertwined
with the ideology of the hegemonic ruling class, without becoming completely
absorbed by that ideology.

Third, even after a given ruling class (e.g. the feudal or semi-feudal nobility)
has disappeared as a ruling class, its ideology can survive through sheer force
of social inertia and routine (custom). The survival of traditional ancien régime
catholic ideology in France during a large part of the 19th century, in spite of
the sweeping social, political and ideological changes ushered in by the French
revolution, is an illustration of that rule.

Finally, Marx’s statement that the ruling ideology of each epoch is the ideology
of the ruling class — another basic tenet of historical materialism — does not express
more than it actually says. It implies that other ideologies can exist side by side
with that ruling ideology without being hegemonic. To cite the most important
of these occurrences: exploited and (or) oppressed social classes can develop
their own ideology, which will start to challenge the prevailing hegemonic one.
In fact, an ideological class struggle accompanies and sometimes even precedes
the political class struggle properly speaking. Religious and philosophical
struggles preceding the classical bourgeois revolutions; the first socialist critiques
of bourgeois society preceding the constitution of the first working-class parties
and revolutions, are examples of that type.

The class struggle has been up to now the great motor of history. Human
beings make their own history. No mode of production can be replaced by
another one without deliberate actions by large social forces, i.e. without social
revolution (or counter-revolution). Whether these revolutions or counter-
revolutions actually lead to the long-term implementation of deliberate projects
of social reorganization is another matter altogether. Very often, their outcome
is to a large extent different from the intention of the main actors.

Human beings act consciously, but they can act with false consciousness. They
do not necessarily understand why they want to realize certain social and (or)
political plans, why they want to maintain or to change economic or juridical
institutions; and especially, they rarely understand in a scientific sense the laws
of social change, the material and social preconditions for successfully conserving
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or changing such institutions. Indeed, Marx claims that only with the discovery
of the main tenets of historical materialism have we made a significant step
forward towards understanding these laws, without claiming to be able to predict
‘all’ future developments of society.

Social change, social revolutions and counter-revolutions are furthermore
occurring within determined material constraints. The level of development of
the productive forces — essentially tools and human skills, including their effects
upon the fertility of the soil — limits the possibilities of institutional change. Slave
labour has shown itself to be largely incompatible with the factory system based
upon contemporary machines. Socialism would not be durably built upon the
basis of the wooden plough and the potter’s wheel. A social revolution generally
widens the scope for the development of the productive forces and leads to social
progress in most fields of human activity in a momentous way. Likewise, an
epoch of deep social crisis is ushered in when there is a growing conflict between
the prevailing mode of production (i.e. the existing social order) on the one hand,
and the further development of the productive forces on the other. Such a social
crisis will then manifest itself on all major fields and social activity: politics,
ideology, morals and law, as well as in the realm of the economic life properly
speaking.

Historical materialism thereby provides a measuring stick for human progress:
the growth of the productive forces, measurable through the growth of the average
productivity of labour, and the number, longevity and skill of the human species.
This measuring stick in no way abstracts from the natural preconditions for
human survival and human growth (in the broadest sense of the concept). Nor
does it abstract from the conditional and partial character of such progress, in
terms of social organization and individual alienation.

In the last analysis, the division of society into antagonistic social classes
reflects, from the point of view of historical materialism, an inevitable limitation
of human freedom. For Marx and Engels, the real measuring rod of human
freedom, i.e. of human wealth, is not ‘productive labour’; this only creates the
material pre-condition for that freedom. The real measuring rod is leisure time,
not in the sense of ‘time for doing nothing’ but in the sense of time freed from
the iron necessity to produce and reproduce material livelihood, and therefore
disposable for all-round and free development of the individual talents, wishes,
capacities, potentialities, of each human being.

As long as society is too poor, as long as goods and services satisfying basic
needs are too scarce, only part of society can be freed from the necessity to
devote most of its life to ‘work for a livelihood’ (i.e. of forced labour, in the
anthropological/sociological sense of the word, that is in relation to desires,
aspirations and talents, not to a juridical status of bonded labour). That is
essentially what represents the freedom of the ruling classes and their hangers-on,
who are ‘being paid to think’, to create, to invent, to administer, because they
have become free from the obligation to bake their own bread, weave their own
clothes and build their own houses.

Once the productive forces are developed far enough to guarantee all human
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beings satisfaction of their basic needs by ‘productive labour’ limited to a minor
fraction of lifetime (the half work-day or less), then the material need of the
division of society in classes disappears. Then, there remains no objective basis
for part of society to monopolize administration, access tc information,
knowledge, intellectual labour. For that reason, historical materialism explains
both the reasons why class societies and class struggles arose in history, and
why they will disappear in the future in a classless society of democratically
self-administering associated producers.

Historical materialism therefore contains an attempt at explaining the origin,
the functions and the future withering away of the state as a specific institution,
as well as an attempt to explain politics and political activity in general, as an
expression of social conflicts centred around different social interests (mainly,
but not only, those of different social classes; important fractions of classes, as
well as non-class social groupings, also come into play).

For Marx and Engels, the state is not existent with human society as such,
or with ‘organized society’ or even with ‘civilized society’ in the abstract, neither
is it the result of any voluntarily concluded ‘social contract’ between individuals.
The state is the sum total of apparatuses, i.e. special groups of people separate
and apart from the rest (majority) of society, that appropriate to themselves
functions of a respressive or integrative nature which were initially exercised by
all citizens. This process of alienation occurs in conjunction with the emergence
of social classes. The state is an instrument for fostering, conserving and
reproducing a given class structure, and not a neutral arbiter between antagonistic
class interests.

The emergence of a classless society is therefore closely intertwined, for
adherents to historical materialism, with the process of withering away of the
state, i.e. of gradual devolution to the whole of society (self-management,
self-administration) of all specific functions today exercised by special
apparatuses, i.e. of the dissolution of these apparatuses. Marx and Engels
visualized the dictatorship of the proletariat, the last form of the state and of
political class rule, as an instrument for assuring the transition from class society
to classless society. It should itself be a state of a special kind, organizing its
own gradual disappearance.

We said above that, from the point of view of historical materialism, the
immediate object of class struggle is the division of the social product between
different social classes. Even the political class struggle in the final analysis serves
that main purpose; but it also covers a much broader field of social conflicts.
As all state activities have some bearing upon the relative stability of a given social
formation, and the class rule to which it is submitted, the class struggle can
extend to all fields of politics from foreign policy to educational problems and
religious conflicts. This has of course to be proven through painstaking analysis,
and not proclaimed as an axiom or a revealed truth. When conducted successfully,
such exercises in class analysis and class definition of political, social and even
literary struggles becomes impressive works of historical explanation, as for
example Marx’s Class Struggles in France 1848—50, Engels’ The German Peasant
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War, Franz Mehring’s Die Lessing-Legende, Trotsky’s History of the Russian
Revolution, etc.

MARX’S ECONOMIC THEORY - GENERAL APPROACH AND INFLUENCE

A general appraisal of Marx’s method of economic analysis is called for prior to
an outline of his main economic theories (theses and hypotheses).

Marx is distinct from most important economists of the 19th and 20th centuries
in that he does not consider himself at all an ‘economist’ pure and simple. The
idea that ‘economic science’ as a special science completely separate from
sociology, history, anthropology etc. cannot exist, underlies most of his economic
analysis. Indeed, historical materialism is an attempt at unifying all social sciences,
if not all sciences about humankind, into a single ‘science of society’. For sure,
within the framework of this general ‘science of society’, economic phenomena
could and should be submitted to analysis as specific phenomena. So economic
theory, economical science, has a definite autonomy after all; but it is only a partial
and relative one.

Probably the best formula for characterizing Marx’s economic theory would
be to call it an endeavour to explain the social economy. This would be true in
a double sense. For Marx, there are no eternal economic laws, valid in every
epoch of human prehistory and history. Each mode of production has its own
specific economic laws, which lose their relevance once the general social
framework has fundamentally changed. For Marx likewise, there are no economic
laws separate and apart from specific relations between human beings, in the
primary (but not only, as already summarized) social relations of production.
All attempts to reduce economic problems to purely material, objective ones, to
relations between things, or between things and human beings, would be
considered by Marx as manifestations of mystification, of false consciousness,
expressing itself through the attempted reification of human relations. Behind
relations between things, economic science should try to discover the specific
relations between human beings which they hide. Real economic science has
therefore also a demystifying function compared to vulgar ‘economics’, which
takes a certain number of ‘things’ for granted without asking the questions: Are
they really only what they appear to be? From where do they originate? What
explains these appearances? What lies behind them? Where do they lead? How
could they (will they) disappear? Problemblindheit, the refusal to see that facts
are generally more problematic than they appear at first sight, is certainly not
a reproach one could address to Marx’s economic thought.

Marx’s economic analysis is therefore characterized by a strong ground current
of historical relativism, with a strong recourse to the genetical and evolutionary
method of thinking (that is why the parallel with Darwin has often been made,
sometimes in an excessive way). The formula ‘genetic structuralism” has also been
used in relation to Marx’s general approach to economic analysis. Be that as it
may, one could state that Marx’s economic theory is essentially geared to the
discovery of specific ‘laws of motion’ for successive modes of production. While
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his theoretical effort has been mainly centred around the discovery of these laws
of motion for capitalist society, his work contains indications of such laws —
different ones, to be sure — for precapitalist and postcapitalist social formations
too.

The main link between Marx’s sociology and anthropology on the one hand,
and his economic analysis on the other, lies in the key role of social labour as the
basic anthropological feature underlying all forms of social organization. Social
labour can be organized in quite different forms, thereby giving rise to quite
different economic phenomena (‘facts’). Basically different forms of social labour
organization lead to basically different sets of economic institutions and
dynamics, following basically different logics (obeying basically different ‘laws
of motion’).

All human societies must assure the satisfaction of a certain number of basic
needs, in order to survive and reproduce themselves. This leads to the necessity
of establishing some sort of equilibrium between social recognized needs, i.e.
current consumption and current production. But this abstract banality does not
tell us anything about the concrete way in which social labour is organized in
order to achieve that goal.

Society can recognize all individual labour as immediately social labour. Indeed,
it does so in innumerable primitive tribal and village communities, as it does in
the contemporary kibbutz. Directly social labour can be organized in a despotic
or in a democratic way, through custom and superstition as well as through an
attempt at applying advanced science to economic organization; but it will always
be immediately recognized social labour, inasmuch as it is based upon a priori
assignment of the producers to their specific work (again: irrespective of the
form this assignation takes, whether it is voluntary or compulsory, despotic or
simply through custom etc.).

But when social decision-taking about work assignation (and resource
allocation closely tied to it) is fragmented into different units operating
independently from each other — as a result of private control (property) of the
means of production, in the economic and not necessarily the juridical sense of
the word — then social labour in turn is fragmented into private labours which
are not automatically recognized as socially necessary ones (whose expenditure
is not automatically compensated by society). Then the private producers have
to exchange parts or all of their products in order to satisfy some or all of their
basic needs. Then these products become commodities. The economy becomes
a (partial or generalized) market economy. Only by measuring the results of the
sale of his products can the producer (or owner) ascertain what part of his private
labour expenditure has been recognized (compensated) as social labour, and
what part has not.

Even if we operate with such simple analytical tools as ‘directly social labour’,
‘private labour’, ‘socially recognized social labour’, we have to make quite an
effort at abstracting from immediately apparent phenomena in order to
understand their relevance for economic analysis. This is true for all scientific
analysis, in natural as well as in social sciences. Marx’s economic analysis, as
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presented in his main books, has not been extremely popular reading; but then,
there are not yet so many scientists in these circumstances. This has nothing to
do with any innate obscurity of the author, but rather with the nature of scientific
analysis as such.

The relatively limited number of readers of Marx’s economic writings (the first
English paperback edtion of Das Kapital appeared only in 1974!) is clearly tied
to Marx’s scientific rigour, his effort at a systematic and all-sided analysis of the
phenomena of the capitalist economy.

But while his economic analysis lacked popularity, his political and historical
projections became more and more influential. With the rise of independent
working-class mass parties, an increasing number of these proclaimed themselves
as being guided or influenced by Marx, at least in the epoch of the Second and
the Third Internationals, roughly the half century from 1890 till 1940. Beginning
with the Russian revolution of 1917, a growing number of governments and of
states claimed to base their policies and constitutions on concepts developed by
Marx. (Whether this was legitimate or not is another question.) But the fact
itself testifies to Marx’s great influence on contemporary social and political
developments, evolutionary and revolutionary alike.

Likewise, his diffused influence on social science, including academic economic
theory, goes far beyond general acceptance or even substantial knowledge of his
main writings. Some key ideas of historical materialism and of economic analysis
which permeate his work — e.g. that economic interests to a large extent influence,
if not determine, political struggles; that historic evolution is linked to important
changes in material conditions; that economic crises (‘the business cycle’) are
unavoidable under conditions of capitalist market economy — have become
near-platitudes. It is sufficient to notice how major economists and historians
strongly denied their validity throughout the 19th century and at least until the
1920s, to understand how deep has been Marx’s influence on contemporary
social science in general.

MARX’S LABOUR THEORY OF VALUE

As an economist, Marx is generally situated in the continuity of the great classical
school of Adam Smith and Ricardo. He obviously owes a lot to Ricardo, and
conducts a running dialogue with that master in most of his mature economic
writings.

Marx inherited the labour theory of value from the classical school. Here the
continuity is even more pronounced; but there is also a radical break. For
Ricardo, labour is essentially a numeraire, which enables a common computation
of labour and capital as basic elements of production costs. For Marx, labour
is value. Value is nothing but that fragment of the total labour potential existing
in a given society in a certain period (e.g. a year or a month) which is used for
the output of a given commodity, at the average social productivity of labour
existing then and there, divided by the total number of these commodities
produced, and expressed in hours (or minutes), days, weeks, months of labour.
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Value is therefore essentially a social, objective and historically relative
category. It is social because it is determined by the overall result of the fluctuating
efforts of each individual producer (under capitalism: of each individual firm
or factory). It is objective because it is given, once the production of a given
commodity is finished, and is thus independent from personal (or collective)
valuations of customers on the market place; and it is historically relative because
it changes with each important change (progress or regression) of the average
productivity of labour in a given branch of output, including in agriculture and
transportation.

This does not imply that Marx’s concept of value is in any way completely
detached from consumption. It only means that the feedback of consumers’
behaviour and wishes upon value is always mediated through changes in the
allocation of labour inputs in production, labour being seen as subdivided into
living labour and dead (dated) labour, i.e. tools and raw materials. The market
emits signals to which the producing units react. Value changes after these
reactions, not before them. Market price changes can of course occur prior to
changes in value. In fact, changes in market prices are among the key signals
which can lead to changes in labour allocation between different branches of
production, i.e. to changes in labour quantities necessary to produce given
commodities. But then, for Marx, values determine prices only basically and in
the medium-term sense of the word. This determination only appears clearly as
an explication of medium and long-term price movements. In the shorter run,
prices fluctuate around values as axes. Marx never intended to negate the
operation of market laws, of the law of supply and demand, in determining these
short-term fluctuations.

The ‘law of value’ is but Marx’s version of Adam Smith’s ‘invisible hand’. In
a society dominated by private labour, private producers and private ownership
of productive inputs, it is this ‘law of value’, an objective economic law operating
behind the backs of all people, all ‘agents’ involved in production and
consumption, which, in the final analysis, regulates the economy, determines what
is produced and how it is produced (and therefore also what can be consumed).
The ‘law of value’ regulates the exchange between commodities, according to
the quantities of socially necessary abstract labour they embody (the quantity
of such labour spent in their production). Through regulating the exchange
between commodities, the ‘law of value’ also regulates, after some interval, the
distribution of society’s labour potential and of society’s non-living productive
resources between different branches of production. Again, the analogy with
Smith’s ‘invisible hand’ is striking.

Marx’s critique of the ‘invisible hand’ concept does not dwell essentially on
the analysis of how a market economy actually operates. It would above all
insist that this operation is not eternal, not immanent in ‘human nature’, but
created by specific historical circumstances, a product of a special way of social
organization, and due to disappear at some stage of historical evolution as it
appeared during a previous stage. And it would also stress that this ‘invisible
hand’ leads neither to the maximum of economic growth nor to the optimum
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of human wellbeing for the greatest number of individuals, i.e. it would stress
the heavy economic and social price humankind had to pay, and is still currently
paying, for the undeniable progress the market economy produced at a given
stage of historical evolution.

The formula “quantities of abstract human labour’ refers to labour seen strictly
as a fraction of the total labour potential of a given society at a given time, say
a labour potential of 2 billion hours a year (1 million potential producers, each
supposedly capable of working 2000 hours a year). It therefore implies making
an abstraction of the specific trade or occupation of a given male or female
producer, the product of a day’s work of a weaver not being worth less or more
than that of a peasant, a miner, a housebuilder, a milliner or a scamstress. At
the basis of that concept of ‘abstract human labour’ lies a social condition, a
specific set of social relations of production, in which small independent producers
are essentially equal. Without that equality, social division of labour, and
therefore satisfaction of basic consumers’ needs, would be seriously endangered
under that specific organizational set-up of the economy. Such an equality
between small commodity owners and producers is later transformed into an
equality between owners of capital under the capitalist mode of production.

But the concept of the homogeneity of productive human labour, underlying
that of ‘abstract human labour’ as the essence of value, does not imply a negation
of the difference between skilled and unskilled labour. Again: a negation of that
difference would lead to the breakdown of the necessary division of labour, as
would any basic heterogeneity of labour inputs in different branches of output.
It would then not pay to acquire skills: most of them would disappear. So Marx’s
labour theory of value, in an internally coherent way, leads to the conclusion that
one hour of skilled labour represents more value than one hour of unskilled
labour, say represents the equivalent of 1.5 hours of unskilled labour. The
difference would result from the imputation of the labour it costs to acquire the
given skill. While an unskilled labourer would have a labour potential of 120,000
hours during his adult life, a skilled labourer would only have a labour potential of
80,000 hours, 40,000 being used for acquiring, maintaining and developing his
skill. Only if one hour of skilled labour embodies the same value of 1.5 hours
of unskilled labour, will the equality of all ‘economic agents’ be maintained under
these circumstances, i.e. will it ‘pay’ economically to acquire a skill.

Marx himself never extensively dwelled on this solution of the so-called
reduction problem. This remains indeed one of the most obscure parts of his
general economic theory. It has led to some, generally rather mild, controversy.
Much more heat has been generated by another facet of Marx’s labour theory
of value, the so-called transformation problem. Indeed, from Bohm-Bawerk
writing a century ago till the recent contributions of Sraffa (1960) and Steedman
(1977), the way Marx dealt with the transformation of values into ‘prices of
production’ in Capital Vol. III has been considered by many of his critics as the
main problem of his ‘system’, as well as being a reason to reject the labour
theory of value out of hand.

The problem arises out of the obvious modification in the functioning of a
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market economy when capitalist commodity production substitutes itself for
simple commodity production. In simple commodity production, with generally
stable technology and stable (or easily reproduceable) tools, living labour is
the only variable of the quantity and subdivision of social production. The
mobility of labour is the only dynamic factor in the economy. As Engels pointed
out in his Addendum to Capital Vol. III (Marx, g, pp. 1034-7), in such an
economy, commodities would be exchanged at prices which would be
immediately proportional to values, to the labour inputs they embody.

But under the capitalist mode of production, this is no longer the case.
Economic decision-taking is not in the hands of the direct producers. It is in the
hands of the capitalist entrepreneurs in the wider sense of the word (bankers —
distributors of credit — playing a key role in that decision-taking, besides
entrepreneurs in the productive sector properly speaking). Investment decisions,
i.e. decisions for creating, expanding, reducing or closing enterprises, determine
economic life. It is the mobility of capital and not the mobility of labour which
becomes the motive force of the economy. Mobility of labour becomes essentially
an epiphenomenon of the mobility of capital.

Capitalist production is production for profit. Mobility of capital is determined
by existing or expected profit differentials. Capital leaves branches (countries,
regions) with lower profits (or profit expectations) and flows towards branches
(countries, regions) with higher ones. These movements lead to an equalization
of the rate of profit between different branches of production. But approximately
equal returns on all invested capital (at least under conditions of prevailing ‘free
competition’) coexist with unequal proportions of inputs of labour in these
different branches. So there is a disparity between the direct value of a commodity
and its ‘price of production’, that ‘price of production’ being defined by Marx
as the sum of production costs (costs of fixed capital and raw materials plus
wages) and the average rate of profit multiplied with the capital spent in the
given production.

The so-called ‘transformation problem’ relates to the question of whether a
relation can nevertheless be established between value and these ‘prices of
production’, what is the degree of coherence (or incoherence) of the relation with
the ‘law of value’ (the labour theory of value in general), and what is the correct
quantitative way to express that relation, if it exists.

We shall leave aside here the last aspect of the problem, to which extensive
analysis has recently been devoted (Mandel and Freeman, 1984). From Marx’s
point of view, there is no incoherence between the formation of ‘prices of
production” and the labour theory of value. Nor is it true that he came upon
that alleged difficulty when he started to prepare Capital Vol. II1, i.e. to deal
with capitalist competition, as several critics have argued (see e.g. Joan
Robinson, 1942). In fact, his solution of the transformation problem is already
present in the Grundrisse (Marx, d), before he even started to draft Capital Vol. .

The sum total of value produced in a given country during a given span of
time (e.g. one year) is determined by the sum total of labour-inputs. Competition
and movements of capital cannot change that quantity. The sum total of values
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equals the sum total of ‘prices of production’. The only effect of capital
competition and capital mobility is to redistribute that given sum — and this
through a redistribution of surplus value (see below) — between different capitals,
to the benefit of some and at the expense of others.

Now the redistribution does not occur in a haphazard or arbitrary way.
Essentially value (surplus-value) is transferred from technically less advanced
branches to technologically more advanced branches. And here the concept of
‘quantities of socially necessary labour’ comes into its own, under the conditions
of constant revolutions of productive technology that characterize the capital
mode of production. Branches with lower than average technology (organic
composition of capital, see below) can be considered as wasting socially necessary
labour. Part of the labour spent in production in their realm is therefore not
compensated by society. Branches with higher than average technology (organic
composition of capital) can be considered to be economizing social labour; their
labour inputs can therefore be considered as more intensive than average,
embodying more value. In this way, the transfer of value (surplus-value) between
different branches, far from being in contradiction with the law of value, is
precisely the way it operates and should operate under conditions of ‘capitalist
equality’, given the pressure of rapid technological change.

As to the logical inconsistency often supposedly to be found in Marx’s method
of solving the ‘transformation problem’ — first advanced by von Bortkiewicz (1907)
— it is based upon a misunderstanding in our opinion. It is alleged that in his
‘transformation schemas’ (or tables) (Marx, g, pp. 255—6) Marx calculates inputs
in ‘values’ and outputs in ‘prices of production’, thereby omitting the feedback
effect of the latter on the former. But that feedback effect is unrealistic and
unnecessary, once one recognizes that inputs are essentially data. Movements
of capital posterior to the purchase of machinery or raw materials, including the
ups and downs of prices of finished products produced with these raw materials,
cannot lead to a change in prices and therefore of profits of the said machinery
and raw materials, on sales which have already occurred. What critics present as
an inconsistency between ‘values’ and ‘prices of production’ is simply a recognition
of two different time-frameworks (cycles) in which the equalization of the rate of
profit has been achieved, a first one for inputs, and a second, later one for outputs.

MARX’S THEORY OF RENT

The labour theory of value defines value as the socially necessary quantity of
labour determined by the average productivity of labour of each given sector of
production. But these values are not mathematically fixed data. They are simply
the expression of a process going on in real life, under capitalist commodity
production. So this average is only ascertained in the course of a certain
time-span. There is a lot of logical argument and empirical evidence to advance
the hypothesis that the normal time-span for essentially modifying the value of
commodities is the business cycle, from one crises of over-production (recession)
to the next one.
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Before technological progress and (or) better (more ‘rational’) labour
organization etc. determines a more than marginal change (in general: decline)
in the value of a commodity, and the crisis eliminates less efficient firms, there
will be a coexistence of firms with various ‘individual values’ of a given commodity
in a given branch of output, even assuming a single market price. So, in his
step-for-step approach towards explaining the immediate phenomena (facts of
economic life) like prices and profits, by their essence, Marx introduces at this
point of his analysis a new mediating concept, that of market value (Marx, g,
ch. 10). The market value of a commodity is the ‘individual value’ of the firm,
or a group of firms, in a given branch of production, around which the market
price will fluctuate. That ‘market value’ is not necessarily the mathematical
(weighted) average of labour expenditure of all firms of that branch. It can be
below, equal or above that average, for a certain period (generally less than the
duration of the business cycle, at least under ‘free competition’), according to
whether social demand is saturated, just covered or to an important extent not
covered by current output plus existing stocks. In these three cases respectively,
the more (most) efficient firms, the firms of average efficiency, or even firms with
labour productivity below average, will determine the market value of that given
commodity.

This implies that the more efficient firms enjoy surplus profits (profits over
and above the average profit) in case 2 and 3 and that a certain number of firms
work at less than average profit in all three cases, but especially in case 1.

The mobility of capital, i.e. normal capitalist competition, generally eliminates
such situations after a certain lapse of time. But when that mobility of capital
is impeded for long periods by either unavoidable scarcity (natural conditions
that are not renewable or non-substitutable, like land and mineral deposits) or
through the operation of institutional obstacles (private property of land and
mineral resources forbidding access to available capital, except in exchange for
payments over and above average profit), these surplus profits can be frozen
and maintained for decades. They thus become rents, of which ground rent and
mineral rent are the most obvious examples in Marx’s time, extensively analysed
in Capital Vol. 111 (Marx, g, part 6).

Marx’s theory of rent is the most difficult part of his economic theory, the
one which has witnessed fewer comments and developments, by followers and
critics alike, than other major parts of his ‘system’. But it is not obscure. And
in contrast to Ricardo’s or Rodbertus’s theories of rent, it represents a straight-
forward application of the labour theory of value. It does not imply any emergence
of ‘supplementary’ value (surplus value, profits) in the market, in the process of
circulation of commodities, which is anathema to Marx and to all consistent
upholders of the labour theory of value. Nor does it in any way suggest that land
or mineral deposits ‘create’ value. It simply means that in agriculture and mining
less productive labour (as in the general case analysed above) determines the
market value of food or minerals, and that therefore more efficient farms and
mines enjoy surplus profits which Marx calls differential (land and mining) rent.
It also means that as long as productivity of labour in agriculture is generally
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below the average of the economy as a whole (or more correctly: that the organic
composition of capital, the expenditure in machinery and raw materials as against
wages, is inferior in agriculture to that in industry and transportation), the sum
total of surplus-value produced in agriculture will accrue to landowners + capitalist
farmers taken together, and will not enter the general process of (re)distribution
of profit throughout the economy as a whole.

This creates the basis for a supplementary form of rent, over and above
differential rent, rent which Marx calls absolute land rent. This is, incidentally,
the basis for a long-term separation of capitalist landowners from enterpreneurs
in farming or animal husbandry, distinct from feudal or semi-feudal landowners
or great landowners under conditions of predominantly petty commodity
production, or in the Asiatic mode of production, with free peasants.

The validity of Marx’s theory of land and mining rents has been confirmed
by historical evidence, especially in the 20th century. Not only has history
substantiated Marx’s prediction that, in spite of the obstacle of land and mining
rent, mechanization would end up by penetrating food and raw materials
production too, as it has for a long time dominated industry and transportation,
thereby causing a growing decline of differential rent (this has occurred
increasingly in agriculture in the last 25-50 years, first in North America, and
then in Western Europe and even elsewhere). It has also demonstrated that once
the structural scarcity of food disappears, the institutional obstacle (private
property) loses most of its efficiency as a brake upon the mobility of capital.
Therefore the participation of surplus-value produced in agriculture in the general
process of profit equalization throughout the economy cannot be prevented any
more. Thereby absolute rent tends to wither away and, with it, the separation
of land ownership from entrepreneurial farming and animal husbandry. It is true
that farmers can then fall under the sway of the banks, but they do so as private
owners of their land which becomes mortgaged, not as share-croppers or
entrepreneurs renting land from separate owners.

On the other hand, the reappearance of structural scarcity in the realm of energy
enabled the OPEC countries to multiply the price of oil by ten in the 1970s, i.e.
to have it determined by the oilfields where production costs are the highest,
thereby assuring the owners of the cheapest oil wells in Arabia, Iran, Libya, etc.
huge differential minerals rents.

Marx’s theory of land and mineral rent can be easily extended into a general
theory of rent, applicable to all fields of production where formidable difficulties
of entry limit mobility of capital for extended periods of time. It thereby becomes
the basis of a marxist theory of monopoly and monopoly surplus profits, i.e. in
the form of cartel rents (Hilferding, 1910) or of technological rent (Mandel, 1972).
Lenin’s and Bukharin’s theories of surplus profit are based upon analogous but
not identical reasoning (Bukharin, 1914, 1926; Lenin, 1917).

But in all these cases of general application of the marxist theory of rent, the
same caution should apply as Marx applied to his theory of land rent. By its
very nature, capitalism, based upon private property, ie. ‘many capitals’ —
that is, competition — cannot tolerate any ‘eternal’ monopoly, a ‘permanent’
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surplus profit deducted from the sum total of profits which is divided among
the capitalist class as a whole. Technological innovations, substitution of new
products for old ones including the fields of raw materials and of food, will in the
long run reduce or eliminate all monopology situations, especially if the profit
differential is large enough to justify huge research and investment outlays.

MARX’S THEORY OF MONEY

In the same way as his theory of rent, Marx’s theory of money is a straightforward
application of the labour theory of value. As value is but the embodiment of
socially necessary labour, commodities exchange with each other in proportion to
the labour quanta they contain. This is true for the exchange of iron against
wheat as it is true for the exchange of iron against gold or silver. Marx’s theory
of money is therefore in the first place a commodity theory of money. A given
commodity can play the role of universal medium of exchange, as well as fulfil
all the other functions of money, precisely because it is a commodity, i.e. because
it is itself the product of socially necessary labour. This applies to the precious
metals in the same way it applies to all the various commodities which,
throughout history, have played the role of money.

It follows that strong upheavals in the ‘intrinsic’ value of the money-commodity
will cause strong upheavals in the general price level. In Marx’s theory of money,
(market) prices are nothing but the expression of the value of commodities in
the value of the money commodity chosen as a monetary standard. If £1
sterling = % ounce of gold, the formula ‘the price of 10 quarters of wheat is £1°
means that 10 quarters of wheat have been produced in the same socially
necessary labour times as 7 ounce of gold. A strong decrease in the average
productivity of labour in gold mining (as a result for example of a depletion of
the richer gold veins) will lead to a general depression of the average price level,
all other things remaining equal. Likewise, a sudden and radical increase in the
average productivity of labour in gold mining, through the discovery of new rich
gold fields (California after 1848; the Rand in South Africa in the 1890s) or
through the application of new revolutionary technology, will lead to a general
increase in the price level of all other commodities.

Leaving aside short-term oscillations, the general price level will move in
medium and long-term periods according to the relation between the fluctuations
of the productivity of labour in agriculture and industry on the one hand, and
the fluctuations of the productivity of labour in gold mining (if gold is
the money-commodity), on the other.

Basing himself on that commodity theory of money, Marx therefore criticized
as inconsistent Ricardo’s quantity theory (Marx, h, part 2). But for exactly the
same reason of a consistent application of the labour theory of value, the quantity
of money in circulation enters Marx’s economic analysis when he deals with the
phenomenon of paper money (Marx, c).

As gold has an intrinsic value, like all other commodities, there can be no
‘gold inflation’, as little as there can be a ‘steel inflation’. An abstraction made
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of short-term price fluctuations caused by fluctuations between supply and
demand, a persistent decline of the value of gold (exactly as for all other
commodities) can only be the result of a persistent increase in the average
productivity of labour in gold mining and not of an ‘excess’ of circulation in
gold. If the demand for gold falls consistently, this can only indirectly trigger off
a decline in the value of gold through causing the closure of the least productive
gold mines. But in the case of the money-commodity, such overproduction can
hardly occur, given the special function of gold of serving as a universal reserve
fund, nationally and internationally. It will always therefore find a buyer, be it
not, of course, always at the same ‘prices’ (in Marx’s economic theory, the
concept of the ‘price of gold’ is meaningless. As the price of a commodity is
precisely its expression in the value of gold, the ‘price of gold” would be the
expression of the value of gold in the value of gold).

Paper money, banks notes, are a money sign representing a given quantity of
the money-commodity. Starting from the above-mentioned example, a banknote
of £1 represents ;5 ounce of gold. This is an objective ‘fact of life’, which no
government or monetary authority can arbitrarily alter. It follows that any
emission of paper money in excess of that given proportion will automatically
lead to an increase in the general price level, always other things remaining
equal. If £1 suddenly represents only 55 ounce of gold, because paper money
circulation has doubled without a significant increase in the total labour time
spent in the economy, then the price level will tend to double too. The value of
# ounce of gold remains equal to the value of 10 quarters of wheat. But as {5
ounce of gold is now reprsented by £2 in paper banknotes instead of being
represented by £1, the price of wheat will move from £1 to £2 for 10 quarters
(from two shillings to four shillings a quarter before the introduction of the
decimal system).

This does not mean that in the case of paper money, Marx himself has become
an advocate of a quantity theory of money. While there are obvious analogies
between his theory of paper money and the quantity theory, the main difference
is the rejection by Marx of any mechanical automatism between the quantity of
paper money emitted on the one hand, and the general dynamic of the economy
(including on the price level) on the other.

In Marx’s explanation of the movement of the capitalist economy in its totality,
the formula ceteris paribus is meaningless. Excessive (or insufficient) emission of
paper money never occurs in a vacuum. It always occurs at a given stage of the
business cycle, and in a given phase of the longer-term historical evolution of
capitalism. It is thereby always combined with given ups and downs of the rate of
profit, of productivity of labour, of output, of market conditions (overproduction
or insufficient production). Only in connection with these other fluctuations can
the effect of paper money ‘inflation’ or ‘deflation’ be judged, including the effect
on the general price level. The key variables are in the field of production. The
key synthetic resultant is in the field of profit. Price moments are generally
epiphenomena as much as they are signals. To untwine the tangle, more is
necessary than a simple analysis of the fluctuations of the quantity of money.
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Only in the case of extreme runaway inflation of paper money would this be
otherwise; and even in that border case, relative price movements (different
degrees of price increases for different commodities) would still confirm that, in
the last analysis, the law of values rules, and not the arbitrary decision of the
Central Bank, or any other authority controlling or emitting paper money.

MARX’S THEORY OF SURPLUS-VALUE

Marx himself considered his theory of surplus-value his most important
contribution to the progress of economic analysis (Marx, [; letter to Engels of 24
August 1867). It is through this theory that the wide scope of his sociological and
historical thought enables him simultaneously to place the capitalist mode of
production in his historical context, and to find the root of its inner economic
contradictions and its laws of motion in the specific relations of production on
which it is based.

As said before, Marx’s theory of classes is based on the recognition that in
each class society, part of society (the ruling class) appropriates the social surplus
product. But that surplus product can take three essentially different forms (or
a combination of them). It can take the form of straightforward unpaid surplus
labour, as in the slave mode of production, early feudalism or some sectors of
the Asiatic mode of production (unpaid corvée labour for the Empire). It can
take the form of goods appropriated by the ruling class in the form of use-values
pure and simple (the products of surplus labour), as under feudalism when feudal
rent is paid in a certain amount of produce (produce rent) or in its more modern
remnants, such as sharecropping. And it can take a money form, like money-rent
in the final phases of feudalism, and capitalist profits. Surplus-value is essentially
just that: the money form of the social surplus product or, what amounts to the
same, the money product of surplus labour. It has therefore a common root
with all other forms of surplus product: unpaid labour.

This means that Marx’s theory of surplus-value is basically a deduction (or
residual) theory of the ruling classes’ income. The whole social product (the net
national income) is produced in the course of the process of production, exactly
as the whole crop is harvested by the peasants. What happens on the market
(or through appropriation of the produce) is a distribution (or redistribution) of
what already has been created. The surplus product, and therefore also its money
form, surplus-value, is the residual of that new (net) social product (income)
which remains after the producing classes have received their compensation (under
capitalism: their wages). This ‘deduction’ theory of the ruling classes’ income is
thus ipso factor an exploitation theory. Not in the ethical sense of the word —
although Marx and Engels obviously manifested a lot of understandable moral
indignation at the fate of all the exploited throughout history, and especially at
the fate of the modern protelariat — but in the economic one. The income of the
ruling classes can always be reduced in the final analysis to the product of unpaid
labour: that is the heart of Marx’s theory of exploitation.

That is also the reason why Marx attached so much importance to treating
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surplus-value as a general category, over and above profits (themselves subdivided
into industrial profits, bank profits, commercial profits etc.), interest and rent,
which are all part of the total surplus product produced by wage labour. It is
this general category which explains both the existence (the common interest)
of the ruling class (all those who live off surplus value), and the origins of the
class struggle under capitalism.

Marx likewise laid bare the economic mechanism through which surplus-value
originates. At the basis of that economic mechanism is a huge social upheaval
which started in Western Europe in the 15th century and slowly spread over the
rest of the continent and all other continents (in many so-called underdeveloped
countries, it is still going on to this day).

Through many concomitant economic (including technical), social, political
and cultural transformations, the mass of the direct producers, essentially
peasants and handicraftsmen, are separated from their means of production and
cut off from free access to the land. They are therefore unable to produce their
livelihood on their own account. In order to keep themselves and their families
alive, they have to hire out their arms, their muscles and their brains, to the
owners of the means of production (including land). If and when these owners
have enough money capital at their disposal to buy raw materials and pay wages,
they can start to organize production on a capitalist basis, using wage labour
to transform the raw materials which they buy, with the tools they own, into
finished products which they then automatically own too.

The capitalist mode of production thus presupposes that the producers’ labour
power has become a commodity. Like all other commodities, the commodity
labour power has an exchange value and a use value. The exchange value of
labour power, like the exchange value of all other commodities, .is the amount
of socially necessary labour embodied in it, i.e. its reproduction costs. This means
concretely the value of all the consumer goods and services necessary for a
labourer to work day after day, week after week, month after month, at
approximately the same level of intensity, and for the members of the labouring
classes to remain approximately stable in number and skill (i.e. for a certain
number of working-class children to be fed, kept and schooled, so as to replace
their parents when they are unable to work any more, or die). But the use value
of the commodity labour power is precisely its capacity to create new value,
including its potential to create more value than its own reproduction costs.
Surplus-value is but that difference between the total new value created by the
commodity labour power, and its own value, its own reproduction costs.

The whole marxian theory of surplus-value is therefore based upon that subtle
distinction between ‘labour power’ and ‘labour’ (or value). But there is nothing
‘metaphysical’ about this distinction. It is simply an explanation (demystification)
of a process which occurs daily in millions of cases.

The capitalist does not buy the worker’s ‘labour’. If he did that there would
be obvious theft, for the worker’s wage is obviously smaller than the total value
he adds to that of the raw materials in the course of the process of production.
No: the capitalist buys ‘labour power’, and often (not always of course) he buys
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it at its justum pretium, at its real value. So he feels unjustly accused when he is
said to have caused a ‘dishonest’ operation. The worker is victim not of vulgar
theft but of a social set-up which condemns him first to transform his productive
capacity into a commodity, then to sell that labour power on a specific market
(the labour market) characterized by institutional inequality, and finally to
content himself with the market price he can get for that commodity, irrespective
of whether the new value he creates during the process of production exceeds
that market price (his wage) by a small amount, a large amount, or an enormous
amount.

The labour power the capitalist has bought ‘adds value’ to that of the used-up
raw materials and tools (machinery, buildings etc.). If, and until that point of
time, this added value is inferior or equal to the workers’ wages, surplus-value
cannot originate. But in that case, the capitalist has obviously no interest in
hiring wage labour. He only hires it because that wage labour has the quality
(the use value) to add to the raw materials’ value more than its own value (i.e.
its own wages). This ‘additional added value’ (the difference between total ‘value
added’ and wages) is precisely surplus-value. Its emergence from the process of
production is the precondition for the capitalists’ hiring workers, for the existence
of the capitalist mode of production.

The institutional inequality existing on the labour market (masked for liberal
economists, sociologists and moral philosophers alike by juridical equality) arises
from the very fact that the capitalist mode of production is based upon
generalized commodity production, generalized market economy. This implies
that a propertyless labourer, who owns no capital, who has no reserves of larger
sums of money but who has to buy his food and clothes, pay his rent and even
elementary public transportation for journeying between home and workplace,
in a continuous way in exchange of money, is under the economic compulsion to
sell the only commodity he possesses, to wit his labour power, also on a
continuous basis. He cannot withdraw from the labour market until the wages
go up. He cannot wait.

But the capitalist, who has money reserves, can temporarily withdraw from
the labour market. He can lay his workers off, can even close or sell his enterprise
and wait a couple of years before starting again in business. The institutional
differences makes price determination of the labour market a game with loaded
dice, heavily biased against the working class. One just has to imagine a social
set-up in which each citizen would be guaranteed an annual minimum income
by the community, irrespective of whether he is employed or not, to understand
that ‘wage determination’ under these circumstances would be quite different
from what it is under capitalism. In such a set-up the individual would really
have the economic choice whether to sell his labour power to another person
(or a firm) or not. Under capitalism, he has no choice. His is forced by economic
compulsion to go through that sale, practically at any price.

The economic function and importance of trade unions for the wage-earners
also clearly arises from that elementary analysis. For it is precisely the workers’
‘combination’ and their assembling a collective resistance fund (what was called
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by the first French unions caisses de résistance, ‘reserve deposits’) which enables
them, for example through a strike, to withdraw the supply of labour power
temporarily from the market so as to stop a downward trend of wages or induce
a wage increase. There is nothing ‘unjust’ in such a temporary withdrawal of
the supply of labour power, as there are constant withdrawals of demand for
labour power by the capitalists, sometimes on a huge scale never equalled by
strikes. Through the functioning of strong labour unions, the working class tries
to correct, albeit partially and modestly, the institutional inequality on the labour
market of which it is a victim, without ever being able to neutralize it durably
or completely.

It cannot neutralize it durably because in the very way in which capitalism
functions there is a powerful built-in corrective in favour of capital: the inevitable
emergence of an industrial reserve army of labour. There are three key sources
for that reserve army: the mass of precapitalist producers and self-employed
(independent peasants, handicraftsmen, trades-people, professional people, small
and medium-sized capitalists); the mass of housewives (and to a lesser extent,
children); the mass of the wage-earners themselves, who potentially can be thrown
out of employment.

The first two sources have to be visualized not only in each capitalist country
seen separately but on a world scale, through the operations of international
migration. They are still unlimited to a great extent, although the number of
wage-earners the world over (including agricultural wage labourers) has already
passed the one billion mark. As the third source, while it is obviously not unlimited
(if wage labour would disappear altogether, if all wage labourers would be fired,
surplus-value production would disappear too; that is why ‘total robotism’ is
impossible under capitalism), its reserves are enormous, precisely in tandem with
the enormous growth of the absolute number of wage earners.

The fluctuations of the industrial reserve army are determined both by the
business cycle and by long-term trends of capital accumulation. Rapidly
increasing capital accumulation attracts wage labour on a massive scale, including
through international migration. Likewise, deceleration, stagnation or even
decline of capital accumulation inflates the reserve army of labour. There is thus
an upper limit to wage increases, when profits (realized profits and expected
profits) are ‘excessively’ reduced in the eyes of the capitalists, which triggers off
such decelerated, stagnating or declining capital accumulation, thereby decreasing
employment and wages, till a ‘reasonable’ level of profits is restored.

This process does not correspond to any ‘natural economic law’ (or necessity),
nor does it correspond to any ‘immanent justice’. It just expresses the inner logic
of the capitalist mode of production, which is geared to profit. Other forms of
economic organization could function, have functioned and are functioning on the
basis of other logics, which do not lead to periodic massive unemployment. On the
contrary, a socialist would say — and Marx certainly thought so — that the capitalist
system is an ‘unjust’, or better stated ‘alienating’, ‘inhuman’ social system,
precisely because it cannot function without periodically reducing employment
and the satisfaction of elementary needs for tens of millions of human beings.
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Marx’s theory of surplus-value is therefore closely intertwined with a theory
of wages which is far away from Malthus’s, Ricardo’s or the early socialists’
(like Ferdinand Lassalle’s) ‘iron law of wages’, in which wages tend to fluctuate
around the physiological minimum. That crude theory of ‘absolute pauperization’
of the working class under capitalism, attributed to Marx by many authors
(Popper, 1945, et al.), is not Marx’s at all, as many contemporary authors
have convincingly demonstrated (see among others Rosdolsky, 1968). Such an
‘iron law of wages’ is essentially a demographic one, in which birth rates and
the frequency of marriages determine the fluctuation of employment and
unemployment and thereby the level of wages.

The logical and empirical inconsistencies of such a theory are obvious. Let it
be sufficient to point out that while fluctuations in the supply of wage-labourers
are considered essential, fluctuations in the demand for labour power are left
out of the analysis. It is certainly a paradox that the staunch opponent of
capitalism, Karl Marx, pointed out as early as in the middle of the 19th century
the potential for wage increases under capitalism, even though not unlimited in
time and space. Marx also stressed the fact that for each capitalist, wage increases
of other capitalists’ workers are considered increases of potential purchasing
power, not increases in costs (Marx, d).

Marx distinguishes two parts in the workers’ wage, two elements of
reproduction costs of the commodity labour power. One is purely physiological,
and can be expressed in calories and energy quanta; this is the bottom below
which the wage cannot fall without destroying slowly rapidly the workers’ labour
capacity. The second one is historical-moral, as Marx calls it (Marx, i), and
consists of those additional goods and services which a shift in the class
relationship of forces, such as a victorious class struggle, enables the working
class to incorporate into the average wage, the socially necessary (recognized)
reproduction costs of the commodity labour power (e.g. holidays after the French
general strike of June 1936). This part of the wage is essentially flexible. It will
differ from country to country, continent to continent and from epoch to epoch,
according to many variables. But it has the upper limit indicated above: the
ceiling from which profits threaten to disappear, or to become insufficient in the
eyes of the capitalists, who then go on an ‘investment strike’.

So Marx’s theory of wages is essentially an accumulation-of-capital theory of
wages which sends us back to what Marx considered the first ‘law of motion’
of the capitalist mode of production: the compulsion for the capitalists to step
up constantly the rate of capital accumulation.

THE LAWS OF MOTION OF THE CAPITALIST MODE OF PRODUCTION

If Marx’s theory of surplus-value is his most revolutionary contribution to
economic science, his discovery of the basic long-term ‘laws of motion’
(development trends) of the capitalist mode of production constitutes undoubtedly
his most impressive scientific achievement. No other 19th-century author has
been able to foresee in such a coherent way how capitalism would function,
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would develop and would transform the world, as did Karl Marx. Many of the
most distinguished contemporary economists, starting with Wassily Leontief
(1938), and Joseph Schumpeter (1942) have recognized this.

While some of these ‘laws of motion’ have obviously created much controversy,
we shall nevertheless list them in logical order, rather than according to the
degree of consensus they command.

(a) The capitalist’s compulsion to accumulate. Capital appears in the form of
accumulated money, thrown into circulation in order to increase in value. No
owner of money capital will engage in business in order to recuperate exactly
the sum initially invested, and nothing more than that. By definition, the search
for profit is at the basis of all economic operations by owners of capital.

Profit (surplus-value, accretion of value) can originate outside the sphere of
production in a precapitalist society. It represents then essentially a transfer of
value (so-called primitive accumulation of capital); but under the capitalist mode
of production, in which capital has penetrated the sphere of production and
dominates it, surplus-value is currently produced by wage labour. It represents
a constant increase in value.

Capital can only appear in the form of many capitals, given its very
historical-social origin in private property (appropriation) of the means of
production. ‘Many capitals’ imply unavoidable competition. Competition in a
capitalist mode of production is competition for selling commodities in an
anonymous market. While surplus-value is produced in the process of production,
it is realized in the process of circulation, i.e. through the sale of the commodities.
The capitalist wants to sell at maximum profit. In practice, he will be satisfied
if he gets the average profit, which is a percentage really existing in his
consciousness (e.g. Mr Charles Wilson, the then head of the US automobile firm
General Motors, stated before a Congressional enquiry: we used to fix the
expected sales price of our cars by adding 15% to production costs). But he can
never be sure of this. He cannot even be sure that all the commodities produced
will find a buyer.

Given these uncertainties, he has to strive constantly to get the better of his
competitors. This can only occur through operating with more capital. This
means that at least part of the surplus-value produced will not be unproductively
consumed by the capitalists and their hangers-on through luxury consumption,
but will be accumulated, added to the previously existing capital.

The inner logic of capitalism is therefore not only to ‘work for profit’,
but also to ‘work for capital accumulation’. ‘Accumulate, accumulate; that is
Moses and the Prophets’, states Marx in Capital, Vol. I (Marx, e, p.742).
Capitalists are compelled to act in that way as a result of competition. It is
competition which basically fuels :his terrifying snowball logic: initial value
of capital — accretion of value (surplus-value) — accretion of capital — more
accretion of surplus-value — more accretion of capital etc. ‘Without competition,
the fire of growth would burn out’ ‘Marx, g, p. 368).

(b) The tendency towards constant technological revolutions. In the capitalist
mode of production, accumulation of capital is in the first place accumulation
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of productive capital, or capital invested to produce more and more commodities.
Competition is therefore above all competition between productive capitals, i.e.
‘many capitals’ engaged in mining, manufacturing, transportation, agriculture,
telecommunications. The main weapon in competition between capitalist firms
is cutting production costs. More advanced production techniques and more
‘rational’ labour organization are the main means to achieve that purpose. The
basic trend of capital accumulation in the capitalist mode of production is
therefore a trend towards more and more sophisticated machinery. Capital
growth takes the dual form of higher and higher value of capital and of constant
revolutions in the techniques of production, of constant technological process.

(c) The capitalists’ unquenchable thirst for surplus-value extraction. The
compulsion for capital to grow, the irresistible urge for capital accumulation,
realizes itself above all through a constant drive for the increase of the production
of surplus-value. Capital accumulation is nothing but surplus-value capitalization,
the transformation of part of the new surplus-value into additional capital. There
is no other source of additional capital than additional surplus-value produced
in the process of production.

Marx distinguishes two different forms of additional surplus-value production.
Absolute surplus-value accretion occurs essentially through the extension of the
work day. If the worker reproduces the equivalent of his wages in 4 hours a day,
an extension of the work day from 10 to 12 hours will increase surplus-value
from 6 to 8 hours. Relative surplus-value accretion occurs through an increase
of the productivity of labour in the wage-goods sector of the economy. Such an
increase in productivity implies that the equivalent of the value of an identical
basket of goods and services consumed by the worker could be produced in 2
hours instead of 4 hours of labour. If the work day remains stable at 10 hours
and real wages remain stable too, surplus-value will then increase from 6 to
8 hours.

While both processes occur throughout the hisiory of the capitalist mode of
production (viz. the contemporary pressure of employers in favour of overtime!),
the first one was prevalent first, the second one became prevalent since the
second half of the 19th century, first in Britain, France and Belgium, then in the
USA and Germany, later in the other industrialized capitalist countries, and
later still in the semi-industrialized ones. Marx calls this process the real
subsumption (subordination) of labour under capital (Marx, k), for it represents
not only an economic but also a physical subordination of the wage-earner under
the machine. This physical subordination can only be realized through social
control. The history of the capitalist mode of production is therefore also the
history of successive forms of — tighter and tighter — control of capital over the
workers inside the factories (Braverman, 1974); and of attempts at realizing that
tightening of control in society as a whole.

The increase in the production of relative surplus-value is the goal for which
capitalism tends to periodically substitute machinery for labour, i.e. to expand
the industrial reserve army of labour. Likewise, it is the main tool for maintaining
a modicum of social equilibrium, for when productivity of labour strongly
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increases, above all in the wage-good producing sectors of the economy, real
wages and profits (surplus-value) can both expand simultaneously. What were
previously luxury goods can even become mass-produced wage-goods.

(d) The tendency towards growing concentration and centralization of capital.
The growth of the value of capital means that each successful capitalist firm will be
operating with more and more capital. Marx calls this the tendency towards
growing concentration of capital. But in the competitive process, there are victors
and vanquished. The victors grow. The vanquished go bankrupt or are absorbed
by the victors. This process Marx calls the centralization of capital. It results in
a declining number of firms which survive in each of the key fields of production.
Many small and medium-sized capitalists disappear as indepedent business men
and women. They become in turn salary earners, employed by successful
capitalism firms. Capitalism itself is the big ‘expropriating’ force, suppressing
private property of the means of production for many, in favour of private
property for few.

(e) The tendency for the ‘organic composition of capital’ to increase. Productive
capital has a double form. It appears in the form of constant capital: buildings,
machinery, raw materials, energy. It appears in the form of variable capital:
capital spent on wages of productive workers. Marx calls the part of capital
used in buying labour power variable, because only that part produces additional
value. In the process of production, the value of constant capital is simply
maintained (transferred in toto or in part into the value of the finished product).
Variable capital on the contrary is the unique source of ‘added value’.

Marx postulates that the basic historic trend of capital accumulation is to
increase investment in constant capital at a quicker pace than investment in
variable capital; the relation between the two he calls the ‘organic composition
of capital’. This is both a technical/physical relation (a given production
technique implies the use of a given number of productive wage earners, even
if not in an absolutely mechanical way) and a value relation. The trend towards
an increase in the ‘organic composition of capital’ is therefore a historical trend
towards basically labour-saving technological progress.

This tendency has often been challenged by critics of Marx. Living in the age
of semi-automation and ‘robotism’, it is hard to understand that challenge. The
conceptual confusion on which this challenge is most based is an operation with
the ‘national wage bill’, i.e. a confusion between wages in general and variable
capital, which is only the wage bill of productive labour. A more correct index
would be the part of the labour costs in total production costs in the manufacturing
(and mining) sector. It is hard to deny that this proportion shows a downward
secular trend.

(f) The tendency of the rate of profit to decline. For the workers, the basic
relation they are concerned with is the rate of surplus-value, i.e the division of
‘value added’ between wages and surplus-value. When this goes up, their
exploitation (the unpaid labour they produce) obviously goes up. For the
capitalists, however, this relationship is not meaningful. They are concerned with
the relation between surplus-value and the totality of capital invested, never mind
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whether in the form of machinery and raw materials or in the form of wages.
This relation is the rate of profit. It is a function of two variables, the organic
composition of capital and the rate of surplus-value. If the value of constant
capital is represented by c, the value of variable capital (wages of productive
workers) by v and surplus-value by s, the rate of profit will be s/(c + v). This can
be rewritten as

S/—U+1
(c+v)/v

with the two variables emerging ((c¢ + v)/v obviously reflects ¢/v).

Marx postulates that the increase in the rate of surplus value has defiinite
limits, while the increase in the organic composition of capital has practically
none (automation, robotism). There will be a basic tendency for the rate of profit
to decline.

This is however absolutely true only on a very long-term, i.e. essentially
‘secular’, basis. In other time-frameworks, the rate of profit can fluctuate under
the influence of countervailing forces. Constant capital can be devalorized,
through ‘capital saving’ technical process, and through economic crises (see
below). The rate of surplus-value can be strongly increased in the short or medium
term, although each strong increase makes a further increase more difficult (Marx,
d, pp. 335-6); and capital can flow to countries (e.g. ‘Third World’ ones) or
branches (e.g. service sectors) where the organic composition of capital is
significantly lower than in the previously industrialized ones, thereby raising the
average rate of profit.

Finally, the increase in the mass of surplus-value — especially through the
extension of wage labour in general, i.e. the total number of workers — offsets
to a large extent the depressing effects of moderate declines of the average rate
of profit. Capitalism will not go out of business if the mass of surplus-value
produced increases ‘only’ from £10 to 17 billion, while the total mass of capital
has moved from £100 to 200 billion; and capital accumulation will not stop
under these circumstances, nor necessarily show down significantly. It would be
sufficient to have the unproductively consumed part of surplus-value pass e.g.
from £3 to £2 billion, to obtain a rate of capital accumulation of 15/200, i.e.
7.5%, even higher than the previous one of 7/100, in spite of a decline of the
rate of profit from 10 to 8.5%.

(g) The inevitability of class struggle under capitalism. One of the most
impressive projections by Marx was that of the inevitability of elementary class
struggle under capitalism. Irrespective of the social global framework or of their
own historical background, wage-earners will fight everywhere for higher real
wages and a shorter work day. They will form elementary organizations for the
collective instead of the individual sale of the commodity labour power, i.e. trade
unions. While at the moment Marx made that projection there were less than
half a million organized workers in at the most half a dozen countries in the
world, today trade unions encompass hundreds of millions of wage-earners spread
around the globe. There is no country, however, remote it might be, where
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the introduction of wage labour has not led to the appearance of worker’s
coalitions.

While elementary class struggle and elementary unionization of the working
class are inevitable under capitalism, higher, especially political forms of class
struggle, depend on a multitude of variables which determine the rapidity with
which they extend beyond smaller minorities of each ‘national” working class and
internationally. But there too the basic secular trend is clear. There were in 1900
innumerably more conscious socialists than in 1850, fighting not only for better
wages but, to use Marx’s words, for the abolition of wage labour (Marx, i) and
organizing working class parties for that purpose. There are today many more
than in 1900.

(h) The tendency towards growing social polarization. From two previously
enumerated trends, the trend towards growing centralization of capital and the
trend towards the growth of the mass of surplus-value, flow the trend towards
growing social polarization under capitalism. The proportion of the active
population represented by wage-labour in general, i.e. by the modern proletariat
(which extends far beyond productive workers in and by themselves), increases.
The proportion represented by self-employed (small, medium-sized and big
capitalists, as well as independent peasants, handicraftsmen, tradespeople and
‘free professions’ working without wage-labour) decreases. In fact, in several
capitalist countries the first category has already passed the 90 per cent mark,
while in Marx’s time it was below 50 per cent everywhere but in Britain. In most
industrialized (imperialist) countries, it has reached 8085 per cent.

This does not mean that the petty entrepreneurs have tended to disappear. 10
or 15-20 per cent out of 30 million people, not to say out of 120 million, still
represents a significant social layer. While many small businesses disappear,
especially in times of economic depression, as a result of severe competition,
they also are constantly created, especially in the interstices between big firms,
and in new sectors where they play an exploratory role. Also, the overall social
results of growing proletarization are not simultaneous with the economic process
in and by itself. From the point of view of class consciousness, culture, political
attitude, there can exist significant time-lags between the transformation of an
independent farmer, grocer or doctor into a wage-earner, and his acceptance of
socialism as an overall social solution for his own and society’s ills. But again,
the secular trend is towards growing homogeneity, less and less heterogeneity, of
the mass of the wage-earning class, and not the other way around. It is sufficient
to compare the differences in consumer patterns, attitudes towards unionization
or voting habits between manual workers, bank employees and government
functionaries in say 1900 and today, to note that they have decreased and not
increased.

(i) The tendency towards growing objective socialization of labour. Capitalism
starts in the form of private production on a medium-sized scale for a limited
number of largely unknown customers, on an uncontroilably wide market, i.e.
under conditions of near complete fragmentation of social labour and anarchy
of the economic process. But as a result of growing technological progress,
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tremendously increased concentration of capital, the conquest of wider and wider
markets throughout the world, and the very nature of the labour organization
inside large and even medium-sized capitalist factories, a powerful process of
objective socialization of labour is simultaneously set in motion. This process
constantly extends the sphere of economy in which not blind market laws but
conscious decisions and even large-scale cooperation prevail.

This is true especially inside mammoth firms (inside multinational corporations,
such ‘planning’ prevails far beyond the boundaries of nation-states, even the
most powerful ones!) and inside large-scale factories; but it is also increasingly
true for buyer/seller relations, in the first place on an inter-firm basis, between
public authorities and firms, and more often than one thinks between traders
and consumers too. In all these instances, the rule of the law of value becomes
more and more remote, indirect and discontinuous. Planning prevails on a short
and even medium-term basis.

Certainly, the economy still remains capitalist. The rule of the law of value
imposes itself brutally through the outburst of economic crises. Wars and social
crises are increasingly added to these economic crises to remind society that,
under capitalism, this growing objective socialization of labour and production
is indissolubly linked to private appropriation, i.e. to the profit motive as motor
of economic growth. That linkage makes the system more and more crisis-ridden;
but at the same time the growing socialization of labour and production creates
the objective basis for a general socialization of the economy, i.e. represents the
basis of the coming socialist order created by capitalism itself, within the
framework of its own system.

(j) The inevitability of economic crises under capitalism. This is another of
Marx’s projections which has been strikingly confirmed by history. Marx
ascertained that periodic crises of overproduction were unavoidable under
capitalism. In fact, since the crisis of 1825, the first one occurring on the world
market for industrial goods, to use Marx’s own formula, there have been
twenty-one business cycles ending (or beginning, according to the method of
analysis and measurement used) with twenty-one crises of overproduction. A
twenty-second is appearing on the horizon as we are writing.

Capitalist economic crises are always crises of overproduction of commodities
(exchange values), as opposed to pre- and post-capitalist economic crises, which
are essentially crises of underproduction of use-values. Under capitalist crises,
expanded reproduction — economic growth — is brutually interrupted, not because
too few commodities have been produced but, on the contrary, because a
mountain of produced commodities finds no buyers. This unleashes a spiral
movement of collapse of firms, firing of workers, contraction of sales (or orders)
for raw materials and machinery, new redundancies, new contraction of sales of
consumer goods etc. Through this contracted reproduction, prices (gold prices)
collapse, production and income is reduced, capital loses value. At the end of
the declining spiral, output (and stocks) have been reduced more than purchasing
power. Then production can pick up again; and as the crisis has both increased
the rate of surplus-value (through a decline of wages and a more ‘rational’ labour
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organization) and decreased the value of capital, the average rate of profit
increases. This stimulates investment. Employment increases, value production
and national income expand, and we enter a new cycle of economic revival,
prosperity, overheating and the next crisis.

No amount of capitalists’ (essentially large combines’ and monopolies’)
‘self-regulation’, no amount of government intervention, has been able to
suppress this cyclical movement of capitalist production. Nor can they succeed
in achieving that result. This cyclical movement is inextricably linked to
production for profit and private property (competition), which imply periodic
over-shooting (too little or too much investment and output), precisely because
each firm’s attempt at maximizing profit unavoidably leads to a lower rate of
profit for the system as a whole. It is likewise linked to the separation of value
production and value realization.

The only way to avoid crises of overproduction is to eliminate all basic sources
of disequilibrium in the economy, including the disequilibrium between
productive capacity and purchasing power of the ‘final consumers’. This calls
for elimination of generalized commodity production, of private property and
of class exploitation, i.e. for the elimination of capitalism.

MARX’S THEORY OF CRISES

Marx did not write a systematic treatise on capitalist crises. His major comments
on the subject are spread around his major economic writings, as well as his
articles for the New York Daily Tribune. The longest treatment of the subject is
in his Theorien itber den Mehrwert, subpart on Ricardo (Marx. h, Part 2). Starting
from these profound but unsystematic remarks, many interpretations of the
‘marxist theory of crises’ have been offered by economists who consider
themselves marxists. ‘Monocausal’ ones generally centre around ‘dispropor-
tionality’ (Bukharin, Hilferding, Otto Bauer) — anarchy of production as the key
cause of crises — or ‘underconsumption’ — lack of purchasing power of the ‘final
consumers’ as the cause of crises (Rosa Luxenburg, Sweezy). ‘Non-monocausal’
ones try to elaborate Marx’s own dictum according to which all basic
contradictions of the capitalist mode of production come into play in the process
leading to a capitalist crises (Grossman, Mandel).

The question of determining whether according to Marx, a crises of
overproduction is first of all a crisis of overproduction of commodities or a crisis
of overproduction of capital is really meaningless in the framework of Marx’s
economic analysis. The mass of commodities is but one specific form of capital,
commodity capital. Under capitalism, which is generalized commodity production,
no overproduction is possible which is not simultaneously overproduction of
commodities and overproduction of capital (overaccumulation).

Likewise, the question to know whether the crisis ‘centres’ on the sphere of
production or the sphere of circulation is largely meaningless. The crisis is a
disturbance (interruption) of the process of enlarged reprodution; and according
to Marx, the process of reproduction is precisely a (contradictory) unity of

31



Marxian economics

production and circulation. For capitalists, both individually (as separate firms)
and as the sum total of firms, it is irrelevant whether more surplus-value has
actually been produced in the process of production, if that surplus-value cannot
be totally realized in the process of circulation. Contrary to many economists,
academic and marxist alike, Marx explicitly rejected any Say-like illusion that
production more or less automatically finds is own market.

It is correct that in the last analysis, capitalist crises of overproduction result
from a downslide of the average rate of profit. But this does not represent a
variant of the ‘monocausal’ explanation of crises. It means that, under capitalism,
the fluctuations of the average rate of profit are in a sense the seismograph of
what happens in the system as a whole. So that formula just refers back to the
sum-total of partially independent variables, whose interplay causes the
fluctuations of the average rate of profit.

Capitalist growth is always disproportionate growth, ie. growth with
increasing disequilibrium, both between different departments of output (Marx
basically distinguishes department I, producing means of production, and
department II, producing means of consumption; other authors add a department
III producing non-reproductive goods — luxury goods and arms — to that list),
between different branches and between production and final consumption. In
fact, ‘equilibrium’ under capitalism is but a conceptual hypothesis practically
never attained in real life, except as a border case. The above mentioned tendency
of ‘overshooting’ is only an illustration of that more general phenomenon. So
‘average’ capital accumulation leads to an over-accumulation which leads to the
crisis and to a prolonged phenomenon of ‘underinvestment’ during the
depression. Output is then consistently inferior to current demand, which spurs
on capital accumulation, all the more so as each successive phase of economic
revival starts with new machinery of a higher technological level (leading to a
higher average productivity of labour, and to a bigger and bigger mountain of
produced commodities. Indeed, the very duration of the business cycle (in average
7.5 years for the last 160 years) seemed for Marx determined by the ‘moral’
life-time of fixed capital, i.e. the duration of the reproduction cycle (in value
terms, not in possible physical survival) of machinery.

The ups and downs of the rate of profit during the business cycle do not reflect
only the gyrations of the output/disposable income relation; or of the ‘organic
composition of capital’. They also express the varying correlation of forces
between the major contending classes of bourgeois society, in the first place the
short-term fluctuations of the rate of surplus-value reflecting major victories or
defeats of the working class in trying to uplift or defend its standard of living
and its working conditions. Technological progress and labour organization
‘rationalizations’ are capital’s weapons for neutralizing the effects of these
fluctuations on the average rate of profit and on the rate of capital accumulation.

In general, Marx rejected any idea that the working class (or the unions)
‘cause’ the crisis by ‘excessive wage demands’. He would recognize that under
conditions of overheating and ‘full employment’, real wages generally increase,
but the rate of surplus-value can simultaneously increase too. It can, however,
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not increase in the same proportion as the organic composition of capital. Hence
the decline of the average rate of profit. Hence the crisis.

But if real wages do not increase in times of boom, and as they unavoidable
decrease in times of depression, the average level of wages during the cycle in
its totality would be such as to cause even larger overproduction of wage goods,
which would induce an even stronger collapse of investment at the height of the
cycle, and in no way help to avoid the crisis.

Marx energetically rejected any idea that capitalist production, while it
appears as ‘production for production’s sake’, can really emancipate itself
from dependence on ‘final consumption’ (as alleged e.g. by Tugan-Baranowski).
While capitalist technology implies indeed a more and more ‘roundabout-
way-of-production’, and a relative shift of resources from department II to
department I (that is what the ‘growing organic composition of capital’
really means, after all), it can never develop the productive capacity of depart-
ment I without developing in the medium and long-term the productive capacity
of department II too, admittedly at a slower pace and in a lesser proportion.
So any medium or long-term contraction of final consumption, or final
consumers’ purchasing power, increases instead of eliminates the causes of the
crisis.

Marx visualized the business cycle as intimately intertwined with a credit
cycle, which can acquire a relative autonomy in relation to what occurs in
production properly speaking (Marx, g, pp. 570-73). An (over)expansion of
credit can enable the capitalist system to sell temporarily more goods that the
sum of real incomes created in current production plus past savings could buy.
Likewise, credit (over)expansion can enable them to invest temporarily more
capital than really accumulated surplus-value (plus depreciation allowances
and recovered value of raw materials) would have enabled them to invest (the
first part of the formula refers to net investments; the second to gross
investment).

But all this is only true temporarily. In the longer run, debts must be paid;
and they are not automatically paid through the results of expanded output and
income made possible by credit expansion. Hence the risk of a Krach, of a credit
or banking crisis, adding fuel to the mass of explosives which cause the crisis of
overproduction.

Does Marx’s theory of crisis imply a theory of an inevitable final collapse of
capitalism through purely economic mechanisms? A controversy has raged
around this issue, called the ‘collapse’ or ‘breakdown’ controversy. Marx’s own
remarks on the matter are supposed to be enigmatic. They are essentially
contained in the famous chapter 32 of volume I of Capital entitled ‘The historical
tendency of capitalist accumulation’, a section culminating in the battle cry: ‘The
expropriators are expropriated’ (Marx, e, p. 929). But the relevant paragraphs
of that chapter describe in a clearly non-enigmatic way, an interplay of ‘objective’
and ‘subjective’ transformations to bring about a downfall of capitalism, and not
a purely economic process. They list among the causes of the overthrow of
capitalism not only economic crisis and growing centralization of capital, but
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also the growth of exploitation of the workers and of their indignation and revolt
in the face of that exploitation, as well as the growing level of skill, organization
and unity of the working class. Beyond these general remarks, Marx, however,
does not go.

MARX AND ENGELS ON THE ECONOMY OF POST-CAPITALIST SOCIETIES

Marx was disinclined to comment at length about how a socialist or communist
economy would operate. He thought such comments to be essentially speculative.
Nevertheless, in his major works, especially the Grundrisse and Das Kapital, there
are some sparse comments on the subject. Marx returns to them at greater length
in two works he was to write in the final part of his life, his comments on the
Gotha Programme of united German social-democracy (Marx, j), and the chapters
on economics and socialism he wrote or collaborated with for Engels’ Anti-
Diihring (1878). Generally his comments, limited and sketchy as they are, can
be summarized in the following points.

Socialism is an economic system based upon conscious planning of production
by associated producers (nowhere does Marx say: by the state), made possible
by the abolition of private property of the means of production. As soon
as that private property is completely abolished, goods produced cease to
be commodities. Value and exchange value disappear. Production becomes
production for use, for the satisfaction of needs, determined by conscious
choice (ex ante decisions) of the mass of the associated producers themselves.
But overall economic organization in a postcapitalist society will pass through
two stages.

In the first stage, generally called ‘socialism’, there will be relative scarcity of
a number of consumer goods (and services), making it necessary to measure
exactly distribution based on the actual labour inputs of each individual (Marx
nowhere refers to different quantities and qualities of labour; Engels explicitly
rejects the idea that an architect, because he has more skill, should consume
more than a manual labourer). Likewise, there will still be the need to use
incentives for getting people to work in general. This will be based upon strict
equality of access for all trades and professions to consumption. But as human
needs are unequal, that formal equality masks the survival of real inequality.

In a second phase, generally called ‘communism’, there will be plenty,
i.e. output will reach a saturation point of needs covered by material goods.
Under these circumstances, any form of precise measurement of consumption
(distribution) will wither away. The principle of full needs satisfaction covering
all different needs of different individuals will prevail. No incentive will be needed
any more to induce people to work. ‘Labour’ will have transformed itself into
meaningful many-fold activity, making possible all-round development of each
individual’s human personality. The division of labour between manual and
intellectual labour, the separation of town and countryside, will wither away.
Humankind will be organized into a free federation of producers’ and consumers’
communes.
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SELECTED WORKS
There is still no complete edition of all of Marx’s and Engels’s writings. The standard
German and Russian editions by the Moscow and East Berlin Institutes for Marxism-
Leninism, generally referred to as Marx-Engels-Werke (MEW), do not include hundreds
of pages printed elsewhere (e.g. Marx’s Enthiillungen zur Geschichte der Diplomatie im 18.
Jahrhundert [Revelations on the History of 18th-century Diplomacy]), and several
thousand pages of manuscripts not yet printed at the time these editions were published.
At present, a monumental edition called Marx-Engels-Gesemtausgabe (MEGA) has been
started, again both in German and in Russian, by the same Institutes. It already
encompasses many of the unpublished manuscripts referred to above, in the first place a
previously unknown economic work which makes a bridge between the Grundrisse and
Vol. 1 of Capital, and which was written in the years 1861-3 (published under the title
Zur Kritik der Politischen Oekonomie — Contribution to a Critique of Political Economy
18611863 in MEGA 11/3/1-6, Berlin Dietz Verlag, 1976—82). Whether it will include all
of Marx’s and Engels’s writing remains to be seen.

In English, key works by Marx and Engels have been systematically published by
Progress Publishers, Moscow, and Lawrence & Wishart, London; but this undertaking
is by no means an approximation of the Marx-Engel-Werke mentioned above. The quality
of the translation is often poor. The translations of Marx’s and Engels’s writings published
by Penguin Books in the Marx Pelican Library are quite superior to it. We therefore
systematically refer to the latter edition whenever there is a choice. Marx’s and Engels’
books and pamphlets referred to in the present text are mostly in chronological order:

(Marx a) Die Deutsche Ideologie (1846), together with Friedrich Engels.

(Marx b) Manifest der Kommunistischen Partei (1848), written in collaboration with
Friedrich Engels. In English: Manifesto of the Communist Party, in Marx: The
Revolutions of 1848, Harmondsworth: Penguin Books, 1973.

(Marx ¢) Zur Kritik der Politischen Oekonomie (1858). In English: Contribution to the
Critique of Political Economy, London: Lawrence & Wishart, 1970; New York:
International Publishers, 1971.

(Marx d) Grundrisse der Kritik der Politischen Oekonomie (written in 1858-9, first
published in 1939). English edition: Foundations of a Critique of Political Economy,
Harmondsworth: Penguin Books, 1972; New York: Random House, 1973.

(Marx e) Das Kapital, Band I (1867). In English: Capital, Vol. I, Harmondsworth: Penguin
Books, 1976.

(Marx f) Das Kapital, Band 11, published by Engels in 1885. In English: Capital, Vol.
II, Harmondsworth: Penguin Books, 1978.

(Marx g) Das Kapital, Band 11, published by Engels in 1894. In English: Capital, Vol.
III, Harmondsworth: Penguin Books, 1981.

(Marx h) Theorien iiber den Mehrwert, published by Karl Kautsky 1905-10. In English:
Theories of Surplus Value, Moscow: Progress Publishers, 1963.

(Marx i) Lohn, Preis und Profit, written in 1865. In English: Wages, Price and Profits, in
Marx-Engels Selected Works, Vol. II, Moscow: Progress Publishers, 1969.

(Marx j) Kritik des Gothaer Programms, written in 1878 in collaboration with Engels. In
English: Critique of the Gotha Programme, in Marx-Engels: The First International
and After, Harmondsworth: Penguin Books, 1974.

(Marx k) Resultate des unmittelbaren Produktionsprozesses (unpublished section VII of
Vol. 1 of Capital), first published in 1933. In English: Results of the Immediate Process
of Production, Appendix to Capital, Vol. 1, Harmondsworth: Penguin Books, 1976.
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(Marx l) Marx-Engels: Briefwechsel (Letters). There is no complete English edition of the
letters. Some are included in the Selected Works in 3 vols, published by Progress
Publishers, Moscow.

(Engels): Anti-Diihring (1878). The chapter on economy was written by Marx, who also
read all the other parts and collaborated in their final draft. In English: Anti-Diihring,
London: Lawrence & Wishart, 1955.
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EDNALDO ARAQUEM DA SILVA

Marx’s work on rent was based on his studies of the statistical reports published
after the Russian Agrarian Reform of 1861. The importance of the Russian case
on Marx’s thinking is highlighted in Engels’ ‘Preface’ to the third volume of
Marx’s Capital, which draws a parallel between the influence of Russia’s diverse
land tenure system on Marx’s analysis of rent and the role of England on his
analysis of industrial wage-labour.

Although the economic surplus normally takes the form of profits in the
capitalist system, Marx gave considerable attention to rent. In chapter XLV of
the third volume of Capital (1894), and in his critical comments on Ricardo’s
theory of rent, published in Theories of Surplus-Value (1905), Marx introduced
the concept of absolute rent as the rent paid by capitalist tenant farmers to
landowners, regardless of the fertility of the rented land.

Marx (1894, pp. 760, 771: 1905, pp. 244, 392) defined absolute rent as the
difference between the value of the agricultural product of the least productive
land and the general production price, P(g). Absolute rent can absorb the entire
[value—P(g)] difference or a proportion of this difference. In contrast, differential
rent is defined as the difference between the general production price and the
individual production price, P(i). These concepts are depicted in Figure 1. By
definition, absolute rent is positive even on the worst cultivated land, A, whereas
differential rent is zero on A, but then becomes positive and increases with
improved land fertility, B, C and D.

Marx’s concept of absolute rent is based on two assumptions: (1) the
agricultural organic composition of capital is lower than the average of agriculture
and industry; and (2) land is cultivated by capitalist tenant farmers. Assumption
(1) implies that the value of an agricultural commodity will be above its production
price; under assumption (2), landowners will lease land only to those capitalist
tenants who can pay absolute rent on the worst quality and most inconveniently
located land.

In contrast to other commodities whose organic composition of capital is
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Figure 1 Marx’s concept of absolute rent

lower than the average of agriculure and industry, and thus have their values
above their production prices, competition among capitalist producers does not
reduce the values of the agricultural products to their production prices. The
separation of landowners from tenant operators prevents the equalization of
profit rates in agriculture with the single rate prevailing in industry. Landowners
are therefore able to seize excess or above average agricultural profits and prevent
them from entering the process by which the average profit rate is formed (see
Marx, 1905, p. 37; Murray, 1977).

Under Marx’s assumptions, the market price of an agricultural product will
include the absolute rent above the general production price.

If the worst soil cannot be cultivated — although its cultivation would yield
the price of production — until it produces something in excess of the price of
production, [absolute] rent, then landed property is the creative cause of this
rise in price (Marx, 1894, p. 755).

There has been some confusion as to whether the upper limit of the market
price of an agricultural product would be set by its individual value on the worst
cultivated land. Marx (1905, p. 332) himself asked: ‘If landed property gives the
power to sell the product above its [production price], at its value, why, does
it not equally well give the power to sell the product above its value, at an
arbitrary monopoly price?’ Echoing Marx, Bortkiewicz (1911) and, much later,
Emmanuel (1972) have also questioned why landlords limit absolute rent to the
excess of value over the production price on the worst cultivated land. They
suggest that since landowners have the power to withdraw land from cultivation
until the market price covers both the absolute rent and the production price of
the highest-cost producers, they could also charge a rent in excess of the
corresponding value. In capitalist agriculture, absolute rent has a negative impact
because it removes above average profits, a major source of capitalist technical
innovation (see Lenin, 1901, pp. 119-29).
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Despite some ambiguity in Marx’s formulation of absolute rent, his argument
is persuasive:

Although landed property may drive the price of agricultural produce above
its price of production, it does not depend on this, but rather on the general
state of the market, to what degree market-price exceeds the price of production
and approaches the value (Marx, 1894, p. 764, see also p. 762; Murray, 1977;
Flichman, 1977).

According to Marx (1894, pp. 760, 765; 1905, pp.244, 393), the lower
composition of agricultural capital compared to that of industry ‘is a historical
difference and can therefore disappear’, and so absolute rent would also tend to
disappear as the productivity of agricultural labour approaches that of industry.
In this case, the production price of an agricultural product would approach its
value and any rent paid by the capitalist tenants would constitute a monopoly
rent. The monopoly rent is paid above the value of the agricultural product,
and it would thus be limited not by value, as in the case of absolute rent, but
by foreign agricultural trade, competition among landowners and the consumers’
budget (see Marx, 1894, pp. 758, 805, 810; 1905, p. 332).

Marx’s theory of absolute rent has been by-passed by the controversy over
the transformation of values into production prices, and has been little used as a
conceptual device to analyse the effect of landownership on capitalist investment
in agriculture or the effect of landownership on agricultural prices. Unfortunately,
absolute rent has been neglected by Marxist economists, while it seems to be a
favourite béte noire among sympathetic critics of Marx, such as Bortkiewicz
(1911) and Emmanuel (1972). As a result, absolute rent has an uncertain future
as a useful theoretical device, despite the fact that in many countries capitalist
agriculture still largely conforms to the two basic assumptions made by Marx
more than a hundred years ago.
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Abstract and Concrete Labour

ANWAR SHAIKH

The reproduction of society requires the production and distribution of the mass
of products which forms the material basis of its existence. This in turn means
that each society must somehow ensure that its available social labour time is
regularly directed, in particular quantities and proportions, towards the specific
applications needed to ensure social reproduction. As Marx points out, ‘every
child knows that a nation which ceased to work . . . even for a few weeks, would
perish’ (Marx, 1867a).

The above implies that all labour has two distinct aspects. As a part of the
general pool of society’s labour, it is merely one portion of the human energy
available to the community. In this respect all labour is essentially the same,
representing the expenditure of ‘human labour-power in general’ in its capacity
as simply one part of the division of general social labour. This is labour as
social labour. But at the same time, individual labour occurs in the form of a
specific activity aimed at a specific result. Here it is the particular quality of the
labour, its determination, etc. which is relevant. This is labour as concrete labour,
related to the concrete result of its activity.

Although the dialectic between concrete and social labour is a necessary part
of social reprduction, their inter-connection is hard to discern within societies
which produce things-for-exchange (commodities), because in this case individual
activities are undertaken without any apparent consideration for the necessity
of a social division of labour. All useful objects now appear to be naturally
endowed with quantitative worth in exchange (exchange value), and this
apparently natural property in turn seems to regulate the actual division of labour.

It is at this point that Marx introduces two crucial questions. What precisely
is a commodity? And more importantly, why does it become socially necessary
to attach an exchange value to it? He begins his answer by observing that as a
useful good a commodity is simply a concrete bundle of different socially desirable
properties. In this respect it is similar to particular, qualitatively distinct useful
objects in all social forms of organization. But as an exchangeable good, its
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salient property is that it is treated socially as being qualitatively identical to
every other commodity. This is manifested in the fact that when commodities
are assigned differing quantities of exchange value, expressed in some common
measure, they are thereby being socially regarded as qualitatively alike, all
reducible to the same homogeneous measure of quantitative worth. A commodity
is therefore a doublet of opposite characteristics: a multiplicity of concrete useful
properties (use value) on the one hand, and a single magnitude of homogeneous
quantitative worth (exchange value) on the other.

The double character of a commodity is strikingly reminiscent of the previously
noted duality of labour as particular concrete labour and as general social labour.
Indeed, in commodity producing society the various concrete labours ‘only count
as homogeneous labour when under objectified husk’, that is, when they ‘relate
to one another as human labour by relating their products to one another as
values’. The concrete labours are thus counted as social labour only when they
are valorized, and the necessity of exchange value lies precisely in the fact that
it is through this device that a society containing apparently independent private
producers comes to grips with the social content of their individual labours. To
answer Marx’s second question, exchange value is the particular historical mode
of expressing the general necessity of social labour.

The notion that exchange value is a historically specific way of accounting for
social labour time does not imply that the terms of exchange of commodities
always reflect the quantities of valorized social labour time that went into their
respective production. Indeed, Marx distinguishes between the case in which
particular useful objects are produced for direct use and only accidentally or
occasionally find their way into the sphere of exchange, and the case in which
goods are produced in order to be exchanged. In the first case, when for example
otherwise self-sufficient tribes occasionally barter a few of their products, the
relation between concrete labour and social labour is effectively determined within
each social group, and exchange merely serves to create a temporary equivalence
between the respective social labours involved. Because the objects in question
are produced as useful objects and become commodities only when they enter
exchange, the labours involved are valorized only in exchange itself. Moreover,
since these activities do not depend fundamentally on exchange (and hence on
the valorization of their labour), the precise conditions of exchange can in turn
be decided by a variety of factors, ranging from broad structural influences to
merely conjunctural or even accidental ones.

At the opposite extreme is the case of goods produced solely for exchange.
Now, the particular labours involved are aimed at producing exchangeable goods,
and the valorization of these labours is an intrinsic part of their reproduction.
As producers of commodities, these labours create not only bundles of useful
properties (use-values), but also amounts of abstract quantitative worth. In the
former aspect, they are of course concrete labours; but in the latter, they are
value creating activities whose content as social labour is manifest -enly
in-and-through the abstract quantitative worth of their products. To emphasize
this particular historical form of the duality of labour, Marx identifies that labour
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which is engaged in the production of commodities as being both concrete
(use-value creating) labour, and abstract (value creating) labour.

Three further points must be briefly mentioned. First of all, Marx argues that
abstract labour time not only stands behind the producton of commodities, but
that the magnitudes of these labour times actually regulate the exchange relations
of these commodities. To this end, he defines the quantity of abstract labour
‘socially necessary ...to produce an article under the normal conditions of
production’ as the (inner) value of the commodity, since it is the ‘intrinsic measure’
of the exchange value. Secondly, he distinguishes between the conditions under
which the exchange relations of commodities are dependent on their (labour)
values, and the conditions in which they are controlled by them. It is only in
the latter instance, in which capitalism has effectively generalized commodity
production, that the reproduction of society is regulated by the law of value.
Lastly, he notes that once commodity production is indeed generalized, so that
social labour appears only under an objective husk, then the social relation
among producers is actually regulated by the mysterious value-relation between
their products. In this topsy-turvy world, a social relation among persons appears
in their eyes to be in fact a relation among things. This is what Marx calls the
Fetishism of Commodities which is characteristic of capitalism.

BIBLIOGRAPHY

Marx, K. 1867a. Capital, Vol. L. 1st end, ch. 1 and Appendix to ch. 1. In Value: Studies
by Karl Marx, trans. and ed. A. Dragstedt, London: New York Publications, 1976;
New York: Labour Publications.

Marx, K. 1867b. Capital, Vol. L. Introdced by E. Mandel, London: Penguin, 1976, ch. 1;
New York, Vintage Books, 1977.

Marx, K. 1879. Marginal notes to A. Wagner’s Textbook on Political Economy. In Value:
Studies by Karl Marx, trans. and ed. A. Dragstedt, London: New Park Publications,
1976; New York: Labour Publications.

44



Alienation

GEORGE CATEPHORES

This concept was introduced into economics from philosophy by Karl Marx, in
his youthful Economic and Philosophic Manuscripts, written in 1844 but appearing
in print only in 1932. Prior to the 1844 Manuscripts, alienation constituted a
topic of purely philosophical speculation. Marx studied it in Hegel and
Feuerbach, while present-day research claims to have observed anticipations of
the idea in authors as old and as various as Jean-Jacques Rousseau, Calvin,
Cicero and even Plato.

For a concept so widely used, no fully comprehensive definition seems possible.
Its common element, in all authors, consists of the reference to a certain loss of
self, accompanied by feelings of unhappiness or psychological malaise, arising
from conditions of human bondage. This apart, Marx’s immediate philosophical
forerunners treated alienation in strikingly different manners. For Hegel, it
represents a phase in the development of the Absolute Idea which, according to
him, created nature by objectifying, materializing, itself and thereby losing its
identity in the object of its own creation. The Idea would recover its original
integrity by means of the conscious part of nature, the human being, when human
history culminated, through suffering, to the point of the Absolute State (an
ideal social regime defined by Hegel as totally free of alienation). In Feuerbach,
on the other hand, it was not the Idea but man who became alienated, by
submitting to the domination of — mainly religious — ideologies. These emanated
from the human mind but were misunderstood by man to be autonomous,
transcendental entities, superior to mankind. Man could get rid of elination by
simply rejecting such phantoms and exercising his faculties naturally, untrammelled
by religious constraints.

Marx adopted Feuerbach’s materialist, or rather anthropocentric, standpoint
but shifted the ground of discussion decisively from psychology to economic
reality, since ‘. . . the whole of human servitude is involved in the relation of the
worker to production and every relation of servitude is but a modification of
this relation, (Marx, 1844, p. 280). At the same time Marx also drew inspiration
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from Hegel’s concept of the alienated Idea which suggested to him, by analogy,
the concept of alienated labour: a creative force, producing not Nature, certainly,
but the man-made human environment inside which, however, man lost his
identity.

This transition, from the Idea to labour, apart from constituting the beginning
of the introduction of historical materialism into modern thought by Marx,
transformed the whole discussion of alienation by infusing economic concreteness
into the prevailing, until then, philosophical generalities. Marx enriched the
concept with real content, drawn from the classical economists (Smith, Say,
Ricardo) as well as from some of their early socialist critics (Moses Hess,
Proudhon) and on this basis built a dense but thorough critique of capitalist
society. The economic morphology of alienation that he proposed can be
summarized in the following four points:

(a) In the content of private property, the producer becomes alienated from
his product through the mechanism of exchange, which makes the destination
of his product a matter of indifference to him. This loss of interest in one’s own
product is pseudo-compensated by excessive though, from a human development
point of view, pointless acquisitiveness towards the products of others. Passive
consumerism of this kind is fanned into rapacious greediness by the intermediation
in exchange of money.

(b) Trade in commodities leads eventually to trade in human labour as a
commodity. This is alienated labour in a strict sense; its ownership actually
passes from the worker to a person alien to him, the capitalist employer. The
worker’s product follows the fate of his labour. Both arrangements offended
against man’s natural sense of justice, which sanctions the inalienability of the
human personality and awards ownership of products to the maker rather than
the non-maker of them. Having to accept such violations degrades morally both
worker and capitalist.

(c) Under alienation in the sense of (b), productive labour neither expresses
nor satisfies any internal human need to create. It becomes a chore imposed by
others and undertaken merely as a means of satisfying needs external to the
labour activity itself. Work becomes boring, charmless, unsatisfying. The worker
is treated as a mere tool, whom labour de-skills if not actually damages physically
or mentally.

(d) From a broader point of view, man’s specificity as a natural being (what
Marx called man’s ‘species-being’) resides in his capacity to adapt nature to his
needs in a conscious manner rather than suffer natural selection to adapt his
own characteristics to the dictates of the environment. In humanizing nature,
labour produces results that reach beyond each individual’s sphere to become
beneficial for others. Production is inherently a mutually supportive activity,
even when not undertaken jointly. It therefore provides a crucial basis for human
solidarity. Economic antagonism based on private property, on the other hand,
makes individuals act at cross-purposes, frustrating each other’s aims and
becoming subject to arbitrary domination by their products (a fact dramatized
during economic crises). Hence alienation undermines both solidarity and the
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capacity for purposeful interaction with the environment. It affects the very
substance of the ‘species-being’, giving rise to feelings of loneliness, powerlessness
and aimlessness that afflict human lives.

For the overcoming of alientation Marx postulated the abolition of private
property in Communism, which, with overtones from Hegel’s Absolute State,
he described as °...the genuine resolution of the conflict between man
and nature and between man and man ... between objectification and self-
confirmation, between freedom and necessity, between the individual and the
species’ (Marx, 1844, p. 296).

The success of Marx’s morphology of alienation can be gauged by the fact
that, during the modern revival of the idea, social science was unable to add to
the concept any important new dimensions, limiting itself to assessing, sometimes
empirically, the degree of presence, in various social groups, of the characteristics
of alienation listed by Marx (Blauner, 1964). Marx in 1844 was less successful
in the analysis of causal links between the moral, psychological and economic
aspects of capitalist society. At times he argued as if causality ran from alientation
to the economy; a clearly counter-marxian view if alientation were to be seen
as a mainly psychological phenomenon. Even if one accepted this interpretation,
as representative of a young, immature Marx, the question would still remain:
what caused alienation?

In a sense Marx spent the rest of his life trying to answer this question. In
the course of his research, however, he discovered that the explanation of the
main aspects of social processes in capitalism, as well as the forecast of a future
downfall of the capitalist system, could be founded on strictly economic grounds,
without necessarily referring to concepts imported from ethics, psychology or
philosophy. He, therefore, started losing interest in alienation as a causal
explanation of capitalist institutions; in works published during his lifetime, the
relevant term is little used. He did maintain a lively interest in the psychosomatic
and moral degradation (i.e. the alicnation) of people, particularly of workers,
as an effect of capitalism. But he chose to place the emphasis on the ‘hard science’
rather than the ethical aspect of his teaching.

In this he was followed by most of the ideologists associated with the massive
political movements which, inspired by his ideas, sprang up after his death in
Europe by the end of the 19th and the beginning of the 20th century. They found
it practically more expedient and more convincing to stress the economic rather
than the ethical flaws of capitalism. In such a climate, publication of the 1844
Manuscripts in 1932 (or the earlier independent rediscovery of the importance of
certain aspects of alienation by Lukacs in his 1923 History and Class
Consciousness) could not exert much influence on marxist thought.

The renaissance of interest in alienation — a most surprising intellectual event,
for a concept that had lain hibernating for a whole century — came after World
War II. The economic resilience of capitalism in industrially advanced countries;
the desiccation of official marxist ideology, narrowly based on Marx’s ‘hard
science’; the disillusionment caused by the persistence of hard and unequal
condittons for labour in the Communist part of the world, despite abolition of
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private property there, all combined to lead socially critical thought to seek
ethical and psychological, in addition to purely economic, underpinnings for
its efforts.

In this reorientation, alienation played a central role, particularly among
dissident intellectuals in Communist countries (Rudolph Bahro, Agnes Heller,
Istvan Mészaros, Rudi Supek and others) to whom it offered a marxist
platform for a humanistic criticism of the regime from the inside. At the
same time non-marxists adopted the idea in their analysis of the present and
future of capitalism, attributing certain symptoms of alientation (boredom,
loneliness, purposelessness) to the achievement of affluence rather than the
persistence of social antagonism (Kahn and Wiener, 1969). Thus alienation
has, to some extent, transcended its original anticapitalist, strictly marxist,
character to become a more widely accepted tool for the critical study of
modern industrial society, irrespective of the ownership structure prevailing in
each case.
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Paul Alexander Baran

PAUL M. SWEEZY

Paul Baran, the eminent Marxist economist, was born on 8 December 1910 in
Nikolaev, Russia, the son of a medical doctor who was a member of the
Menshevik branch of the Russian revolutionary movement. After the October
Revolution the family moved to Germany, where Baran’s formal education began.
In 1925 the father was offered a position in Moscow and returned to the USSR.
Baran began his studies in economics at the University of Moscow the following
year. Both his ideas and his politics were deeply and permanently influenced by
the intense debates and struggles within the Communist Party in the late 1920s.
Offered a research assignment at the Agricultural Academy in Berlin in late 1928,
he enrolled in the University of Berlin, and when his assignment at the
Agricultural Academy ended he accepted an assistantship at the famous Institute
for Social Research in Frankfurt. This experience too had a lasting influence on
his intellectual development.

Leaving Germany shortly after Hitler’s rise to power, Baran sought without
success to find academic employment in France. He therefore moved to Warsaw,
where his paternal uncles had a flourishing international lumber business. During
the next few years he travelled widely as a representative of his uncles’ business,
ending up in London in 1938. With the approach of World War 1I, however,
he decided to take what savings he had been able to accumulate, move to the
United States, and resume his interrupted academic career.

Arriving in the United States in the fall of 1939, he was accepted as a graduate
student in economics at Harvard. From there he went to wartime Washington,
where he served in the Office of Price Administration, the Research and
Development branch of the Office of Strategic Services, and the United States
Strategic Bombing Survey, ending in 1945-6 as Deputy Chief of the Survey’s
mission to Japan. Back in the United States, he took a job at the Department
of Commerce and gave lectures at George Washington University before being
offered a position in the Research Department of the Federal Reserve Bank of
New York. After three years in New York, he accepted an offer to join the
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economics faculty at Stanford University and was promoted to a full professorship
in 1951, a position he retained until hs death of a heart attack on 26 March 1964.

Baran was not a prolific writer, but his two main books. The Political Economy
of Growth (1957) and (in collaboration with Paul M. Sweezy) Monopoly Capital:
An Essay on the American Economic and Social Order (1966), are generally
considered to be among the most important works in the Marxian tradition of
the post-World War II period.

The Political Economy of Growth is concerned with the processes and
conditions of economic growth (or development, the terms are used inter-
changeably) in both industrialized and underdeveloped societies, with a special
emphasis throughout on the ways the two relate to and interact with each other.
It is at once an outstanding work of scholarship weaving an intricate pattern of
theory and history, and at the same time a passionate polemic against mainstream
economics. Its chief (innovative) analytical concept is that of ‘potential surplus’,
defined as ‘the difference between the output that could be produced in a given
natural and technological environment with the help of employable productive
resources, and what might be regarded as essential consumption.” (This concept
presupposes Marx’s ‘surplus value’, extending and modifying it for the particular
purposes of the study in hand.) Two long chapters, totally 90 pages, apply the
concepts of surplus and potential surplus to the analysis of monopoly
capitalism in ways that would later be refined and elaborated in Monopoly
Capital. Three chapters (115 pages) follow on ‘backwardness’ (also called
underdevelopment), and it is for these that the book has become famous,
especially in the Third World.

Baran begins this analysis with a question which may be said to define the
focus of the whole work: ‘Why is it that in the backward capitalist countries
there has been no advance along the lines of capitalist development that are
familiar from the history of other capitalist countries, and why is it that forward
movement there has been slow or altogether absent?’ His answer, in briefest
summary, is as follows: all present-day capitalist societies evolved from
precapitalist conditions which Baran for convenience labels ‘feudal’ (explicitly
recognizing that a variety of social formations are subsumed under this heading).
Viable capitalist societies could have emerged in various parts of the world;
actually the decisive breathrough occurred in Western Europe (Baran speculates
on the reasons, but in any case they are not crucial to the subsequent history).
Having achieved its headstart, Europe proceeded to conquer weaker precapitalist
countries, plunder their accumulated stores of wealth, subject them to unequal
trading relations, and reorganize their economic structures to serve the needs of
the Europeans. This was the origin of the great divide in the world capitalist
system between the developed and the underdeveloped parts. As the system
spread into the four corners of the globe, new areas were added, mostly to the
underdeveloped part but in a few cases to the developed (North America,
Australia, Japan). One of the highlights of Baran’s study is the brilliant historical
sketch of the contrasting ways India and Japan were incorporated into the world
capitalist system, the one as a hapless dependency, the other as a strong contender
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for a place at the top of the pyramid of power. Baran’s message to the Third
World was loud and clear: once trapped in the world capitalist system, there is
no hope for genuine progress; only a revolutionary break can open the road to
a better future. The message has been widely heard. Most of the revolutionary
movements of the Third World have been deeply influenced, directly or indirectly,
by Paul Baran’s Political Economy of Growth.

The economic analysis of Monopoly Capital is a development and systematiz-
ation of ideas already contained in the Political Economy of Growth and Paul
Sweezy’s The Theory of Capitalist Development (1942). The central theme is that
in a mature capitalist economy dominated by a handful of giant corporations
the potential for capital accumulation far exceeds the profitable investment
opportunities provided by the normal modus operandi of the private enterprise
system. This results in a deepening tendency to stagnation which, if the system
is to survive, must be continuously and increasingly counteracted by internal
and external factors (for an elaboration of this analysis, see MONOPOLY
CAPITALISM). In the authors’ estimation — not always shared, or even understood
by critics — the new and original contributions of Monopoly Capital had to do
mainly with these counteracting factors and their far-reaching consequences for
the history, politics and culture of American society during the period from
roughly the 1890s to the 1950s when the book was written. They intended it, in
other words, as much more than a work of economics in the usual meaning of
the term.
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TOM BOTTOMORE

Born 5 September 1881, Vienna; died 4 July 1938, Paris. A member of a talented
Jewish family and the only son of a textile manufacturer, Bauer became interested
in Marxism and the ‘revisionist’ controversy while still in high school, and went
on to study philosophy, law and political economy at the University of Vienna.
He became the leader of the Austrian socialist party (SPO) and a prolific writer
on economic and political questions. Bauer is best known for his study of
nationalities and nationalism (1907), which remains the classic Marxist work on
the subject, but he also wrote extensively on economics and his first major essay
(1904), which brought him to the notice of Karl Kautsky, discussed the Marxist
theory of economic crises. In his early writings he adopted a ‘disproportionality’
theory such as Hilferding expounded more fully in Finance Capital (1910); that
is, a theory which sees the fundamental causes of crises in the ‘anarchy of capitalist
production’, and particularly in the disproportion which regularly emerges
between production in the two sectors of capital goods and consumer goods.
However, in his last published book (1936) he propounded an underconsumption
theory of crises which subsequently influenced the work of Sweezy. In the course
of his analyses of economic crises Bauer introduced, or emphasized more strongly
than other Marxist writers, such-factors as the existing stock of capital, technical
progress and population growth.

Bauer also discussed economic questions in a broader context in his study of
the development of capitalism and socialism after World War 1, of which only the
first volume was published (1931). In this work he examined the rationalization of
capitalist production in three spheres: technical rationalization, the rationalization
and intensification of work, and the rationalization of the enterprise (especially
the growth of ‘scientific management’). The final part of the book dealt with the
limits to capitalist rationalization revealed by the economic crisis, its consequences
for the working class, which he analysed in terms of a distinction between the
‘labour process’ (a concept which has become central in much recent Marxist
political economy) and the ‘life process’, and the nature of rationalization in a
socialist society.
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Besides his major studies of nationalism and of the capitalist economy Bauer
published many other important essays and books: on the Austrian revolution
(where he strongly opposed the idea of a Bolshevik type revolution and began
to elaborate his conception of the ‘slow revolution’), on violence in politics and
the doctrine of ‘defensive violence’, on fascism, on the philosophical foundations
of Austro-Marxism, and on Marxism and ethics. His work as a whole represents
one of the most important and interesting contributions to Marxist thought in
the 20th century. The defeat of the SPQO in the civil war of 1934, which drove
Bauer into exile, was attributed by some critics to his excessively cautious and
gradualist policies; on the other hand, the social, educational and cultural
achievements of ‘Red Vienna’ in the 1920s and early 1930s showed the
effectiveness of such policies when the socialists were in power, and they have
had a major influence on Austria’s development since 1945.
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Eduard Bernstein

TOM BOTTOMORE

Born in Berlin, 6 January 1850; died in Berlin, 18 December 1932. The son of
a Jewish railway engineer and the seventh child in a large family of fifteen children,
Bernstein grew up in a lower middle-class district of Berlin in ‘genteel poverty’.
He did not complete his studies at the Gymnasium and in 1866 he began an
apprenticeship in a Berlin bank. Three years later he became a bank clerk and
remained in this post until 1878, but he continued to study independently and
for a time aspired to work in the theatre. He became a socialist in 1871, largely
through sympathy with the opposition of Bebel, Liebknecht and others to the
Franco-Prussian war, and strongly influenced by reading Marx’s study of the
Paris Commune, The Civil War in France (1871). In 1872 Bernstein joined the
Social Democratic Workers’ Party, and in 1875 he was a delegate to the
conference in Gotha which brought about the union of that party with Lasalle’s
General Union of German Workers to form a new Socialist Workers’ Party, later
the Social Democratic Party (SPD). From that time Bernstein became a leading
figure in the socialist movement, and in 1878, just before Bismarck’s anti-Socialist
law was passed, he moved to Switzerland as secretary to a wealthy young socialist,
Karl Hochberg, who expounded a form of Utopian socialism in the journal Die
Zukunft which he had founded. It was in 1878 also that Bernstein read Engels’
Anti-Dithring which, he said, ‘converted me to Marxism’, and he corresponded
with Engels for the first time in June 1879. After some misunderstandings with
Marx and Engels, who were suspicious of his relationship with Hochberg,
Bernstein won their confidence during a visit to London and in January 1881,
with their support, the became editor of Der Sozialdemokrat (the newspaper of
the SPD, established in 1879). It was, as Gay 1(52) notes, ‘the beginning of a
great career’.

In 1888 the Swiss government, under pressure from Germany, expelled
Bernstein and three of his colleagues on the Socialdemokrat and they moved to
London to continue publication there. The period of exile in England, which
lasted until 1901, was crucial in the formation of Bernstein’s ideas. He became
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a close friend of Engels, who made him his literary executor (jointly with Bebel),
and developed a stronger interest in historical and theoretical subjects,
contributing regularly to Kautsky’s Die Neue Zeit and publishing in 1895 his
first major work, a study of socialism and democracy in the English revolution
(entitled Cromwell and Communism in the English translation). Bernstein’s major
contributions in this study, which he later described as ‘the only large scale
attempt on my part to discuss historical events on the basis of Marx’s and Engels’
materialist conception of history’, were to analyse the civil war as a class conflict
between the rising bourgeoisie and both the feudal aristocracy and the workers,
and to give prominence to the ideas of the radical movements in the revolution
(the Levellers and Diggers), and in particular those of Gerrard Winstanley, who
had been ignored by previous historians.

At the same time Bernstein established close relations with the socialists of
the Fabian Society and came to be strongly influenced by their ‘gradualist’
doctrines and their rejection of Marxism. In a letter to Bebel (20 October 1898)
he described how, after giving a lecture to the Fabian Soceity on ‘What Marx
really taught’, he became extremely dissatisfied with his ‘well-meaning rescue
attempt’ and decided that it was necessary ‘to become clear just where Marx is
right and where he is wrong’. Soon after Engels’s death Bernstein began to
publish in Die Neue Zeit (from 1896 to 1898) a series of articles on ‘problems
of socialism’ which represented a systematic attempt to revise Marxist theory in
the light of the recent development of capitalism and of the socialist movement.
The articles set off a major controversy in the SPD, in which Kautsky defended
Marxist orthodoxy and urged Bernstein to expound his views in a more
comprehensive way, as he then proceeded to do in his book on ‘the premisses
of socialism and the tasks of social democracy’ (1899; entitled Evolutionary
Socialism in the English translation), which made him internationally famous as
the leader of the ‘revisionist movement’. -

Bernstein’s arguments in Evolutionary Socialism were directed primarily against
an ‘economic collapse’ theory of the demise of capitalism and the advent of
socialism, and against the idea of an increasing polarization of society between
bourgeoisie and proletariat, accompanied by intensifying class conflict. On the
first point he was attacking the Marxist orthodoxy of the SPD, expounded in
particular by Kautsky, rather than Marx’s own theory, in which the analysis of
economic crises and their political consequences was not fully worked out, and
indeed allowed for diverse interpretations (Bottomore, 1985). The central part
of Bernstein’s study, however, concerned the changes in class structure since
Marx’s time, and their implications. In this view, the polarization of classes
anticipated by Marx was not occurring, because the concentration of capital in
large enterprises was accompanied by a development of new small and
medium-sized businesses, property ownership was becoming more widespread,
the general level of living was rising, the middle class was increasing rather than
diminishing in numbers, and the structure of capitalist society was not being
simplified, but was becoming more complex and differentiated. Bernstein
summarized his ideas in a note found among his papers after his death: ‘Peasants
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do not sink; middle class does not disappear; crises do not grow ever larger;
misery and serfdom do not increase. There is increase in insecurity, dependence,
social distance, social character of production, functional superfluity of property
owners’ (cited by Gay, 1952, p. 244).

On some points Bernstein was clearly mistaken. With the further development
of capitalism, peasant production has declined rapidly and has been superseded
to a great extent by ‘agri-business’; economic crises did become ldrger, at least
up to the depression of 1929-33. It was his analysis of the changing class structure
which had the greatest influence, becoming a major issue in the social sciences,
and above all in sociology, in part through the work of Max Weber, whose
critical discussion of Marxism in his lecture on socialism (1918) largely restates
Bernstein’s arguments. There is a more general sense in which Bernstein’s ideas
have retained their significance; namely, in their assertion of the increasingly
‘social character’ of production and the likelihood of a gradual transition to
socialism by the permeation of capitalist society with socialist institutions. In a
different form the same notion is expressed by Schumpeter (1942) in his
conception of a gradual ‘socialization of the economy’; a conception which can
also be traced back to Marx (Bottomore, 1985).

One other aspect of Bernstein’s thought should be noted. Influenced by the
neo-Kantian movement in German philosophy and by positivism (in an essay
of 1924 he noted that ‘my way of thinking would make me a member of the
school of Positivist philosophy and sociology’) Bernstein made a sharp distinction
between science and ethics and went on to argue, in his lecture ‘How is scientific
socialism possible?” (1901), that the socialist movement necessarily embodies an
ethical or ‘ideal’ element: ‘It is something that ought to be, or a movement
towards something that ought to be.” From this standpoint he criticized in a
more general way a purely economic interpretation of history, and especially the
kind of ‘economic determinism’ that was prevalent in the orthodox Marxism of
the SPD; but in so doing he cannot be said to have diverged radically from the
conceptions of Marx and Engels (and indeed he cited Engels’s various
qualifications of ‘historical materialism’ in support of this own views).

Bernstein’s book met with a vigorous and effective response in Rosa
Luxemburg’s Sozialreform oder Revolution (1899), and the SPD became divided
b tween ‘radicals’, ‘revisionists’ and the ‘centre’ (represented by Bebel and
nautsky); and although the latter retained control Bernstein remained a leading
figure in the party until 1914. But his growing opposition to the war led him to
form a separate organization in 1916 and then to join the left-wing Independent
Social Democratic Party of Germany (USPD) in 1917. After the war Bernstein
became increasingly disillusioned with the ineffectualness of the SPD in
countering the reactionary nationalist attacks on the Weimar Republic, his
influence waned, and his last years were spent in isolation.
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J. FOSTER

The term bourgeoisie originally referred to the legal status of the town citizen in
feudal France. In the Encyclopédie Diderot contrasted the political subordination
of the citoyen bourgeois with the self-governing citoyen magistrat of ancient
Greece. At the same time the French bourgeoisie (this term was first used in the
13th century) possessed certain economic and social rights, implicitly associated
with the property required for trade, that distinguished it from the ordinary
urban inhabitant or domicilié (Diderot, 1753, 111, 486-9).

Something of the same concept can be found in Hegel’s use of the term
biirgerliche Gesellschaft (‘civil society’). Civil society represented the legal and
governmental framework required for the ‘actual achievement of selfish ends’,
the independent sphere of activity for the economic individual. It was in contrast
to what Hegel saw as the embodiment of ‘absolute rationality’, the State,
representing the universal interest of the whole community (Hegel, 1820, p. 247).

Marx inherited, and initially used, bourgeois and biirgerlich in this restricted
sense. Writing in 1842 on the opposition of the Rhineland urban estates to press
freedom, he commented: ‘we are faced here with the opposition of the bourgeois,
not of the citoyen’ (Marx, 1842, p. 168). The petty and philistine motivation of
the bourgeois is contrasted with the revolutionary impulses of the wider Tiers
Etat as defined, for instance, by Siéyes (1789). By 18434, however, Marx had
adopted an analysis of social change in terms of economically defined class forces
and consequently identified the bourgeoisie, rather than an undifferentiated Tiers
Etat, as the revolutionary force which transformed feudal France. ‘The negative
general significance of the French nobility and the French clergy defined the
positive general position of the immediately adjacent and opposed class of the
bourgeoisie’ (Marx, 1844, p. 185). Four years later Marx gave classic expression
to this historically progressive role in the Communist Manifesto:

The bourgeoisie, during its rule of scarce one hundred years, has created more
massive and more colossal productive forces than all preceding generations

59



Marxian economics

together . . . what earlier century had even a presentiment that such productive
forces slumbered in the lap of social labour? (Marx, 1848, p. 489).

At the same time, Marx also made a historically specific redefinition of biirgerlich
or civil society. Civil rights, far from being abstract freedoms which derived from
the political character of the State, in fact expressed the material interests of a
class, the private owners of capital, and it was these that ultimately determined
the nature of the State. “The political revolution against feudalism’ regarded the
sphere of civil society as ‘the basis of its existence’. Man ‘was not freed from
property, he received the freedom to own property’ (Marx, 1844, p. 167).

The crux of Marx’s innovation was, therefore, to reconceive the terms
bourgeoisie and bourgeois society in forms which anchored them to a particular
mode of production. In the Manifesto the bourgeoisie is used as a synonym for
capital (‘the bourgeoisie, i.e. capital’) while the ‘executive of the modern state’
is described as ‘but a committee for managing the common affairs of the
bourgeoisie as a whole’ (Marx, 1848, pp. 63 and 69).

Within this usage Marx invariably presents the bourgeoisie as historically
contingent and subject to ‘the immanent laws of capitalist production’: to the
‘centralisation of capital’ and the contradictions bound up in its social
relationship to labour. ‘One capitalist kills many. Hand in hand with this
centralisation, of the expropriation of many capitalists by few, develops on an
ever extending scale, the co-operative form of the labour process . . .” (Marx, 1867,
p. 714-15). Accordingly, as Marx stressed in his Eighteenth Brumaire of Louis
Napoleon, an analysis of the bourgeoisie, and of is internal ‘factions’ and
‘interests’, had to start with a concrete assessment of its particular forms of
property and their changing place within capitalist production: ‘upon the
different forms of property, upon its social conditions of existence, rises an entire
superstructure of distinct and differently formed sentiments ...’ (Marx, 1852,
p. 128).

The petty bourgeoisie, for instance, represented an unstable and transitional
layer between the bourgeoisie and the proletariat:

in countries where modern civilisation has become fully developed, fluctuating
between proletariat and bourgeoisie and ever renewing itself as a supplementary
part of bourgeois society . . . as modern industry develops, they even see the
moment approaching when they will completely disappear as an independent
section of modern society and be replaced . . . by overseers, bailiffs and shop
assistants (Marx, 1848, p. 509).

They represented a ‘transitional class in which the interests of two classes are
simultaneously mutually blunted ..." (Marx, 1852, p. 133).

Conversely, within the bourgeoisie the centralization of capital ultimately
reaches a point where management and ownership become divorced:

the transformation of the actually functioning capitalist into a mere manager,
an administrator of other people’s capital and of the owner of capital into a
mere owner, a mere money capitalist . . . .
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Credit offers to the individual capitalist . . . absolute control over the capital
and property of others . .. and thus to expropriation on the most enormous
scale. Expropriation extends here from the direct producers to the smaller and
medium-sized capitalists themselves . . . .

But ‘instead of overcoming the antithesis between the character of wealth as
social or as private wealth, the stock companies merely develop it in a new form’
(Marx [1894], 1959, pp. 436-41).

Hence, in sum, Marx radically extended the significance of the concept to
make the bourgeoisie that class which produced, but was itself continually
modified by, the capitalist mode of production. Conversely, Marx gave a new
and historically specific meaning to the term ‘civil’ (or biirgerlich) society, and
argued that its endorsement of individual liberties extended only so far as they
were compatible with capitalist property relations.

In the following generation a number of notable non-Marxist scholars adopted,
at least in part, Marx’s identification of the bourgeoisie as the class responsible
for winning the social and political conditions necessary for capitalist production.
But this process of wider adoption also saw a further reorientation of the concept.
The new political and social institutions created by the bourgeoisic were now
presented as the definitive basis for human freedom. The bourgeois character of
civil society became the ultimate justification for the bourgeoisie.

Pirenne, writing in the 1890s, traced back the personal liberties of modern
society to the medieval merchant bourgeoisie. It was the reliance of this class of
merchant adventurers on individual enterprise and the unfettered application of
knowledge that made the bourgeoisie the universal champion of ‘the idea of
liberty’ (Pirenne, 1895 and 1925).

A little later Weber identified the origins of capitalist enterprise in the rational,
resource-maximizing practices of medieval book-keeping. He then went one step
further to claim that this ‘capitalist spirit’ was in turn derived from the doctrines
of individual responsiblity and conscientious trusteeship found in early protestant
theology. Parallel to this within the political sphere, Weber argued that the same
doctrines also underlay the creation of representative institutions and constitutional
government (Weber, 1901-2 and 1920).

In the 1940s Schumpeter extended this derivation to democracy itself: ‘modern
democracy is a product of the capitalist process’ (Schumpeter, 1942, p. 297). To
do so he redefined the essence of democracy in individual, market terms as ‘free
competition for a free vote’ (1942, p. 271), and warned that this was likely to be
destroyed unless the advance of socialism could be halted. Schumpeter’s thesis
has since been generalized by Barrington Moore, who has sought to demonstrate
that all forms of social modernization not led by the bourgeoisie have produced
totalitarian forms of government (Moore 1969).

This redefinition of Marx’s original usage is also found in the continuing
debate on the transition from feudalism to capitalism. Paul Sweezy, following
Pirenne, argued that it was trade, and the role of the urban bourgeoisie as
merchants, that destroyed feudalism as a mode of production. Towns and trade
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were alien elements that had corroded feudalism’s non-market, non-exchange
modes of appropriation (Sweezy, 1950). Maurice Dobb, following Marx’s usage,
had previously sought to show that the medieval bourgeoisie only became
a revolutionary class in so far as it challenged feudalism as a mode of
production (not distribution) and attempted to create a new type of exploitative
relationship between capital and proletarianized labour (Dobb, 1946, p. 123;
1950). Dobb referred to Marx’s own contention that the fully revolutionary
overthrow of feudalism only took place when the struggle was under the
leadership of the ‘direct producers’ rather than the merchant elite (Marx [1894],
1959, pp. 327-37).

Recently Anderson has revived this argument in a new form. Seeking the origins
of the non-absolutist and democratic forms of government found in Western
Europe, he argued that such institutions depended on a ‘balanced fusion’ between
the feudalized rural remnants of Germanic society and the urban heritage of
Roman civilitas and contract law. The role of the medieval merchant bourgeoisie
within this fusion was to act as the bearer of the urban tradition (Anderson,
1974; see also Brenner, 1985).

The other major area of redefinition has been directed at the bourgeoisie in
late or ‘post’ capitalist society. Its central feature is the claimed separation
between the ownership and management of capital. If the bourgeoisie is
defined by an ownership of capital that involves effective possession and control
(Balibar, 1970), it is argued that in modern industrial society the actual
owners of capital, the shareholders, have surrendered this to a ‘new class’
of corporate managers (Gouldner, 1979; Szelenyi, 1985). This concept of a
managerial revolution was first popularized by Burnham (1942). It has since
been developed to take account of the transnational concentration of capital.
The resulting specialization of company functions has, it is argued, given
executives the power to create autonomous spheres of decision-making with the
result that corporate goals and strategies do not necessarly reflect the
profit-maximizing interests of the nominal owners (Chandler, 1962; Pahl and
Winkler, 1974).

In contrast, Marx has contended in his final writings that the growth of
industrial monopoly and credit heightened the contradiction between private
ownership and social labour, distorted exchange relationships and demanded
systematic state intervention (Marx [1894], 1959, p. 438). Lenin later elaborated
this perspective to argue that the growth of monopoly marked a new and final
stage of capitalist development in which a fundamental split took place within
the bourgeoisie. Utilising an analysis first made by Hilferding (1910), Lenin
argued that the fusion of banking and monopoly capital, producing ‘finance
capital’, had created a new and parasitic relationship between state power and
just one section of the bourgeoisie. The result was ‘state monopoly capitalism’
(Lenin, 1916 and 1917). A recent variant of this analysis has used the interlocking
of company directorships to argue for the existence of a controlling elite of
directors exercising a strategic dominance over all capital (Aaronovitch, 1961;
Useem, 1984; Scott, 1984).
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DAVID M. GORDON

Harry Braverman was born in 1920 in New York City and died on 2 August 1976
in Honesdale, Pennsylvania.

Born into a working-class family, he was able to spend only one year in college
before financial problems forced him out of Brooklyn College and into the
Brooklyn Navy Yard. He worked there for eight years primarily as a coopersmith
and then moved around the United States, working in the steel industry and in
a variety of skilled trades. He became deeply involved in the trade union and
socialist political movements. He helped found The American Socialist in 1954
and worked as its co-editor for five years. After the journal ceased publication
for practical reasons, he moved into publishing, working first at Grove Press as
an editor and eventually as vice-president and general business manager. In 1967
he became Managing Director of Monthly Review Press, where he worked until
his death.

Braverman is best known for his classic study of the labour process under
capitalism, Labor and Monopoly Capital (1974), awarded the 1974 C. Wright
Mills Award. ‘Until the appearance of Harry Braverman’s remarkable book’,
Robert L. Heilbroner wrote in the New York Review of Books, ‘there has been
no broad view of the labour process as a whole . . . .’ The book was all the more
remarkable because of the void it filled in the Marxian analytic tradition — a
literature ostensibly grounded in the analysis of the structural effects of class
conflict but persistently reticent about the actual structure and experience of
work in capitalist production.

Labour and Monopoly Capital advances three principal hypotheses about the
labour process in capitalist societies.

First, Braverman helps formalize and extend Marx’s resonant analysis, in
Volume I of Capital, of the distinction between labour and labour power.
Braverman highlights the essential importance and persistence of managerial efforts
to gain increasing control over the labour process in order to rationalize — to render
more predictable — the extraction of labour activity from productive employees.
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Second, Braverman argues that such managerial efforts lead inevitably to the
homogenization of work tasks and the reduction of skill required in productive
jobs. He concludes (p. 83) that ‘this might even be called the general law of the
capitalist division of labor. It is not the sole force acting upon the organization
of work, but it is certainly the most powerful and general.’

Third, as a corollary of the second hypothesis, Braverman argues both
analytically and with rich empirical detail that this ‘general law of the capitalist
division of labour’ applies just as clearly to later stages of capitalist development,
with their proliferation of office jobs and white collars, as to the earlier stages
of competitive capitalism and largely industrial work.

The first analytic strand of Braverman’s work was both seminal and crucial
in helping foster a renaissance of Marxian analyses of the labour process. The
second and third hypotheses have proved more controversial. There are two
grounds for concern. Braverman’s analysis tends to reduce the character of the
labour process to essentially one dimension — the level of skill required and
control permitted by embodied skills — and therefore unnecessarily compresses
the many essential dimensions of worker activity and effectiveness in production
to a single monotonic index. At the same time, there is a good reason for worrying
about the simplicity of Braverman’s argument of historically irreversible
‘deskilling’ for all segments of the productive working-class; it is quite plausible
to hypothesize that for some labour segments in recent phases of capitalist
development there has been a ‘reskilling’, as many have since called it, without
in any way liberating these workers from capitalist exploitation or intensive
managerial supervision.
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DONALD J. HARRIS

Nikolai Bukharin (1888—1938) is commonly acknowledged to have been one of
the most brilliant theoreticians in the Bolshevik movement and an outstanding
figure in the history of Marxism. Born in Russia, he studied economics at Moscow
University and (during four years of exile in Furope and America) at the
Universities of Vienna and Lausanne (Switzerland), in Sweden and Norway and
in the New York Public Library. While still a student, he joined the Bolshevik
movement. Upon returning to Russia in April 1917, he worked closely with
Lenin and participated in planning and carrying out the October Revolution.
After the victory of the Bolsheviks he proceeded to assume many high offices in
the Party (becoming a member of the Politbureau in 1919) and in other important
organizations. In these various capacities he came to exercise great influence
within both the Party and the Comintern. Under Stalin’s regime, however, he
lost most of his important positions. Eventually, he was among those who were
arrested and brought to trial under charges of treason and was executed on 15
March 1938.

At the peak of his carer Bukharin was regarded as the foremost authority on
Marxism in the Party. He was a profile writer: there are more than five hundred
items of published work in his name, most of them written in the hectic twelve-year
period 1916-28 (for a comprehensive bibliography, see Heitman, 1969). Only a
few of these works have been translated into English and these are the works
for which he is now most widely known. A brief description of the major items
gives an indication of the scope and range of his intellectual interests.

The Economic Theory of the Leisure Class (1917) is a detailed and
comprehensive critique of the ideas of the Austrian school of economic theory,
as represented by the work of its chief spokesman Eugen von Bohm-Bawerk,
but situated in the broader context of marginal theory as it had appeared up to
that time. In Imperialism and World Economy (1917) he formulated a revision of
Marx’s theory of capitalist development and set out his own theory of imperialism
as an advanced stage of capitalism. This was written in 1914-15, a year before
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Lenin’s Imperialism, and is credited with having been a major influence on Lenin’s
formulation. The theoretical structure of the argument is further elaborated in
Imperialism and the Accumulation of Capital (1924) by way of a critique of the
idea of Rosa Luxemburg, another leading Marxist writer of that time. The ABC
of Communism (1919), written jointly with Evgenii Preobrazhensky and used as
a standard textbook in the Twenties, is a comprehensive restatement of the
principles of Marxism as applied to analysis of the development of capitalism,
the conditions for revolution, and the nature of the tasks of building socialism
in the specific context of the Soviet experience. This book, taken with his
Economics of the Transition Period (1920), constitutes a contribution to both the
Marxist theory of capitalist breakdown and world revolution on the one hand
and the theory of socialist construction on the other. Historical Materialism: A
System of Sociology (1921), another popular textbook, combines a special
interpretation of the philosophical basis of Marxism with what is perhaps the
first systematic theoretical statement of Marxism as a system of sociological
analysis. In style much of this work is highly polemical and geared to immediate
political goals. But it reveals also a versatility of intellect, serious theoretical
concern and scholarly inclination. Arguably, his works represent in their entirety
‘a comprehensive reformulation of the classical Marxian theory of proletarian
revolution’ (Heitman, 1962, p.79). Viewed from the standpoint of their
significance in terms of economic analysis, three major components stand out.

There is, first, the critique of ‘bourgeois economic theory’ in its Austrian
version. Bukharin’s approach follows that which Marx had adopted in Theories
of Surplus Value, which is to give an ‘exhaustive criticism”’ not only of the
methodology and internal logic of the theory but also of the sociological and
class basis which it reflects. He scores familiar points against particular elements
of the theory, for instance, that utility is not measurable, that Bohm-Bawerk’s
concept of an ‘average period of production’ is ‘nonsensical’, that the theory is
static. Such criticisms of the technical apparatus of the theory have since been
developed in more refined and sophisticated form (see Harris, 1978, 1981; Dobb,
1969). Moreover, certain weaknesses in Bukharin’s presentation, such as an
apparent confusion between marginal and total utility and misconception of the
meaning of interdependent markets, can now be readily recognized. But these
are matters that were not well understood at the time, even by exponents of the
theory. Bukharin views them as matters of lesser importance. What is crucial for
him is ‘the point of departure of the . . . theory, its ignoring the social—historical
character of economic phenomena’ (1917, p. 73). This criticism is applied with
particular force to the treatment of the problem of capital, the nature of consumer
demand and the process of economic evolution. As to the sociological criticism,
his central thesis is that the theory is the ideological expression of the rentier
class eliminated from the process of production and interested solely in disposing
of their income through consumption. This thesis can be faulted for giving too
mechanical and simplistic an interpretation of the relation between economic
theory and ideology where a dialectical interpretation is called for (compare, for
instance, Dobb, 1973, ch. 1, and Meek, 1967). But the issue of the social-
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ideological roots of the marginal revolution remains a problematic one, as yet
unresolved, with direct relevance to current interest in the nature of scientific
revolutions in the social sciences (see Kuhn, 1970; Latsis, 1976).

Secondly, Bukharin’s work clearly articulates a conception of the development
of capitalism as a world system to a more advanced stage than that of industrial
capitalism which Marx had earlier analysed. This new stage is characterized by
the rise of monopoly or ‘state trusts’ within advanced capitalist states, intensified
international competition among different national monopolies leading to a
quest for economic, political and military control over ‘spheres of influence’,
and breaking out into destructive wars between states. These conditions are
seen as inevitable results deriving from inherent tendencies in the capitalist
accumulation process, at the heart of which is a supposed falling tendency in
the overall average rate of profit. Altogether they are viewed as an expression
of the anarchic and contradictory character of capitalism. The formation of
monopolies is supposed to take place through reorganization of production by
finance capitalists as a way of finding new sources of profitable investment and
of exercising centralized regulation and control of the national economy. This
transformation succeeds for a time at the national level but only to raise the
contradictions to the level of the world economy where they can be resolved
only through revolutions breaking out at different ‘weak links’ of the
world-capitalist system. The idea of a necessary long-term decline in the rate of
profit, and also the specific role assigned to financial enterprises as such, can be
disputed. A crucial ingredient of the argument is the idea of oligopolistic rivalry
and international mobility of capital as essential factors governing international
relations. In this respect the argument anticipates ideas that are only now being
recognized and absorbed into the orthodox theory of international trade and
which, in his own time, were conspicuously neglected within the entire corpus
of existing economic theory. Much of the analysis as regards a necessary tendency
to uneven development between an advanced centre and underdeveloped
periphery of the world economy has also been absorbed into contemporary
theories of underdevelopment. Underpinning the whole argument is a curious
theory of ‘social equilibrium’ and of “crisis’ originating from a loss of equilibrium.
‘To find the law of this equilibrium’, he suggests ([1920] 1979, p. 149), ‘is the
basic problem of theoretical economics and theoretical economics as a scientific
system is the result of an examination of the entire capitalist system in its state
of equilibrium’.

The third component is a comprehensive conception of the process of socialist
construction in a backward country. These ideas came out of the practical
concerns and rich intellectual ferment associated with the early period of Soviet
development but have a generality and relevance extending down to current
debates both in the development literature and on problems of socialist planning.
The overall framework is one that conceives of socialist development as a
long-drawn-out process ‘embracing a whole enormous epoch’ and going through
four revolutionary phases: ideological, political, economic and technical. The
process is seen as occurring in the context of a kind of war economy
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involving highly centralized state control, though there is an optimistic
prediction of an ultimate ‘dying off of the state power’. Room is allowed for
preserving and maintaining small-scale private enterprise. The agricultural sector
is seen as posing special problems, due to the assumed character of peasant
production, which can only be overcome through transformation by stages to
collectivized large-scale production. Even so, it is firmly held (in 1919) that ‘for
a long time to come small-scale peasant farming will be the predominant form
of Russian agriculture’. In industry, too, small-scale industry, handicraft,
and home industry are to be supported, so that the all-round strategy is one
that seems quite similar to that of ‘walking-on two-legs’ later propounded by
Mao for China. An extensive discussion is presented of almost every detail of
the economic programme, from technology to public health, but little or no
attention is given to issues of incentives and organizational problems of
centralization/decentralization which have emerged as crucial considerations in
later work.
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Capital as a Social Relation

ANWAR SHAIKH

Taken by itself, a sharp stone is simply a relic of some ancient and inexorable
geological process. But appropriated as a cutting instrument, it is a tool or, in a
somewhat more murderous vein, a weapon. As a stone, it is a natural object.
But as a tool or weapon, it is an eminently social object whose natural form is
merely the carrier of the social relations which, so to speak, happen to have
seized upon it.

Even any particular social object, such as a tool, can enter into many different
sets of social relations. For instance, whenever a loom is used to weave cloth,
it is a part of the means of production of a cloth-making labour process. However,
because any such labour activity is itself part of the social division of labour, its
true content can only be grasped by analysing it as part of a greater whole. For
instance, the cloth-making process may be part of the collective labour of a
family or community, in which the cloth is intended for direct consumption.
Alternatively, the very same people may end up using the same type of loom,
in a capitalist factory in which the whole purpose of the labour process is to
produce a profit for the owners. In the case of cloth produced for direct use, it
is properties such as quality and durability which directly concern the producers.
But in the case of cloth produced in a capitalist factory, the salient property of
the cloth is the profit it can generate. All other properties are then reduced to
mere vehicles for profit, and as we know only too well, the packaging of the
product can easily displace its actual usefulness. This at any rate establishes that
even two labour processes which are technically identical can nonetheless have
subsantially different dynamics, precisely because they exist within very different
social frameworks.

The above result also applies to the tools of the labour process. For instance,
in both communal and capitalist production, the loom serves as means of
production in a labour process. But only in the latter case does it also function
as capital. That is to say, for its capitalist owners, the significance of the loom
lies not in its character as means of production, but rather in its role as means
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towards profit; while for the workers labouring alongside it, the loom functions
not as their own instrument but rather as a proper capitalist tool. Indeed, if we
look more closely at the capitalist factory, we will see that not only the loom,
but also money, yarn, and even the capacity to labour all serve at various points
as particular incarnations of the owners’ capital. This is because capital is not a
thing, but rather a definite set of social relations which belong to a definite
historical period in human development, and which give the things enmeshed
within these relations their specific content as social objects. To understand
Capital, one must therefore decipher its character as a social relation (Marx,
1894, ch. 48; Marx, 1867, Appendix, II-III).

CAPITAL AND CLASS. Human society is structured by complex networks of social
relations within which people exist and reproduce. The reproduction of any given
society in turn requires not only the reproduction of its people, but also of the
things they need for their existence, and of the social relations which surround
both people and things.

The things which people need for their daily existence form the material base
of society. Although the specific character of these things, and even of the needs
they satisfy, may vary according to time and circumstance, no society can exist
for long without them. Moreover, in all but the most primitive of societies, the
vast bulk of the necessary social objects must be produced through human labour.
Production, and the social allocation of labour upon which it rests, thus emerge
as absolutely fundamental aspects of social reproduction. But social labour
involves acting on nature while interacting with other people, in-and-through
specific social relations. Thus, the labour process ends up as crucial not only in
the production of new wealth, but also in the reproduction of the social relations
surrounding this production, as well as of any other social relations directly
contingent upon them.

The preceding point assumes particular significance in the case of class societies.
In effect, a class society is structured in such a way as to enable one set of people
to live off the labour of the others. For this to be possible, the subordinate classes
must not only be able to produce more than they themselves appropriate, they
must also somehow be regularly induced to do so. In other words, they must
be made to work longer than that required by their own needs, so that their
surplus labour and corresponding surplus product can be used to support their
rulers. Thus, the very existence of a ruling class is predicated on the exploitation
of labour, and on the reproduction of the social and material conditions of this
exploitation. Moreover, since any such process is a fundamentally antagonistic
one, all class societies are marked by a simmering hostility between rulers and
ruled, punctuated by periods of riots, rebellions and revolutions. This is why
class societies always rely heavily on ideology to motivate and rationalize the
fundamental social cleavage upon which they rest, and on force to provide the
necessary discipline when all else fails.

Capitalism is no different in this respect. It is a class society, in which the
capitalist class exists by virtue of its ownership and control of the vast bulk of
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the society’s means of production. The working class is in turn comprised of
those who have been ‘freed’ of this self-same burden of property in means of
production, and who must therefore earn their livelihood by selling their capacity
to labour (labour power) to the capitalist class. As Marx so elegantly
demonstrates, the general social condition for the regular sale of labour power
is that the working class as a whole be induced to perform surplus labour, for
it is this surplus labour which forms the basis of capitalist profit, and it is this
profit which in turn keeps the capitalist class willing and able to re-employ
workers. And as capitalism itself makes abundantly clear, the struggle among
the classes about the conditions, terms and future of these relations has always
been an integral part of its history (Marx, 1867, Part II and Appendix.)

CAPITAL AS INDIVIDUAL VERSUS DOMINANT SOCIAL RELATIONS. In the preceding
section we spoke about already constituted capitalist society. But no social form
springs full blown into being. Instead, its constituent elements must either already
exist within other societies, albeit in dissociated form, or else they must arise
and be nurtured within the structure of its direct predecessor. This distinction
between elements and the whole is important because it allows us to differentiate
between capital as an individual social relation, and capitalism as a social
formation in which capital is the dominant social relation.

Capital as an individual social relation is concerned most of all with the making
of profit. In its most general form, this means advancing a sum of money M in
order to recoup a larger sum of money M’'. The general circuit of capital is
therefore always attended by the two poles M and M’, and their span is always
the overall measure of its success. Note that money functions here as a means
of making money (i.e. as money-capital), rather than merely as a means of
purchasing commodities to be consumed (i.e. as money-revenue). Marx draws
many significant and powerful implications from the above functional difference
between money-capital and money-revenue.

Even within the circuit of capital, there are three distinct routes possible
between its two poles. First, money capital M may be advanced as a loan, in
return for a subsequent repayment M’ which covers both the original advance
and an additional sum over and above it. This is the circuit M — M’ of financial
capital, in which an initial sum of money appears to directly beget a greater
sum, through the apparently magical device of interest. Second, money capital
M may be utilized to buy commodities C, and these very same commodities
may then be resold for more money M’. This is the circuit M —C — C — M’ of
commercial capital, in which the double appearance of C as an intermediate
term signifies that it is the same set of commodities which first exists as the object
of purchase of the capitalist, and then later as their object of (re)sale. Here, it is
the acumen of the capitalist in ‘buying cheap and selling dear’ which appears to
generate the circuit’s profit. Finally, money capital M may be advanced to
purchase commodities C comparing means of production (materials, plant and
equipment) and labour power, these latter elements set into motion as a
production process P, and the resultant product C’ then sold for (expanded)
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money capital M’. Thisis the circuit M — C ... P ... C' — M’ of industrial capital,
in which the characteristic intermediate term is that of the production process
P. Now, it is the capitalist’s ability to keep the productivity of labour ahead of
the real wage which appears as the fount of all profit.

The most prevalent early incarnations of capital are those of usurer’s capital
M — M’ and merchant capital M — C — C’' — M’. Both of these are virtually as
old as money itself, and have existed over the millennia within many different
civilizations. However, they almost always appear as parasitic relations, either
within a particular host society or between two or more cultures. Often despised
and occasionally feared, these individual activities were nonetheless generally
tolerated as long as they conformed to the overall structure of the social formation
within which they existed. It is only in feudal Europe, particularly in England,
that these antediluvian forms of capital fused together with industrial capital to
form the entirely new social formation that we call the capitalist mode of
production. Only then, on the foundation of surplus labour extracted directly
by itself and for itself, do we find capital as the dominant social relation and its
individual forms as mere particular moments of the same overall process (Marx,
1858, p. 266 and 1867, Appendix).

GENERAL LAWS OF CAPITAL. The social dominance of capital gives rise to certain
patterns which are characteristic of the capitalist mode of production.

We have already encountered the first of these, which is that the class relation
between capital and labour is a fundamentally antagonistic one, marked by an
intrinsic struggle over the conditions and terms of the extraction of surplus
labour. Though ever present, this antagonism can sometimes erupt with a force
and ferocity which can shake the very foundations of the system itself.

Second, capitalism as a form of social organization pits each element against
the other in a generalized climate of conflict: capitalist against worker in the
labour process, worker against worker in the competition for jobs, capitalist
against capitalist in the battle for market position and sales, and nation against
nation in the world market. Like the class struggle, these other conflicts also
periodically erupt into acute and open combat between the participants, whether
it be the battles of strikers against scabs, or capitalists against their rivals, or
even of world wars between one set of capitalist nations and another. It is
precisely this real conflict which the bourgeois notion of ‘perfect competition’ is
designed to conceal (Shaikh, 1982).

Thirdly, the relations among people are mediated by relations among things.
This stems from the very nature of capitalist production itself, in which individual
labours are undertaken solely with the aim of making a profit on their product.
The various individual labours are thus articulated into a social division of labour
only under the ‘objectified husk’ of their products. It is the products which
therefore step to the fore, and the producers who follow behind. From this derives
the famous Fetishism of Commodity Relations, i.e. exchangeability appears to be
a natural property of all objects, rather than a historically specific way of
evaluating the social content of the labour which produced them.
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The fourth point follows directly from the third. As noted above, under
capitalist relations of production individual labour processes are undertaken in
the hope of private gain, with no prior consideration of a social division of
labour. But any ensemble of such labours can survive only if they happen to
collectively reproduce both the material and social basis of their existence:
capitalist society, like all society, requires a particular pattern of labour in order
to reproduce its general structure. Thus, under capitalist production, the various
individual labours end up being forcibly articulated into a moving social division
of labour, through a process of trial-through-error, of overshooting and
undershooting, of discrepancy, disruption and even occasional ruptures in the
process of reproduction. This pattern of apparent anarchy regulated by inner
laws of motion is the characteristic form of capitalist reproduction. Notice how
different this concept is from that of general equilibrium, where the whole process
is reduced to one of immediate and perfect stasis.

The fifth point stems from the fact that capitalist production is driven by profit.
Each capitalist is compelled to try and widen the gap between the intial advance
M and the final return M’; those who are most successful prosper and grow,
those who fall behind soon face the spectre of extinction. Within the labour
process, this shows up in the tendency to stretch the length and intensity of the
working day to its social limits, while at the same time constantly seeking to
reshape the labour process along lines which are ever more ‘rational’ from the
point of view of capital. This compulsion is directly responsible for capitalism’s
historically revolutionary role in raising the productivity of labour to new heights.
And it is the associated capitalist rationality which is most perfectly expressed
in the routinization of production, in the reduction of human activities to
repetitive and automatic operations, and in the eventual replacement of the now
machine-like human labour by actual machines. As Marx notes, the so-called
Industrial Revlution is merely the signal, not the cause, of the advent of capitalist
relations of production. And whereas earlier the tool was an instrument of labour,
now it is the worker who is an instrument of the machine (Marx, 1867, Parts
HI-1V).

THE CONCEPTION OF CAPITAL WITHIN ORTHODOX ECONOMICS. Within orthodox
economics, the term ‘capital’ generally refers to the means of production. Thus
capital, along with labour, is said to exist in every society. From this point of
view, social forms are to be distinguished from one another by the manner in
which they ‘bring together’ the factors of production, the capital and labour, at
their respective disposals. Capitalism is then defined as a system which utilizes
the market to accomplish this task, in the context of the private ownership of
the means of production (Alchian and Allen, 1983, chs 1 and 8).

By treating human labouring activity as a factory of production on a par with
raw materials and tools, hence as a thing, orthodox economics succeeds in
reducing the labour process to a technical relation between so-called inputs and
output (e.g. a production function). All struggles over the terms and condition
of labour thereby disappear from view.

76



Capital as a social relation

Moreover, once labour is defined as a factor of production, every (able-bodied)
individual is an owner of at least one factor. Of course, some may be fortunate
enough to also own large quantities of capital. But that is a mere detail of the
distribution of ‘initial endowments’, and on such things orthodox economics
remains studiously neutral. What matters instead is that under capitalism the
notion that everybody owns a factor of production bespeaks of an inherent
equality among individuals. Any reference to the concept of class is therefore
blocked from the start.

Next, because labour is merely one of the factors of production which
individuals are free to utilize in any manner they choose, this labour-as-thing
cannot be said to be exploited. The exploitation of labour thus drops out of
sight, to be replaced by the notion of the cooperation of Capital and Labour,
each of which contributes its component to the product and receives in turn its
commensurate reward (as in marginal productivity theories of distribution). With
this, the sanctification of capitalism is complete.

THE HISTORICAL LIMITS OF CAPITAL AS A SOCIAL RELATION. The last general point
has to do with the historical specificity of capitalist production. On the one hand,
capitalism is a powerful and highly flexible social structure. It has developed its
forces of production to extraordinary heights, and has proved itself capable of
dissolving or destroying all previous social forms. Its inherently expansive nature
has led to the creation of vast quantities of wealth, and to a dominion which
extends all over the globe. But on the other hand, this very same progressive
aspect feeds off a dark and enormously destructive side whose nature becomes
particularly clear when viewed on a world scale. The capital-labour relation is
a profoundly unequal one, and the concentration and centralization of capital
which attends capitalist development only deepens the inequality. The competitive
struggle of all against all creates an alienated and selfish social character,
imprisons each in an atmosphere of suspicion and stress, and heaps its miseries
precisely on those who are in the weakest positions. Finally, as capitalism
develops, so too does its level of mechanization, so that it is progressively less
able to absorb labour. In the developed capitalist countries, this manifests itself
as a growing mass of unemployed people at any given ‘natural’ rate of
unemployment. In the Third World, as the incursion of capitalist relations lays
waste to earlier social forms, the mechanized processes which replace them are
able to pick up only a fraction of the huge numbers previously ‘set free’. Thus
the rising productivity of capitalist production is accompanied by a growing
pool of redundant labour all across the globe. The presence of starving masses
in the Third World, as well as of floating populations of unemployed in the
developed capitalist world, are bitter reminders of these inherent tendencies.
The above perspective forcibly rerinds us that capitalism is only one particular
historical form of social organization, subject to deep contradictions which are
inherent in the very structure of its being. Precisely because these contradictions
are built-in, any successful struggle against their destructive effects must move
beyond reform to the rejection of the structure itself. In the 20th century such
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efforts have taken a variety of forms, ranging from so-called parliamentary
socialism to socialist revolution. Whatever we may think of the strengths and
weaknesses of these various fledgling social movements, the general tendency is
itself part of an age-old human process. History teaches us that no social form
lasts forever, and capital as a social relation is no exception to this rule.
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J. FOSTER

The word originates from the Latin ‘classis’, which included among its uses the
subdivision of the population by wealth (most notably in the constitution of
Servius Tullius). In modern usage it was adopted by Defoe (1728) to define
‘classes of people’ in terms of occupation and income. It was widely used by
the Physiocratic School (Cantillon, 1755, and Steuart, 1767) and most centrally
by Quesnay (1758) to define socio-economic functions. Quesnay‘s Tableau
Oeconomique made farmers the classe productive, landlords the classe distributive
and merchants the classe sterile.

Adam Smith, while referring to this usage by Quesnay, did not himself adopt
it. His categorization of economic relationships was by direct reference to
landlords, capitalists and labourers, and his analysis of social relationships was
posed separately in terms of ‘ranks’ and ‘orders’. The first use of the term in a
way that specifically linked economic function to social activity was, most
probably, by the Scottish lawyer and historian, John Millar (1787). He described
the Dark Ages as marked by the ‘separation of a whole people into two great
classes’, and argued that in a commercial nation the division of labour and the
unequal distribution of wealth held the danger of ‘the class of mechanics and
labourers’ being ‘debarred from extensive information’ and ‘becoming the dupes
of their superiors’.

By the beginning of the 19th century the term was in wide popular use: ‘lower’,
‘middle’ and ‘upper’ classes being the most frequent but with increasing
reference to the ‘working classes’ (as in Robert Owen’s A New View of Society
in 1816).

The connotation of ‘class’ as a social collectivity was clearly present in 1817
when Ricardo (1817, p. 5) established the term as a central concept of political
economy. The Principles begin:

the product of the earth — all that is derived from its surface by the united
application of labour, machinery and capital, is divided among these classes
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of the community .... In different stages of society, the proportions of the
whole produce of the earth which will be allotted to each of these, under the
name of rent, profit and wages, will be essentially different.... To determine
the laws which regulate this distribution is the principal problem in political
economy.

Subsequently Ravenstone (1821) and Hodgskin (1825) argued from Ricardo’s
work that there existed an inherent conflict of interest between the ‘classes’ of
labour and capital. Hodgskin additionally claimed that this could only be resolved
by the collective action of labour.

It was this usage that Marx and Engels inherited and then extended radically.
The individual elements within their analysis were not new. The concept of social
progress, of transformation through the unfolding contradictions of thought and
consciousness, was common to all young Hegelians. The idea of economically
defined stages was present in Smith, Millar and Adam Ferguson. The
explanation of political action in terms of economically defined classes was also
widespread.

What was new in the work of Marx and Engels was the way in which they
combined these elements and then embodied them in the one central concept of
‘class’. Class struggle became, for them, the motive force of human history. The
progressive advance of productive capacity demanded, they argued, the existence
of labour surpluses. Historically, these had been achieved exploitatively within
a series of social systems, each marked by different forms of property relations
and distinguished by the precise way in which its ‘ruling class’ was able to extract
the surplus from the direct producers.

At a certain stage of their development, the material productive forces of
society come into conflict with the existing relations of production.... From
forms of development of the productive forces these relations turn into fetters.
Then begins the epoch of social revolution.... In broad outlines Asiatic,
ancient, feudal and modern bourgeois modes of production can be designated
as progressive epochs in the economic formation of society (Marx, 1859,
pp. 20-22).

Hence, in the words of the Communist Manifesto, ‘the history of all hitherto
existing society is the history of class struggles’ (Marx and Engels [1848] 1976,
p. 478). The Manifesto argued, on the basis of its analysis of previous stages of
human history, that the social injustices of capitalist society could only be
overcome through the collective exercise of power by a new revolutionary class.
Under capitalism this revolutionary class was the working class, and its historical
objective, springing from its experience of the material conditions of capitalist
production, was to be the establishment of an ultimately classless society in
which the surplus would be controlled collectively. Initially, this would require
the working class to destroy the capitalist state and constitute its own state power.

Marx gave this working class, as a class ‘in itself’, a very comprehensive
definition. He included within it all those who had to sell their labour power in
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order to subsist: Marx argued, in contrast to Adam Smith, that productive labour
was not to be conceived narrowly in terms of the manual character of the task,
a definition which broke what he saw as the central linkage between hand and
head, consciousness and physical action. On the contrary, productive labour
within capitalism was to be defined by its social relationship to capital. Moreover,
as capitalism’s means of production became progressively more social in
character, and the division of labour more marked ‘so, as a necessary
consequence, does our notion of productive labour, and of its agent the productive
labourer, become extended. In order to labour productively it is no longer
necessary for you to do manual work yourself; enough if you are an organ of
the collective labourer, and perform one of its subordinate functions’ (Marx,
1867, pp. 476-7). In Theories of Surplus Value Marx pointed out that productive
labour included artists and writers as long as they were employees whose labour
assisted in the creation of surplus value (Marx, 1905, p. 157).

However, at the same time as insisting on this broad definition of productive
labour, Marx also argued that the ‘class consciousness’ necessary for the working
class to constitute itself as a class ‘for itself” developed unevenly and did so first
and foremost among workers within large-scale industry. The Communist
Manifesto presents this as a historical process, with ‘various stages of
development’ in which workers are cumulatively exposed to the material
contradictions of capitalist production (Marx and Engels, 1848, p. 492). Marx
first systematically enumerated these stages in The Poverty of Philosophy (Marx,
1847). They were the need of all workers to combine in the face of competition,
the erosion of craft through the division of labour, the loss of control over labour
through ‘real subordination’ to the machine, the exposure to capitalist crisis
which brought an understanding of the system’s contradictions and finally the
industrial concentration which provided an awareness of collective strength. The
end result was the unification of local struggles into national struggles and
‘consequently into a political party’.

This classic usage of the term ‘class’ may, in sum, be said to possess the
following characteristics. First, it defines class in terms of collective position
within a series of historically definite production relations:

It is always the direct relationship of the owners of the conditions of production
to the direct producers — a relation always naturally corresponding to a definite
stage in the development of the methods of labour and thereby its social
productivity — which reveals the innermost secret, the hidden basis of the entire
social structure, and with it the political form of the relation of sovereignty
and dependence, in short, the corresponding form of the state (Marx, 1894,
p- 791).

Second, it understands these relations to be exploitative and hence to be sustained
coercively through the exercise of state power. Third, it conceives social progress,
the process by which human beings made their own history, as dialectical, driven
by its own contradictions. Each successive stage is achieved through collective,
conscious class struggle in which the new revolutionary class destroys the state
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power of the old and creates its own. The state, therefore, is entirely the product
of, and based within, existing class relations — not ‘an independent entity that
possesses its own intellectual, ethical and libertarian basis’ (Marx, 1891, p. 25).

Marx gave this perspective presise definition in 1852 when he described his
essential discovery not as the existence of classes or class struggle but ‘that the
existence of classes is only bound up with particular, historic phases in the
development of production; that the class struggle necessarily leads to the
dictatorship of the proletariat; that this dictatorship itself only constitutes the
transition to the abolition of all classes and to a classless society’ (Marx, 1983,
pp. 64-5).

Since Marx’s death most re-definitions of class have attempted to untie this
tight knot of argument and claim that its dialectical linkage of production
relations, state power and class struggle is empirically or theoretically illegitimate.

Max Weber, while never making an explicit critique of Marx’s usage of ‘class’, left
anumber of comments which have provided the basis for most counter-hypotheses.

Weber proposed three conceptually distinct dimensions for the analysis of
social position. These were: ‘class situation’ which referred to a person’s material
‘life chance’ (or economic advantages) within any market situation, be it as
consumer, employees or landlord; ‘status situation’ which was determined by
the social ‘honour’ accorded to particular social groupings and any objective ‘life
chance’ advantages which flow from this; and ‘power’ which defined a group’s
differential access to the legitimate use of force (Weber, 1922).

These categories reasserted the separateness of economic, social and political
spheres. In this way, it was claimed, it was possible to test empirically for any
correspondence of position between the three dimensions rather than simply
asserting it. It also made it possible to categorize societies by the degree to which
status stratification or class formation (conceived as conflict within a market)
was dominant.

None of these categories, however, directly corresponds to Marx’s concept of
class. All three refer to different forms of distribution — with Weber’s concept of
class referring to the distribution of resources which occurs ‘economically’ within
a market situation. To this extent, it is quite distinct from the classical usage
which refers to position within the social relations of production and categorizes
social systems by the particular way in which the surplus is extracted.

Recent elaborations of the Weberian approach maintain this distinction.
Parkin argues that the principal class division within modern society is that
deriving from the different market opportunities of manual and non-manual
occupations. This is because those in non-manual occupations are able to exploit
the mechanism of ‘social closure’: a ‘process by which collectivities seek to
maximise rewards by restricting access to a limited number of eligibles’. For
Parkin, therefore, the class division between the ‘bourgeoisie and the proletariat’
is not defined by the ownership or non-ownership of capital but occurs within
the occupational labour market and results from the way in which ‘social closure’
gives non-manual occupations a significantly greater control over resources
(Parkin, 1971 and 1974)
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Giddens also bases his analysis on market strength but sees modern society
as divided into three ‘social classes’: ‘groupings whose class — or market —
situations are sufficiently similar to justify the aggregate being termed a social
class.” These are defined by the particular character of their power within the
market (or ‘mediate structuration’), and consist of an ‘upper class’ (having
ownership and control of property), a ‘middle class’ (possessing technical and
education skills) and a ‘lower class’ (having only labour to sell) (Giddens, 1973).

A somewhat similar re-definition of class was provided by Poulantzas. He also
argues that modern capitalist society contains three ‘social classes’. These are
the bourgeoisie defined by its possession and real economic control of capital,
the working class whose labour is employed manually in material production of
use values and the ‘new petty bourgeoisie’ which includes all other wage workers.
Unlike Marx, therefore, Poulantzas uses a narrow definition of productive labour.
Additionally, and following Althusser, he see the ‘structural determination of
class’ as taking place at a ‘political’ and ‘ideological’ as well as ‘economic’ level.
Accordingly, he places non-manual wage workers in the petty bourgeoisie on
the grounds that politically they supervise manual workers and that ideologically,
as mental workers, they participate in ‘secret knowledge’ (Poulantzas, 1973).

Olin Wright, taking a position somewhat closer to that of classical Marxism,
contests the validity of Poulantzas’s ‘new petty bourgeoisie’. He argues that
Poulantzas’s rationale for excluding non-manual employees from the working
class elevates the ‘political’ and ‘ideological’ spheres above the economic, and
reduces the economic to a market opposition similar to that used by Weber.
Instead Olin Wright argues that there exists between the working class and the
bourgeoisie a number of ‘contradictory class locations’ (Wright, 1978).

The most succinct 20th-century restatement of Marx’s original linkage of class
to state coercion and systems of production remains Lenin’s State and Revolution
(1917) and A Great Beginning (1919).
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Commodity Fetishism

A. HUSSAIN

This term is used by Marx to characterize the perception of social relations under
the sway of commodity exchange. It is under capitalism that fetishism of
commodities assumes its most comprehensive form. In Capital, the notion is
developed initially with reference to commodity exchange between atomistic
self-employed producers. The principal characteristic of such an economy is that
each economic agent produces goods which he himself does not consume, and, in
turn, consumes goods which he has not produced. For Marx, the important
feature is that the mutual interdependence of economic agents is established
ex post when they come to exchange their products rather than ex ante when they
embark on production. Marx draws attention to the contrast between the
coordination of production decisons through the ‘invisible hand’ of the market,
and that through a production plan.

The notion of fetishism of commodities is premised on the contention that the
coordination mechanism is not neutral but has an effect on the way in which
economic agents perceive their mutual interdependence and the terms in which
they are characterized. Under commodity production in general, and capitalism
in particular, economic agents are characterized first and foremost as potential
buyers and sellers of commodities, and commodity exchange serves as a paradigm
of relations between them. It may be argued that the ‘rational economic man’
of economic theory is not a fiction but an effect of coordination through the
invisible hand of the market. The fact which singles out capitalism is that under
it labour-time (labour power, in Marx’s terminology) too becomes a commodity
appearing on a par with other commodities. This appearance masks the special
character of the labour market. For the participants in the labour market are
on the one hand the labourers who have nothing to sell but their labour-time,
and on the other, the capitalists who own means of production. On the surface,
the relations between capitalists and labourers appear as no more than those of
sellers and purchasers, masking the fact that the value-added by the employed
labourers exceeds their wages, thus giving give to profit or ‘surplus value’.
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What has been the effect of the notion of fetishism of commodities on Marxist
analyses? First of all, it has furnished the foundation for the analyses of ideology
under capitalism, an exemplar of which is Althusser’s essay on ideology. Further,
Pasukanis, a Soviet jurisprudential theorist of the 1920s, used the notion of
fetishism of commodities to sketch a Marxist theory of law. In economic analyses
it has led to a denigration of exchange relations and the emphasis on production
relation as the vantage point for the analysis of economic systems. As a result,
the formation of prices and the systems of market exchange have remained a
neglected area in Marxist economic analyses. Furthermore it has instituted an
unquestioned distinction between ideological and scientific categories. The former
is to be avoided in favour of the latter. It has led Marxist economists to spurn
marginal calculus, including linear programming, as ideological. In all, the notion
of fetishism of commodities, while fecund in the formation of theories of ideology
and law, has been an obstacle in the development of Marxist economic analyses.
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Communism

ERNEST MANDEL

The term ‘communism’ was first used in modern times to designate a specific
economic doctrine (or regime), and a political creed intending to introduce such
a regime, by the French lawyer Etiénne Cabet in the late 1830s; his works,
especially the utopia L'Icarie, were influential among the Paris working class
before the revolution of 1848. In 1840, the first ‘communist banquet’ was held in
Paris — banquets and banquet speeches were a common form of political protest
under the July monarchy. The term spread rapidly, so that Karl Marx could
entitle one of his first political articles of 16 October 1842 ‘Der Kommunismus
und die Augsburger Allgemeine Zeitung’. He noted that ‘communism’ was already
an international movement, manifesting itself in Britain and Germany besides
France, and traced its origin to Plato. He could have mentioned ancient Jewish
sects and early Christian monasteries too.

In fact, some of the so-called ‘Utopian socialists’, in the first place the German
Weitling, called themselves communists and spread the influence of the new
doctrine among German itinerant handicraftsmen all over Europe, as well as
among the more settled industrial workers of the Rhineland. Under the influence
of Marx and Engels, the League of the Just (Bund des Gerechten) they had
created, changed is name to the Communist League in 1846. The League
requested the two young German authors to draft a declaration of principle for
their organization. This declaration would appear in February 1848 under the
title Communist Manifesto, which would make the words ‘communism’ and
‘communists’ famous the world over.

Communism, from then on, would designate both a classes society without
property, without ownership — either private or nationalized — of the means of
production, without commodity production, money or a state apparatus separate
and apart from the members of the community, and the social-political movement
to arrive at that society. After the victory of the Russian October revolution in
1917, that movement would tend to be identified by and large with Communist
parties and a Communist International (or at least an ‘international communist
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movement’), though there exists a tiny minority of communists, inspired by the
Dutch astronomer Pannekoek, who are hostile to a party organization of any
kind (the so-called ‘council communists’, Rdtekommunisten).

The first attempts to arrive at a communist society (leaving aside early,
medieval and more modern christian communities) were made in the United
States in the 19th century, through the establishment of small agrarian settlements
baed upon collective property, communally organized labour and the total
absence of money inside their boundaries. From that point of view, they differed
radically from the production cooperatives promoted for example by the English
industrialist and philanthropist Robert Owen. Weitling himself created such a
community, significantly called Communia. Although they were generally
established by a selected group of followers who shared common convictions
and interests, these agrarian communities did not survive long in a hostile
environment. The nearest contemporary extension of these early communist
settlements are the kibbutzim in Israel.

Rather rapidly, and certainly after the appearance of the Communist Manifesto,
communism came to be associated less with small communities set up by morally
or intellectually selected elites, but with the general movement of emancipation
of the modern working class, if not in its totality at least in its majority,
encompassing furthermore the main countries (wealth-wise and population-wise)
of the world. In the major theoretical treatise of their younger years, The German
Ideology, Marx and Engels stated emphatically:

Empirically, communism is only possible as the act of dominant peoples ‘all
at once’ and simultaneously, which presupposes the universal development of
productive forces and the world intercourse bound up with them.... The
proletariat can thus only exist world-historically, just as communism, its
activity, can only have a ‘world-historical’ existence.

And, earlier in the same passage,

... This development of productive forces (which at the same time implies the
actual empirical existence of men in their world-historical, instead of local,
being) is an absolutely necessary practical premise, because without it
privation is merely made general, and with want the struggle for necessities
would begin again, and all the old filthy business would necessarily be
restored ... ([1845-6] 1976, p. 49).

That line of argument is to-day repeated by most orthodox marxists
(communists), who find in it an explanation of what ‘went wrong’ in Soviet
Russia, once it was isolated in a capital environment as a result of the defeat of
revolution in other European countries in the 1918—23 period. But many ‘official’
Communist Parties still stick to Stalin’s particular version of communism,
according to which it is possible to successfully complete the building of socialism
and communism in a single country, or in a small number of countries.

The radical and international definition of a communist society given by Marx
and Engels inevitably leads to the perspective of a transition (transition period)
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between capitalism and communism. Marx and Engels first, notably in their
writings about the Paris Commune — The Civil War in France — and in their
Critique of the Gotha Programme [ of the German social-democratic party], Lenin
later — especially in his book State and Revolution — tried to give at least a general
sketch of what that transition would be like. It centres around the following ideas:

The proletariat, as the only social class radicaly opposed to private ownership
of the means of production, and likewise as the only class which has potentially
the power to paralyse and overthrow bourgeois society, as well as the inclination
to collective cooperation and solidarity which are the motive forces of the building
of communism, conquers political (state) power. It uses that power (‘the
dictatorship of the proletariat’) to make more and more ‘despotic inroads’ into
the realm of private property and private production, substituting for them
collectively and consciously (planned) organized output, increasingly turned
towards direct satisfaction of needs. This implies a gradual withering away of
market economy.

The dictatorship of the proletariat, however, being the instrument of
the majority to hold down a minority, does not need a heavy apparatus of
full-time functionaries, and certainly no heavy apparatus of repression. It is a
state sui generis, a state which starts to wither away from its inception,
i.e. it starts to devolve more and more of the traditional state functions to
self-administrating bodies of citizens, to society in its totality. This withering
away of the state goes hand in hand with the indicated withering away
of commodity production and of money, accompanying a general withering
away of social classes and social stratification, i.e. of the division of society
between administrators and administrated, between ‘bosses’ and ‘bossed over’
people.

That vision of transition towards communism as an essentially evolutionary
process obviously has preconditions: that the countries engaged on that road
already enjoy a relatively high level of development (industrialization, modern-
ization, material wealth, stock of infrastructure, level of skill and culture of the
people, etc.), created by capitalism itself; that the building of the new society is
supported by the majority of the population (i.e. that the wage-earners already
represent the great majority of the producers and that they have passed the
threshhold of a necessary level of socialist political class consciousness); that the
process encompasses the major countries of the world.

Marx, Engels, Lenin and their main disciples and co-thinkers like Rosa
Luxemburg, Trotsky, Gramsci, Otto Bauer, Rudolf Hilferding, Bukharin et al.
— incidentally also Stalin until 1928 — distinguished successive stages of the
communist society: the lower stage, generally called ‘socialism’, in which there
would be neither commodity production nor classes, but in which the individual’s
access to the consumption fund would still be strictly measured by his quantitative
labour input, evaluated in hours of labour; and a higher stage, generally called
‘communism’, in which the principle of satisfaction of needs for everyone would
apply, independently of any exact measurement of work performed. Marx
established that basic difference between the two stages of communism in his
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Critique of the Gotha Programme, together with so much else. It was also
elaborated at length in Lenin‘s State and Revolution.

In the light of these principles, it is clear that no socialist or communist society
exists anywhere in the world today. It is only possible to speak about ‘really
existing socialism’ at present, if one introduces a new, ‘reductionist’ definition
of a socialist society, as being only identical with predominantly nationalized
property of the means of production and central economic planning. This is
obviously different from the definition of socialism in the classical marxist
scriptures. Whether such a new definition is legitimate or not in the light of
historical experience is a matter of political and philosphical judgement. It is in
any case another matter altogether than ascertaining whether the radical
emancipatory goals projected by the founders of contemporary communism have
been realized in these really existing societies or not. This is obviously not the case.
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Constant and Variable Capital

N. OKISHIO

1 DEFINITION

In Das Kapital Marx defined Constant Capital as that part of capital
advanced in the means of production; he defined Variable Capital as the part
of capital advanced in wages (Marx, 1867, Vol. I, ch. 6). These definitions
come from his concept of Value: he defined the value of commodities as the
amount of labour directly and indirectly necessary to produce commodities
(Vol. I, ch. 1). In other words, the value of commodities is the sum of C
and N, where C is the value of the means of production necessary to produce
them and N is the amount of labour used that is directly necessary to
produce them. The value of the capital advanced in the means of production is
equal to C.

However, the value of the capital advanced in wages is obviously not equal
to N, because it is the value of the commodities which labourers can buy with
their wages, and has no direct relationship with the amount of labour which
they actually expend. Therefore, while the value of the part of capital that is
advanced in the means of production is transferred to the value of the products
without quantitative change, the value of the capital advanced in wages undergoes
quantitative change in the process of transfer to the value of the products. This
is the reason why Marx proposed the definitions of constant capital C and
variable capital V.

The definition of constant capital and variable capital must not be confused
with the definition of fixed capital and liquid capital. Fixed capital is a part of
constant capital which is totally used in production process but transfers its
value to products only partially. Liquid capital is a part of constant capital which
is totally used up and transfers its whole value within one production process.
So constant capital is composed of both fixed capital and liquid capital, and on
the other hand liquid capital belongs partly to constant capital and partly to
variable capital.
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Marx introduced the concept ‘value-composition of capital’, u, which is
defined as the ratio of constant capital C to variable capital V:

C
= (1.1)

u

Marx knew well that the value composition of capital reflects not only material
characteristics of the process of production but also the social relationship
between capitalists and labourers. In fact definition (1.1) can be rewritten as

CN

== 1.2)

u

C/N reflects the character of the process of production and N/V reflects the class
relationship between capitalists and labourers. C/N is the ratio of the amount
of labour necessary to produce the means of production to the amount of labour
directly bestowed, which is completely determined by the material condition in
the process of production, while N/V is the ratio of the amount of labour which
labourers actually expend to the amount of labour that is necessary in order to
produce commodities which labourers can purchase with their wages. If labourers
are forced to work longer with less wages, this ratio must rise.

Marx proposed to call the value-composition of capital, insofar as it is
determined by the material condition of the process of production, ‘the organic
composition of capital’. More explicitly, ‘The value-composition of capital,
inasmuch as it is determined by, and reflects, its technical composition, is called
the organic composition of capital’ (Capital, Vol. I1I, ch. 8). However, as shown
above, the value composition of capital is not deterined by the material condition
of the process of production alone. So it is better to introduce the ratio C/N in
the place of the organic composition of capital, which is determined only by the
material condition in the process of production. In order to avoid confusion, I
call this ratio the ‘organic composition of production’. This is the ratio of dead
labour to living labour, which Marx himself frequently used in Das Kapital.

2 VARIABLE CAPITAL AND SOURCE OF PROFIT

In contrast to Smith, Ricardo and others, Marx attached great importance to
analysis to find the source of profit. He found that source in surplus labour,
which is the excess of labour expended by labourers over the value of commodities
which labourers can obtain with their wages (Capital, vol. I, ch. 5). Using the
notation introduced above, N > V is the necessary condition for profit to exist.
In order to illuminate this fact, he called capital advanced in wages Variable
Capital. So the validity of this name depends on his analysis of the source of
profit. How is it justified?

For simplicity we set up the simplest model which can reflect the fundamental
characteristics of a capitalistic economy; these characteristics are the prevalence
of commodity production, and the existence of class relations between labourers
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and capitalists. There are only two kinds of commodities: the means of production
(commodity 1) and consumption goods (commodity 2). In order to produce one
unit of the ith commodity an amount of g; units of means of production and an
amount of labour t; are necessary as input. Labourers are forced to work for T
hours per day and earn the money wage rate w.
In order for profit to exist in both industries the following inequalities are
necessary
Py >a,py+T W (2.1)
P2 >a,py + TW (2.2)
where p, and p, denote the price of the means of production and consumption

goods respectively. As labourers work for T hours a day at money wage w per
hour, they can purchase an amount B of consumption goods.
T
B="", B/T=R 2.3)
P2

where R is the real wage rate.

In the first volume of Das Kapital, Marx assumed that all commodities are
exchanged at prices exactly proportionate to their unit value (equivalent
exchange). Unit values of commodities are determined by the following equations

ty=a.t, + 14 (2.4)
t,=a,t;+1, 2.5)

which assure unique and positive values, provided a, < 1 (Dmitriev, 1898; May,
1949-50; Okishio, 1955a, 1955b).
Under the assumption of equivalent exchange, we have

pi=At; (2.6)

where A is a constant which converts the dimension from hours to, say, dollars.
Substituting (2.3) and (2.6) into (2.1) and (2.2), respectively, we get

B
ty>agt, +14 T t, 2.7)

B
ta > Gaty + 7, o (2.8)

By equation (2.4) and (2.5) and the above inequalities, we have

rl<1—5:2>>0 2.9)

T

12<1 —Et2>>0. (2.10)
T
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Consequently we arrive at the conclusion
T > Bt,. (2.11)

This inequality implies the existence of surplus value, because surplus value is
the excess of working hours T over the amount of labour necessary to produce
commodities which labourers can receive with wages B. If the number of workers
employed is n, then total expended labour is nT and variable capital measured
in terms of value is Bt,n. So the inequality (2.11) can be rewritten as

N>V. (2.12)

This is the reason Marx called capital advanced in wages variable capital.

As shown above, Marx proved the theorem of the source of profit under the
assumption of equivalent exchange. Though this is a clear-cut way to show the
results, it has induced various critiques. Many critics have said that Marx’s
theorem would be right if all exchanges were equivalent exchange, but that in
reality exchanges are seldom equivalent so his theorem cannot be valid. In order
to refute such a criticism we must prove the theorem without the assumption of
equivalent exchange (see Okishio 1955a, 1955b, 1963, 1972, 1978; Morishima,
1973). Mathematically, our task is to find necessary and sufficient conditions for
inequalities (2.1), (2.2) and (2.3) to have non-negative solutions for p,, p,. From
(2.1) we know easily that the condition

1—a,>0 (2.13)

is necessary for p, to be positive. This condition ensures that the society will
obtain net output.
Next, substitute (2.3) into (2.1), and from (2.13) we have

B
LS L (2.14)
p, T(l—ay)
On the other hand, from (2.2) and (2.3) we get
T—1,B
LS (2.15)
P, Ta,
We can easily get from (2.14) and (2.15)
a,7,B
<T—1,B. (2.16)
(1—ay)
Inequality (2.16) is rewritten as
T> B( 1 12>. 2.17)
—a,
By (2.17), (2.4) and (2.5) the above becomes
T > Bt,. (2.18)
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Thus we can arrive at Marx’s result.

For later convenience we show another expression for the existence of surplus
value.

Dividing (2.1) and (2.2) by w, we get

Proa Piyq, (2.19)
w w
Pag g, Py, (2.20)
w w

By comparing (2.19) and (2.20), and (2.4) and (2.5), we get

Pist. =12 (221

w
Equation (2.21) implies that if positive profit exists, then the price—wage ratio
(the amount of commanded labour) is greater than the amount of value (necessary
labour). In the famous controversy with Ricardo, Malthus pointed out this
difference between labour commanded and labour embodied. Though he wrongly
thought that this difference injured the validity of the labour theory of value, he
had come near to the Marxian theory of the source of profit (see Malthus, 1820,
pp. 61-3, 120).
Condition (2.21) is rewritten as

1/t; > w/p;.

This condition shows that if positive profit exists, then the productivity of labour
(1/t;) must be greater than the rate of real wages (w/p,).

3 ORGANIC COMPOSITION AND PRODUCTION PRICE

The concept of organic composition of capital plays an important role in Marx’s
analysis of prices.

The price of production (Ricardo’s ‘natural price’) that gives every industry
the equal rate of profit is determined by the following equations:

pi =1 +r)ap +1,w) (3.1
p2=(1+r)(azp; +1,w) (3.2)
w=Rp, (3.3)

where r is the general (equal) rate of profit.
The first problem is to examine the relationship between

b P
t, D

If they are equal then we have equivalent exchange, if not we have non-equivalent
exchange from the point of view of the labour theory of value. The values of the
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commodities are determined by (2.4) and (2.5). The ratio of the value of
production-goods to consumption-goods t,/t, is given as

at
Ty 11-+-1>
ty 2
t a,t )
2 T 2l g
T,

The relative price of production-goods to consumption-goods determined by

(3.1) and (3.2) is given as
‘c1<a1p1 + w)
P\

(3.4)

_ . (3.5)
23 1_2<“2P1 + w>
1P
Comparing (3.4) with (3.5), we obtain
at a
t tt 1P1 rw
T T T
t—‘—ﬂ=—1 = _u . (3.6)
T a
2 P2 2 2l g 2P +w
T2 T2
The expression in brackets on the RHS of (3.6) is given by
a a
[J=(r1w—p1)<—‘—i>A, A>0. (3.7)
T Ty
If profit is positive, from (2.21) ¢;w — p, is negative. So we can conclude
hgh dig% (3.8)

=
b P, T T

The RHS of the above means the comparison of the organic composition of
production and also the organic composition of capital, because as shown above
the organic composition of production is a;t,/7; and the organic composition of
capital is a;it,/t;Rt,.

The second problem is to examine the influence of the change in real wage
rate on the relative prices determined by (3.1), (3.2) and (3.3):

o5/

Denoting the relative price of production-goods to consumption-goods as p,
from (3.1), (3.2) and (3.3) we obtain

f(p)=ap* +(1,R—ay)p—7,R=0. (3.9)
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Differentiating (3.9) with respect to R, we have

d_P_ Ty — TP

= (3.10)
dR 2a,p+1t,R—a,

The denominator above is positive, because from (3.9)
denominator x p=a,p*+ t,R>0.

We shall show that the sign of the numerator depends on the comparison between
the organic composition of capital in both sectors.

The function f(p) in (3.9) is drawn in Figure 1. The meaningful solution
of the equation (3.9) is given at p*. Substituting t,/z, into f(p), we get

31
f(*) =1,(a,T, — a,7,).
T2

Therefore if a,t, —a,7, >0 then f(z,/1,) >0, so considering the graph of f(p)
we know that t,/7, > p*. In the same way we can conclude that ifa,7, — a7, 20,
then 1,/7, Z p. Consequently, from (3.10) we can conclude

d<ﬂ>/dR§0¢a—‘§a—2.
P2 Ty T2

This proposition is first established in Ricardo’s Principles (1821, p. 43).

-1,R

Figure 1
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4 ORGANIC COMPOSITION AND THE RATE OF PROFIT

The concept of organic composition of capital plays an important role in Marx’s
analysis of the movement of the rate of profit.
Marx defined the rate of profit as
S

r =

4.1)
By (1.1), equation (4.1) is rewritten as

r=—% .  e=s/w 42)
u+1
where e is the rate of exploitation.

He asserted that if the organic composition of capital u increases sufficiently
then the rate of profit r must inevitably decrease. This is the faous ‘law of the
tendency for the rate of profit to fall’ (Capital, vol. 111, ch. 13).

Many people have criticized this theorem. They have said that if the rate of
exploitation e increases sufficiently, r may increase in spite of the increase of u.
So r does not necessarily decrease, even if u increases sufficiently (Robinson,
1942; Sweezy, 1942). Such a critique overlooks the logic of Marx’s argument.

Marx stated:

Since the mass of the employed living labour is continually on the decline as
compared to the mass of materialized labour set in motion by it, i.e., to the
productively consumed means of production, it follows that the portion of
living labour, unpaid and congealed in surplus-value, must also be continually
on the decrease compared to the amount of value represented by the invested
total capital. Since the ratio of the mass of surplus-value to the value of the
invested total capital forms the rate of profit, this rate must constantly fall
(Capital, vol. 111, ch. 13, p. 213).

Therefore Marx’s true intention is to insist that if the organic composition of
production v = C/N (the ratio of the mass of materialized labour to the mass of
living labour) increases sufficiently, the rate of profit must fall.

This can be proved as follows (Okishio, 1972). From (4.1) and (4.2), and

v=C/N (4.3)
we have
e S
i ' Ct+1+I/t+l '
€v1
="
Vo (T+e,)+1
1
—r, 4.4)

(e 1)+ e,
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where suffixes ¢, t + 1 denote periods.
The RHS of (4.4) is an increasing function of e. If we take the limiting value
as e tends to infinity, we have

Fogg— 1 <——T.
Ve+1

Therefore we conclude, if v, > 1/r, then r,,y —r, <0.
The above reasoning can be restated. The reciprocal of the organic composition
of production sets an upper limit to the rate of profit, because

S S+N N
<—=—.

r= 4.5)
c+v Cc C

If this upper limit decreases sufficiently, the rate of profit must eventually
decrease, as shown in Figure 2.

In response to criticisms of this view we must say that as far as we accept
Marx’s assumption that the inverse of the organic composition (N/C) tends
toward zero, Marx’s conclusion inevitably follows.

So far we have defined the rate of profit as (4.1) and C, V, S are all
measured in terms of labour value. However, the general rate of profit r must
be determined by (3.1), 3.2) and (3.3). Can we derive the same conclusions for
such a redefined r?

alz

hme

Figure 2
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Eliminating p,, p,, w from (3.1), (3.2) and (3.3) we have
fr,Ry=(1+r)*R(a;t, — a,t;) — (1 +r)a; + 1,R) + 1=0. 4.6)
Differentiating f(r, R) we have
f,dr+frdR=0 4.7)
where
f,=2(1+r)R(a;t, —a,1,) — (a; +7,R)
r=1+7r)a;t, —a,t) — (1 + 1),
Considering (4.6)

A+rf,=(@ +1,R)(1+r)—2. 4.8)
From (3.1), (3.2), (3.3), we know
1—(1+r)a,; >0 1—(1+rr,R>0. 4.9)

From (4.8), f, <O0. fg is rewritten as
fr=Q0+n{[A+r)a, — 1], — (1 +r)ayt,}.

So by (4.9), fr <0, from which dr/dR < 0. As R goes to zero r tends to its upper
limit, which is obtained from (4.6)

_l—a

r 4.10)

max

a,
Since the value of the means of production is determined by (2.4), we have
l—a;, (Q—a)ty 7, N,

Y @.11)
a, at, ait; €

Thus the upper limit of the general rate of profit is given by the reciprocal of
the organic composition of production in the means of production sector.
Therefore if the organic composition in that sector rises sufficiently, the general
rate of profit must fall.

5 ORGANIC COMPOSITION AND UNEMPLOYMENT

The concept of organic composition of capital plays an important role in Marx’s
analysis of the movement of employment (Capital, vol. 1, ch. 23).

Marx assumed a rise in labour productivity to accompany the rise in the
organic composition of production C/N. If C/N rises then from the definition
of organic composition the amount of employment must decrease relative to
constant capital.

However, how does the increase in the organic composition influence the
absolute level of employment?

Many people thought that even if C/N rises sufficiently, if constant capital C
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still increases then the absolute level of employment can also increase, though
less than proportionately to constant capital (Oppenheimer, 1903). But by
reasoning similar to that used for ‘the tendency of the rate of profit to fall’, we
can prove that if organic composition rises sufficiently, then the absolute level
of employment must actually decrease.

The organic composition of production in the tth period v, is defined as

v, =—L. (5.1)

The accumulation of constant capital AC = C,,, — C, is financed from surplus
value S:

C,1—C,<S.. (5.2)

The surplus value S is a part of the amount of living labour which labourers
expend

S,<N,. (53)
By (5.1), we obtain,
1 1
Ny —N,= Cv1——C,
Vet ]
1 1 1
=—(Ct+l_ct)+ct - )
Vet Vet Vi

From (5.2) and (5.3) we get

1 1 1\ N, 1 1
N, —N,<—S§,+C, ——)<—t+Cc——-

Ve+1 Vit1 Ve Ver1 Viv1 Vi

C
= I +v,—v4y)
Vit 1Vs

We can say, if (1 +v,—v,,,) <0, then N,,, — N, <0. Therefore, if the organic
composition of production in the ¢ + 1th period, v, {, increases sufficiently so as
to exceed 1+ v,, then the amount of employed labour, N,,,, must inevitably
become less than N,, however high the rate of accumulation of capital may be
(Okishio, 1972). The rate of accumulation of capital AC/C itself is bounded by
the reciprocal of the organic composition. From (5.2) and (5.3)

AC N 1

—— < —_—

C C v
so that, because it is reasonable to assume that the growth rate of labour supply
is non-negative, we can say that if the organic composition rises sufficiently the
rate of unemployment inevitably rises. Though Marx did not state this explicitly,
we think that this is what he wanted to say.
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In analysing Marx’s theorem on the movement of the rate of profit and
employment, we have accepted his central assumption that the organic
composition of production rises sufficiently over time. However, there arises the
problem: under what conditions do capitalists choose techniques that have
sufficiently high organic compositions of production?

Marx seemed to think that the rise in labour productivity and the rise in the
organic composition are two aspects of the same thing. But these two do not
always go together. Marx himself knew that if labour productivity in the means
of production sector rises very high then even if technical composition rises, still
the value composition may remain constant or decrease.

As to the capitalists’ introduction of new techniques we have the following
propositions (see Okishio, 1987):

(1) if the real wage rate remains constant and capitalists introduce new
techniques which raise the rate of profit (calculated at the current prevailing
prices and wage) then the new general rate of profit does not decrease, whatever
the organic composition may be.

(2) if the real wage rate rises and capitalists adapt to this situation with the
introduction of new techniques, then the new general rate of profit is higher than
the one which would be expected if such a new technique were not introduced.

For the proofs of these propositions, see Okishio (1987).
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Contradictions of Capitalism

ANDREW GLYN

Writers in the Marxist tradition frequently make use of the term ‘contradiction
of capitalism’. It is sometimes used, in a very loose sense, to describe virtually
any malfunction or indeed objectionable feature of the capitalist system. But in
Marx’s theory of historical materialism the notion of contradiction played a
more fundamental role. One of the central tenets of the theory is that there can
be a contradiction between a society’s system of economic organization and its
capacity to develop its productive potential. Indeed it is precisely such a
contradiction between the relations of production (relations of ownership,
control, etc.) and the forces of production (productive potential), which
necessitates, through some mechanism or other, a transformation of the economic
system. Thus, argued Marx, at a certain stage the rigidities of the feudal system
hampered economic growth, which required for its promotion the full and
unfettered development of production for the market. The development of
productive potential under capitalism formed the basis on which socialism could
be constructed. The contradictions of capitalism, its inability in turn to take
society forward beyond a certain stage, ensured that it would be superseded by
socialism (see Elster, 1985, especially chapter 5).

LABOUR POWER AND THE LABOUR PROCESS. For Marx the defining feature of
capitalism is that labour power, workers’ capacity to work, becomes a commodity,
which has to be sold by workers who do not have the means of production
necessary to work on their own account. The capitalist class pays for this labour
power at its value, that is, at a wage determined by social and historical
circumstances. But labour power has the capacity to create more value than is
contained in it — more precisely, the working class is forced to work longer than
is required to produce the goods required to sustain it, leaving a surplus value
to be appropriated by the capitalist.

This analysis of the source and nature of profit focuses attention on the factory
floor as the locus of the exploitative relation between capital and labour. Labour
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power is a special commodity in that it cannot be detached from the worker.
They do not literally leave their labour power at the factory gate each morning
and pick it up in the evening in order to reconstitute it with food and sleep.
While this is obvious, it has to be emphasized, since the conventional treatment
of production as a matter of technically combining ‘labour services’ and ‘capital
services’ pays no attention to the active participation of workers in the process
of production (see Rowthorn, 1980). In fact, discipline, supervision, control over
work are integral to the capitalist system. In turn this means that conflict between
workers and employers over all aspects of the labour process is endemic.

Control over labour, and the conflict involved, is clearly a problem for the
functioning of capitalism ignored by theories which describe it in terms of the
harmonious cooperation between the classes (or owners of factors of production).
But does it constitute a contradiction in the sense that it is unresolvable on the
basis of private ownership of the means of production, and will lead to increasing
malfunctioning of the system as a whole?

It is quite possible to conceive of situations in which inability to control labour
in the labour process would become chronic. If it were the case that the
development of capitalist production necessarily crowded workers into larger
and larger factories, with deteriorating working conditions, but increasing
opportunities for organization and resistance, then the question of control over
labour could become critical. In fact trends have been more complex. In the
advanced capitalist countries, firms have grown enormously in terms of numbers
employed, but average plant size has grown much less. Whilst Ford-type
production lines may have represented the ultimate in the imposition of capitalist
control over the labour process by mechanical means, the continued requirement
for skilled work, demanding judgement, has prevented such systems of work
organization being instituted in all industries. Indeed in some industries, worker
opposition, or a trend towards more sophisticated products, has led to a reversion
to smaller-scale, more integrated methods of production where work is more
varied, skilled and responsible.

What is striking, however, is that such trends have in part derived precisely
from the resistance engendered by large-scale production. To take the case only
of the motor industry, the development of worker resistance in US car plants in
the 1960s led to widespread attempts to ‘humanize’ work by introducing team
methods of production and payment. In Italy, conflict in Fiat car factories led
to a deliberate policy of decentralizing the less skilled processes of production
in order to overcome the problem of controlling ‘mass work’ in the factories.
The production system of Japanese car companies is widely admired, whereby
the most important and technically sophisticated stages of production are carried
out in large factories, by trained workers, with high wages, paternalistic welfare
provisions, tight labour discipline and a modicum of consultation, leaving many
components to be produced in much smaller plants by subcontractors, paying
lower wages and with less security of employment.

The most important point is a more general one. The shape of development
of the capitalist system is determined by the problems and difficulties it encounters.
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It does not evolve out of some inexorable pattern of technical development;
indeed, technology is consciously shaped to overcome social problems (like
control over workers) as well as technical ones. A contradiction does not have
to spell increasing malfunctioning, let alone capitalism’s destruction, to heavily
influence the way the system develops.

LABOUR SHORTAGE. If the first special characteristic of the commodity labour
power is that its ‘consumption’ in the labour process involves the seller
(the worker), the second is that its ‘production’ does not involve the capitalists.
For workers are of course ‘reproduced’ in the home, not produced in factories.
The supply of labour power, therefore, cannot like other commodities be
increased by a simple redistribution of resources to the sector producing it. The
supply of labour, while by no means independent of economic conditions, is not
regulated by them as simply as other commodities. Availability of consumer goods
does not spell availability of workers. This feature of labour power, together with
the issue of control of work already discussed, explains why in analysing
production, workers cannot be represented by the consumer goods they live on.

The supply of labour is not entirely fixed, of course. Higher wages may increase
population growth (as child mortality declines for example), but the social
development which accompanies increased living standards may lead to smaller
families. This in turn may permit greater participation by women in the labour
force. But increased educational standards may delay entry into the labour force,
welfare provisions may enable earlier retirement, and part of increased living
standards may be taken in reduced hours of work. As pre-capitalist forms of
production decline, the possibility for recruiting wage labour from their ranks
is diminished; immigration from countries with a labour surplus may meet social
and political barriers.

While the supply of labour depends on a host of these factors, not very amenable
to short-term manipulation, the demand for labour depends on the rate at which
capital is accumulated and its form. Rapid capital accumulation leads to increased
demand for labour as workers are required for the new factories. But the new
investment may be of a labour-saving variety, requiring fewer workers per
machine as compared to earlier vintages. The rise in labour demand depends
on the balance between these two forces. If accumulation is sufficiently rapid (as
in the advanced capitalist countries in the 1950s and 1960s for example), so that
demand for labour rises faster than the supply, then the reserve army of labour
(the unemployed and underemployed) shrinks. This improves workers’ bargaining
position, with consequent difficulties for the employers in controlling work and
wages. A crisis of ‘overaccumulation’ results.

Increased wages and difficulties in keeping up productivity levels both tend
to reduce profits. This leads to reduce investment, insufficient demand for
commodities and labour, and stagnation. The ‘law of value’ does not apply to
labour power, so that shortage of supply does not lead to increased profitability
in its production and thus increased supply. This can be seen as a fundamental
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‘contradiction’ of capitalism, in the sense that the functioning of capitalism
requires labour power to be fully a commodity, and yet this is impossible (see
Itoh, 1980). Of course this does not establish that the contradiction is irresolvable.
If the unemployment which results has the expected effect of reducing workers’
bargaining power, then wages can be forced down and productivity up, profits
and investment recover and a cyclical upturn results.

INDIVIDUAL AND CLASS INTERESTS. The development of such a crisis of ‘over-
accumulation’ is an example of a more general category of problems. Each
individual capitalist is attempting to maximize his profits through securing more
labour; yet this leads to lower profits for the capitalist class as a whole as they
bid up wages and find increasing problems in work organization. So the
rationality of the individual economic agents conflicts with what is rational for
the system as a whole. It seems very reasonable to describe this as a ‘contradiction’
in the functioning of capitalism (Elster, 1985). It would require a degree of
coordination, which is actually impossible under normal circumstances in a
competitive decentralized economy, for the individual employers to hold back
from accumulating at a rate which in aggregate is unsustainable. There is no
mechanism to tailor the rate of accumulation to what, given the pattern of
technical progress, is compatible with the growth of the labour supply, or adjust
the pattern of technical progress to what is compatible with the other two
variables. What has to ‘give’ is the rate of profit, and there is no guarantee that
the response to a profit squeeze will be a smooth reduction in accumulation to
the appropriate level.

There are other examples of ‘contradictions’ between the interests of individual
capitalists and their class interest. Suppose an economic crisis has developed
with unused capacity and unemployed labour. Each capitalist may try to improve
his competitive position by cutting his employees’ wages. But in aggregate the
effect of such a strategy would be to reduce consumer demand, which could make
the crisis worse. Exactly the same argument applies to the policies of individual
capitalist countries trying to solve their problems by increasing their competitive-
ness. For the context may be a ‘negative sum game’, whereby cutting wages
actually worsens the overall situation. Attempting to cut workers’ wages, whilst
exhorting other capitalists’ workers through advertisements to consume more,
is a profoundly contradictory situation.

The famous example of this type of contradicton, described by Marx was his
Law of the Tendency of the Rate of Profit to Fall (LTRPF). He argued that the
individual attempts of capitalists to maximize their profits led them to introduce
techniques of production which reduces the profit rate for the class as a whole.
As described elsewhere (see MARXIST ECONOMICS), Marx’s argument is not
satisfactory. But this weakness may not seem of great importance, since we have
seen in the discussion of overaccumulation that it is perfectly possible to describe
a situation where capitalists do act in such a way as to lead to lower profits for
them all. The LTRPF leads to a prediction of a continuous decline in the profit
rate, and a declining rate of accumulation, leading, if the process developed that
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far, to absolute stagnation. The actions of capitalists would, in the long run,
destroy the very motor of the system, capital accumulation. Crises of over-
accumulation, however, are less fundamental in the sense they they are contingent
on a particular pattern of accumulation, technical progress and labour supply.
Moreover, while they might be repeated, there is no basis for asserting an
inevitable tendency that they should become deeper and deeper. They can hardly
be said therefore to amount to an absolute contradiction in the capitalist process
of accumulation, which is the way Marx himself interpreted the LTRPF.

COMPETITION AND CONCENTRATION. The driving force of capitalism, according
to Marx, is competition. This forces the individual capitalist to accumulate capital
in the form of new factories, embodying the latest technology. If he fails to do
this he will be defeated by his rivals in the battle for markets since his costs will
be greater. In modern conditions, where investment is so necessary to generate
new products, and where economies of scale in marketing are important alongside
those in production, this pressure is stronger than ever. According to Marx the
advantages of large-scale production lead to its concentration (he uses the term
centralization) in the hands of fewer and fewer firms. As the most dynamic firms
knock out, or take over, those that invest less effectively the degree of competition
is reduced. At a certain stage this could weaken the pressure to accumulate and
generate stagnation in the economy.

Such a contradiction was particularly emphasized by writers basing their ideas
on the postwar dominance of giant US firms (see Baran and Sweezy, 1966). The
development of Japanese and European industry, however, challenged this
dominance and, during the 1960s, ushered in a great increase in competition on
world markets. While monopolization has increased within each country, there
has been a tremendous rise in competition through trade and foreign investment.
Some of the Newly Industrialized Countries of South East Asia have begun to
break into world markets as well.

The process of competition is, therefore, a complex one. The notion that
increased concentration would both reduce the pressure to invest and increase
the resources for investment (through higher prices and profits) does not stand
as a convincing general trend. That is not to say however that, should a new
era of protectionism develop, the high degree of industrial concentration within
countries would not exacerbate a tendency to stagnation.

WASTED RESOURCES AND UNUSED POTENTIAL. Capitalist production is guided by
profit, not social need, or to put it more abstractly, by exchange value rather
than use value. The existence of unemployment is the most obvious example of
such a contradiction. Unemployed workers could produce the very commodities
which they, and the rest of society, need. But since production is for profit, they
will only be taken on if the employers foresee a profit. In a situation of
unemployment and unused capacity, capital accumulation and thus the intro-
duction of new technology will be held back. The development of technology
itself will be reduced if lower profits lead to cuts in research and development
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spending. For these reasons, society’s capacity to produce will be reduced below
what is feasible, as well as actual production being reduced below capacity.

These then are some of the senses in which capitalism has been deemed by
Marxists to be a ‘contradictory’ system. The idea, prevalent in the 1950s and
1960s, that these contradictions had been overcome by the expansion of state
activities or the advent of the managerial corporation, has disappeared with the
collapse of the great postwar boom. Whether capitalism will find a way out of
its problems, and lay the basis for rapid growth and full employment, depends
of course on how fundamental these contradictions actually are. Even if less
binding than some in the Marxist tradition have tended to assert, the idea that
such contradictions generate powerful pressures for changes in the economic
system remains a powerful and important one.
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P. KENWAY

The term “crisis’ as used in economics is principally associated with Marx. While
other writers use the term, Marx attempted rigorously to theorize crises as they
occur in capitalism. It is therefore his work which will be discussed here.

In one sense, what Marx meant by an economic crisis accords perfectly well
with the common use of the term: for example, it would be quite approriate to
use it to describe the liquidation of a company due to bankruptcy or a major
financial disruption, involving the collapse of a number of banks. Marx however
used the term ‘crisis’ rather more precisely, applying it to any situation where
the process of renewal and expansion of capital was interrupted. Thus, for
example, overproduction by one sector of the economy would cause a crisis,
whether restricted to that one sector alone, or not. The term also includes the
most general crisis, affecting all branches of the economy and many national
economies simultaneously.

For Marx, long periods of economic decline or stagnation were not ‘crises’.
Neither should it by thought that by the crisis is meant solely the final demise of
capitalism. For crises were (and are) a normal and frequent feature of capitalism,
and they represent not only a breakdown in the process of capital accumulation,
but also the means through which capital reorganizes itself for a fresh burst of
accumulation.

Two important points must be made about Marx’s theory of crises. The first
is that Marx identified the forces which give rise to the possibility of crisis within
the process of capitalist production itself. While not disputing that economic
crises could also arise as a result of disturbances from outside the economic
sphere (such as natural disasters), there were not Marx’s concern. Marx attempted
to show that crises could be generated ‘internally’ by capitalism. The second
point is to emphasize that there is a distinction within the theory between
the analysis of the features of capitalism which give rise to the possibility of
crisis, and the analysis of those conditions which turn this latent possibility
into reality. Although the ‘theory of the possibility of crisis’ grows over into the
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consideration of crises proper, it inevitably precedes it and lays the foundation
for this analysis.

Most analyses of the actual content of crises begin with the circuit of capital,
M-C-M. The purpose of the theory of the possibility of crisis is to show why
that form, M—C—M, contains the potential for crisis. It is that theory which will
be discussed here.

Capitalist production is the production of commodities. To show that crises
were intrinsic to capitalism, Marx had therefore to develop the theory of the
possibility of crisis from his analysis of the commodity.

A commodity, Marx observed, is a product produced for exchange. It is not
produced to meet the needs of the person who produces it. The commodity has
two sides to it, its use-value (or usefulness) which is entirely dependent on its
physical properties, and its value, the magnitude of which is measured by the
amount of socially necessary labour time required for its production. As it is
produced for exchange, it has to pass through a series of distinct forms: firstly
as ‘commodity’ then as money and then again as ‘commodity’. This commodity
circuit is usually depicted as C-M-C.

It is worth explaining this in a little more detail to avoid any ambiguity.
Suppose that I manufacture an item for sale. At this stage, my commodity is in
its natural or ‘commodity’ form. Suppose now that I succeed in selling it. My
commodity now takes the form of money. It is still a commodity (money is a
commodity) but it now takes the form of money where previously it took a
physical form. If I now use this money to make a purchase, my commodity has
now once more reverted to a natural, ‘commodity’ form. C-M-C refers to the
phases through which the one commodity has to pass, though its circuit is of
course intertwined with the circuits of other commodities. In accordance with
common sense, the first phase (C—M) is the sale and the second (M-C), the
purchase.

A number of observations may now be made. Since the commodity is produced
for sale, it must undergo the metamorphosis from ‘commodity’ to money.
Whether it succeeds in this depends on conditions which are external to the
commodity, conditions which may or may not prevail. The fact that it must
attempt this transformation, the success of which depends upon conditions
external to the commodity, is what creates ‘the germ of the possibility of crisis’
(Marx, 1861, p. 507). The possibility of crisis arises from the fact that the
commodity may fail to complete this metamorphosis: it may fail to be sold.

It may seem that Marx was doing no more than state the obvious: a commodity
must be sold. Such an assessment would be wrong for two reasons. It should
be remembered that it is a result derived from his analysis of the commodity,
not merely an assertion. Secondly, it is significant that those who deny that crises
are an inevitable feature of capitalist production, do so essentially by ignoring
or assuming away the very characteristics which Marx’s analysis uncovered.

To illustrate this, it is worth looking at how Marx challenged Ricardo’s denial
of the possibility of general overproduction. Ricardo’s position was that:
‘Productions are always bought by productions, or by services; money is only
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the medium by which the exchange is effected’ (Ricardo, 1821, pp. 291-2). To
this, Marx replied:

Here ...the exchange of commodities is transformed into mere barter of
products, of simple use-values. This is a return not only to the time before
capitalist production, but even to the time before there was simple commodity
production: and the most complicated phenomenon of capitalist production
— the world market crisis — is flatly denied by denying the first condition of
capitalist production, namely that the product must be a commodity and
therefore express itself as money and undergo the process of metamorphosis
(Marx, 1861, p. 501).

But if the possiblity of crisis lies firstly in the simple metamorphosis of the
commodity, in the commodity circuit C-M-C, it is far from fully developed.
‘For the development of this possibility into reality’, Marx observed, ‘a whole
series of conditions is required which do not even exist from the standpoint of
the simple circulation of commodities’ (Marx, 1867, p. 209). Thus the theory of
the possibility of crisis must be extended to take account of the implications of
the circuit of capital.

Although the circulation of commodities is the starting point of capital, the
circuit is a dramatic transformation of that followed by the commodity. Instead
of C—M-C, the capital circuit is M—C—M (Money—‘Commodity’-~Money). In
the capital circuit, capital, as money, is firstly used to buy commodities (means
of production, raw materials and labour-power). These are then put to use to
produce items for sale which are then sold, if possible, at a profit. With this sale,
capital has once more returned to the money form.

It is worth noting that money plays a quite different role in C—-M—C, compared
with M—C—M. In the circulation of the commodity, money acts merely as money,
as medium of circulation, whereas ‘money which describes the latter course in
its movement is transformed into capital, becomes capital, and from the point
of view of is function, is capital’ (Marx, 1867, p. 248).

Two more points of contrast between M-C-M and C-M-C should be
mentioned. Firstly, the goal of the simple circulation of the commodity is the
acquisition of further commodities for their use-value: the goal is consumption.
In contrast, the driving force of the circulation of capital, its determining purpose,
is exchange value (Marx, 1867, p. 240). Secondly, although both C-M-C and
M-C-M contain a sale phase and a purchase phase, the order of the two phases
is inverted. In C—M-C, it is selling in order to buy. In M—C-M, it is buying in
order to sell. ,

This inversion has a direct bearing on the development of the possibility of
crisis. For obviously, if the circuit is broken, it will be during the sale phase.
This creates a problem even under the simple circulation of commodities but its
impact is likely to be limited. Once the circuit becomes a capital circuit, a failure
to sell has more far-reaching consequences, because it means that the very purpose
of production has been thwarted.

Marx illustrated this in his discussion on money as a means of payment.
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Essentially, a chain of mutual financial obligations develops: should the cloth
fail to be sold, then many capitalists will be affected, not just the cloth merchant.
The weaver will not be paid; he in turn will be unable to pay the spinner; neither
will be able to pay the machine manufacturer and he in turn will be unable to
pay the suppliers of iron, timber and coal. ‘This is nothing other than the
possibility of crisis described when dealing with money as a means of payment;
but here — in capitalist production — we can already see the connection between
the mutual claims and obligations, the sales and purchases, through which the
possibility can develop into actuality’ (Marx, 1861, p. 512).

Ricardo’s denial of the possibility of general overproduction is now worth
another look. His main argument was this:

No man produces, but with a view to consume or sell, and he never sells but
with an intention to purchase some other commodity, which may be
immediately useful to him, or which may contribute to future production. By
producing, then, he necessarily becomes either the consumer of his own goods,
or the purchaser and consumer of the goods of some other person. It is not
to be supposed that he should, for any length of time be ill-informed of the
commodities which he can most advantageously produce, to attain the object
which he has in view, namely, the possession of other goods; and therefore,
it is not probable that he will continuously produce a commodity for which
there is no demand (Ricardo, 1821, p. 290).

Marx found fault with this on three counts. Firstly, in saying that a man must
produce in order to consume. Ricardo was again overlooking the fact that
commodities are produced to be sold, and not to meet the needs of the producer.
It is true that where production is for the direct satisfaction of the producer, there
are no crises. But such a situation is not even simple commodity production, let
alone capitalist production (Marx, 1861, p. 502).

Marx’s second criticism goes to the very heart of the matter:

A man who has produced does not have the choice of selling or not selling.
He must sell. In the crisis there arises the very situation in which he cannot
sell or can only sell below the cost price or must even sell at a positive loss.
What difference does it make to him or us that he has produced in order to
sell? The very question we want to solve is what has thwarted that good
intention of his? (Marx, 1861, p. 503).

Finally, ‘no man sells but with an intention to purchase’? Not so, said Marx,
who added that a capitalist may sell in order to pay, especially during a crisis. And:

During the crisis, a man may be very pleased if he has sold his commodities
without immediately thinking of a purchase.... The immediate purpose of
capitalist production is not ‘possession of other goods’ but the appropriation
of money, of abstract wealth (Marx, 1861, p. 503).

In the circulation of capital, M—C—M, the possibility of crisis is developed to
its fullest extent. Firstly, it is a development of the ‘simple’ circulation of
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commodities, C—M—C, and therefore contains the ‘simple’ possibility of crisis,
namely that commodities must (yet may not be able to) undergo a sequence of
transformations. Secondly, under capitalist production, money as means of
payment introduces a far-reaching set of connections between capitals. Thirdly,
the fact that the goal of capitalist production is the acquisition of abstract wealth,
rather than other use-values, means that the presence of use-values for sale is
no longer sufficient to ensure that sales will take place, let alone at prices which
will give the desired return.

Marx’s criticism of Ricardo has a wider significance. Ricardo was criticized
here not for erring in his deductions, but rather because the starting point for
those deductions, his ‘model’, was inappropriate. Leaving aside those unfortunate
moments when he was using arguments relevant only to a barter economy,
Ricardo’s model was one of simple commodity production, characterized by the
circuit C-M-C. This was inappropriate, said Marx, because the circulation of
capital, M—C—M, contains new possibilities for crises, not contained in the simple
circulation C—-M-C.

If Marx was right about this, then any model of production and exchange
where the objective is consumption (that is, the acquisition of use-values rather
than value in general) by its very nature excludes those specifically capitalist
causes by the possibility of crisis.

The converse of this is that a proper consideration of capitalist crisis must
consider not only use-values but value too: ‘value, abstract wealth, money’. In
this respect, Keynes’s introduction of effective demand into the orthodox theory
of his time can be seen as an attempt to remedy the same one-sidedness of that
theory which Marx criticized in Ricardo. Indeed, the theory of the possibility of
crisis can help show why ‘effective demand’ — a monetary quantity — is important
in its own right and why Keynes was justified in elevating it to a place of
considerable importance (Kenway, 1980).

Ricardo denied that crises could arise out of the production process itself. In
his defence, Marx commented that Ricardo himself did not actually experience
any such crises (Marx, 1861, p. 497). All the crises between 1800 and 1815 could
be attributed to external conditions: poor harvest; interference with the currency
by the authorities; the wars. After 1815, the crises could be explained quite readily
by reference to the strains of the change from war to peace. Yet as Marx observed,
these interpretations were not available to Ricardo’s followers. And neither, of
course, are they available today.
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ROY EDGLEY

Dialectical materialism is what Engels in the Preface to the second edition of
the Anti-Dithring calls ‘the communist world outlook’. The term ‘dialectical
materialism’ was probably first used by ‘the father of Russian Marxism’,
Plekhanov, in 1891. It was unknown to Marx himself. Engels came close to
coining it, and it was in fact Engels who was chiefly responsible for founding
dialectical materialism: the relevant books are his Anti-Diihring (published
1877-8), Dialectics of Nature (written 1878—82, first published 1927) and Ludwig
Feuerbach and the End of Classical German Philosophy (published 1886-8).

Marx’s distinctive intellectual work was a theory of society, specifically of
economics as the basis of society, and in particular, in his Capital, of the economics
of capitalism. This social theory is known as ‘historical materialism’. Dialectical
materialism is distinguished from and related to historical materialism in various
ways. For a start, it is a theory not simply about society but about reality as a
whole, nature as well as society. The presupposition of dialectical materialism, in
the words of the Preface to the second edition of the Anti-Diihring, is that ‘in
nature ... the same laws ... force their way through as those which in history
govern...events’. Thus the basic theories of dialectical materialism are formulated
as laws of a completely universal application, governing ‘nature, society, and
thought’ (Anti-Diihring, pt. I, ch. xiii). Second, in accordance with this claim of
complete universality, dialectical materialism is generally regarded as philosophy,
whereas historical materialism claims to be not philosophy but science, social
science. Third, and further to its status as philosophy rather than science, it yields
a very general account of the structural relations of the special sciences.

What we have here is a traditional rather than distinctively modern conception
of philosophy and its relation to science. A philosophy is a ‘world outlook’, a
synoptic view of the totality of things achieved in this case by revealing in the
special sciences a common content, an underlying general conception of reality
that they all share and express. This philosophy is therefore itself regarded as
scientific, a kind of ‘natural philosophy’ exemplified in and supported by the
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findings of the special sciences as they investigate their own limited domains
of reality.

Engels’ case for dialectical materialism has a special political point for Marxism:
namely to argue it scientifically. The case is that historical materialism shares
with the natural sciences not, or not only, a method of inquiry but the same
‘world outlook’. Historical materialism’s claim to scientific status is of crucial
importance to it. Marxism rejects as more or less unscientific both other
(bourgeois) social theories and other forms of socialism such as ethical or utopian
socialism. It seeks to recruit to its support the cognitive authority of science,
distinguishing itself within the socialist movement as what Engels called ‘scientific
socialism’.

With the rise of the bourgeoisie, the Scientific Revolution and Enlightenment
had seen the establishment of the natural sciences of astronomy, physics and
chemistry. But it was not until the late 18th and early 19th centuries that the
social sciences began to develop, in a process in which social theory sought to
transform itself from philosophy into science. When in the 1840s Marx and Engels
embarked on their construction of a unified and comprehensive social science
they rejected as models not only the existing (bourgeois) forms of social theory,
such as classical political economy, but also the earlier forms of the modern
natural sciences. In their view each major social revolution, basically in the
dominant mode of production, involves also an ideological revolution, a
revolution in world outlook. Thus in the transition from feudalism to capitalism
the religion-dominated ideology of the Middle Ages had given way to a general
conception of reality shaped decisively by natural science. A central element in
this ‘natural philosophy’ of the bourgeois era was the so-called ‘mechanical
philosophy’. According to this, the objective reality investigated by science is a
mechanism of matter in motion, a kind of cosmic clockwork, and understanding
this reality is knowing the laws governing the mechanism. Between this and the
new world outlook of the rising working class there would be both continuities
and breaks, but even the breaks would be prepared in bourgeois society. Thus
for Marx and Engels the natural sciences in the later part of the 18th century
had already begun to change in a significant way, developing one of the most
basic and characteristic aspects of the new communist point of view.

Newton has said that in the beginning God threw the planets round the sun,
creating processes ruled by the laws of motion and gravity, processes of repetitive
or cyclical movement in a system that itself remained essentially unchanged and
unchanging. But the Kant-—Laplace nebular hypothesis rejected this static
conception and replaced it with a theory representing the present solar system
as the latest stage in a long and continuing evolution. For Marx and Engels,
what this showed was that ‘Nature has a history’ and that the natural sciences
were themselves evolving from a static conception of nature towards a recognition
of its historicity. Lyle’s geology and Darwin’s biology seemed to confirm this
tendency.

The key to understand this mode of non-cyclical (progressive) change,
according to Marx and Engels, had already been prepared within philosophy,
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by Hegel. This key was the dialectic. They believed, however, that in Hegel the
dialectic suffers a deformation characteristic of philosophy, especially bourgeois
philosophy. Its form is idealist, not materialist. For Hegel, in other words, reality
is ideal, the activity and product of spirit or mind, so that its dialectical nature
is its nature as an essentially non-material process.

Dialectical materialism, then, results from the crossing of two bourgeois
philosophies, Hegel’s dialectical idealism and the mechanistic materialism of the
Scientific Revolution and Enlightenment. Hegel’s idealism is incompatible with
materialism, and the mechanicism of traditional materialism is incompatible with
dialectic. They are therefore rejected, leaving a conception of reality that is both
dialectical and materialist.

In this unification of dialectic and materialism both doctrines are transformed.
Traditional materialism, being non-dialectical, is reductive, a ‘nothing-but’
theory: it holds that reality is nothing but matter in motion, and thus that
processes that appear to be otherwise are really not otherwise because they are
‘reducible’ to matter in motion. Ideas, for example, are reducible to and ultimately
identical with material processes. On this view change itself, that is the
development of difference and novelty, is really nothing but the continuation of
the same basic processes and laws. The dialectical point of view, on the contrary,
claims that concrete reality is a unity, but a differentiated unity in which the
elements are all essentially interrelated and integrated but not reducible to one
another. Indeed, differentiation means opposition and contradiction. Thus the
material and ideal themselves are really different and opposed, but they exist
and are related within a unity in which the material is basic: matter can exist
without mind but not mind without matter. Epistemologically, then, physics
yields, contrary to idealism, knowledge of an objective mind-independent reality,
and forms the base of a unified system of the special sciences that, contrary to
traditional materialism, are nevertheless not reducible to physics. Moreover,
differentiation is not a static condition but an active process. Reality is a unity
that is specifically contradictory, and it is the conflict of opposites within unity
that drives reality onwards in a historical process of progressive change. This
change is both evolutionary and revolutionary, both quantitative and qualitative:
its revolutionary or discontinuous moments yield genuine novelty, change of a
qualitative kind. Mind itself on this view is such an emergent novelty.

This dialectical world outlook is standardly summarized in the form of three
fundamental laws: (1) the law of the unity of opposites, according to which
concrete reality is a unity in conflict, a unity that is contradictory; (2) the law
of the negation of the negation, which says that in the conflict of opposites one
term negates the other, but preserves something of the negated term and is then
itself negated in a historical process that in this way rises to ever higher levels;
(3) the law of the transformation of quantity into quality, which says that in the
evolutionary process of gradual quantitative change contradictions intensify to
the point at which a revolutionary qualitative change occurs. The popularized
version of these laws represents dialectic as a triadic process of thesis, antithesis
and synthesis.
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Dialectic claims to revolutionize our thinking at all levels, including — even
most particularly — the intellectually fundamental level of logic. Among its most
controversial elements is its use of the logical category of contradiction. Dialectic
presupposes the doctrine that there are contradictions in reality, and is thought
to imply that therefore traditional formal logic, with its central principle of
non-contradiction, must be superseded by a logic that permits contradictory
propositions as true of this contradictory reality. The orthodox rejoinder has
argued that two ideas can be contradictory but that such ideas cannot both be
true, i.e. that reality itself cannot be contradictory. Hegel rejects this distinction
between ideas and reality, but may be seen as ultimately accepting, through his
idealism, the orthodox view that contradiction is a relation between ideas. What
is distinctive, even outrageous, about dialectical materialism is that it takes the
logical category of contradiction to be applicable to material reality.

What are the implications of dialectical materialism for economics? Economic
theory, on this view, takes the form of laws in which major contradictions are
identified within the processes of production, exchange and distribution, and are
used to explain historical change in society. In particular, these laws reveal how
the gradual intensification of contradictions leads to crisis and ultimately to a
revolution in which a qualitatively new economic system establishes itself.

But dialectical materialism has implications not only for the form of economic
theory but also for the relation in which economics stands to the other social
sciences, such as political science. First, the totalizing perspective of dialectic,
according to which all things are so closely integrated that they can be understood
only in their interrelation, rejects the conception of economics as a specialist
social science capable of understanding its own domain of social phenomena
independently of other domains and other social sciences. For the dialectic,
economics is less a social science than an integral part or aspect of social science,
of a comprehensive and unified theory about a unified, if contradictory, social
totality. Second, however, materialism asserts that within the social totality
economic processes have overriding importance. The general philosophical
materialism associated with the rise of natural science contrasts matter with mind
and ideas, and holds that matter is the most fundamental, or even the only
ultimate, component of reality. In application to society, in distinction from
nature, materialism contrasts ideas and theory with practice and claims that the
most fundamental aspect of any social system is its most material practice, its
economic practice, and in particular its mode of (material) production. Thus for
dialectical materialism, social structure and social change in general are explained
ultimately in terms of economic structure and economic change. Economics is
the most basic part of social science.

Indeed, under the sway of dialectical materialism Marxism has tended to
exaggerate this doctrine to the point of vulgarization. In representing the
scientificity of historical materialism as consisting in its sharing a world outlook
with the natural sciences, dialectical materialism conceives historical materialism
as a natural science of society. This attempt to combine dialectic and materialism
within the general perspective of natural science has been a standing temptation

118



Dialectical materialism

to leave within ‘the communist world outlook’ unreconstructed residues from
the bourgeois world outlook. The result has been a variety of intellectual pressures
converging on an influential distortion, namely the vulgar version of Marxism
that Lenin labelled ‘economism’.

On the side of dialectic, the orthodox view that contradiction, as a logical
relation, is a relation between ideas seems incompatible with its application to
material reality. In consequence, the category of contradiction has tended to be
identified with that of conflict (conflict of forces) and its specifically logical and
critical content evacuated. What this has helped to undermine is the possibility
of conceiving the social science of historical materialism as social critique.

On the side of materialism, classical scientific materialism is reductive and
determinist, and conceives of ‘matter’ as an inert substance subject to ‘iron laws’
of nature. For a Marxism under the influence of this tendency, the political and
theoretical superstructure are epiphenomena of society’s material base. Only that
material base, the economy, and perhaps only its most material aspect,
technology, has real causal agency. The effect of this on socialist strategy is
anti-Marxist: concentration on working-class action within the economic base
rather than it extension to politics and the state. In fact, even this limited activity
is threatened as either impossible or unnecessary by the conception of the science
of economics encouraged by a materialism of the natural science sort. Though
it was Engels who was chiefly responsible for dialectical materialism, Marx
himself sometimes lends support to this version of economics. In the Preface to
the first German edition of Capital he refers to ‘the natural laws of capitalist
production’ as ‘tendencies working with iron necessity towards inevitable results’;
and in the Afterword to the second German edition he speaks favourably of the
reviewer who says that ‘Marx treats the social movement as a process of natural
history, governed by laws not only independent of human will, consciousness
and intelligence, but rather, on the contrary, determining that will, consciousness
and intelligence ...”. Whatever space this leaves for socialist action, if any, it
seems inadequate for anything as large in scale and conscious in purpose as
revolutionary class war. Lenin, though a committed believer in dialectical
materialism, found it necessary to argue persistently against the anti-revolutionary
tendencies of economism.

Marx once declared that he was not a Marxist. It was among the first generation
of his followers after Marx’s death that Marxism took shape, in the period that
culminated in the Russian Revolution. Those followers learned their Marxism
chiefly from the two most famous books of the founders, Marx’s Capital and
Engels’ Anti-Diihring, the former regarded as constituting the basic economic
science of historical materialism, the latter the philosophy of Marxism, specifically
dialectical materialism. Dialectical materialism was an essential component of
that first-generation Marxism, the generation of the Second International.
It became, and remained, equally central to Soviet communism and to the
Communist Party orthodoxy established under Soviet leadership. Between the
two world wars, as Soviet communism slid into the tyranny of Stalinist
dictatorship and party bureaucracy, this first Marxist philosophy of dialectical
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materialism came under attack from within that part of the Marxist movement
outside the USSR and began to give way to a second form of Marxist philosophy.
This was Marxist humanism, since then the characteristic form of ‘Western
Marxism’. Its chief theorists were Lukacs, Korsch and Gramsci, followed by the
thinkers of the Frankfurt School and by Sartre’s attempt to fuse Marxism and
Existentialism. They attacked the materialism of the natural sciences, and in
emphasizing Marx’s debt to Hegel and dialectic insisted on the necessary roles
in social change of politics and ideology. Their revisions of Marxism found some
confirmation in the rediscovery, in the 1920s and 1930s, of Marx’s early writings,
especially his Economic and Philosophical Manuscripts of 1844. In their turn,
since the 1960s these Hegelianizing tendencies have themselves come under
attack, chiefly from Althusser and his followers. But ‘diamat’ (to use the
abbreviated name of dialectical materialism common in the USSR) has remained
characteristic mainly of Soviet communism and of the Communist Parties
dominated by Russia.
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GARETH STEDMAN JONES

This notoriously elusive and multifaceted notion assumed importance in the
history of political economy because Marx’s ‘critique of political economy’,
Capital, and particularly its first draft, the Grundrisse of 1857-8, was presented
in a dialectical form. Part of the difficulty of encapsulating the dialectic within
any concise definition derives from the fact that it may be conceived as a method
of thought, a set of laws governing the world, the immanent movement of history
or any combination of the three. The dialectic originated in ancient Greek
philosophy. The original meaning of ‘dialogos’ was to reason by splitting in two.
In one form of its development, dialectic was associated with reason. Starting
with Zeno’s paradoxes, dialectical forms of reasoning were found in most of the
philosophies of the ancient world and continued into medieval forms of
disputation. It was this form of reasoning that Kant attacked in his distinction
between the logic of understanding which, applied to the data of sensation, yielded
knowledge of the phenomenal world, and dialectic or the logic of reasoning,
which proceeded independently of experience and purported to give knowledge
of the transcendant order of things in themselves. In another form of dialectic,
the focus was primarily upon processes: either an ascending dialectic in which
the existence of a higher reality is demonstrated, or in a descending form in
which this higher reality is shown to manifest itself in the phenomenal world.
Such conceptions were particularly associated with Christian eschatology, neo-
platonism and illuminism, and typically patterned themselves into conceptions
of original unity, division or loss, and ultimate reunification.

For practical purposes, however, the form in which the dialectic was inherited
and modified by Marx was that in which it had been elaborated by Hegel.
‘Hegel’s dialectics is the basic form of all dialectics, but only after it has been
stripped of its mystified form, and it is precisely this which distinguishes my method’
(Marx, letter to Kugelmann, 6 March 1868).

In Hegel, the dialectic is a self-generating and self-differentiating process of
reason (reason being understood both to be the process of cognition and the
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process of the world). The Hegelian Absolute actualizes itself by alienating itself
from itself and then by restoring its self-unity. This corresponds to the three
basic divisions of the Hegelian system: the Logic, the Philosophy of Nature and
the Philosophy of Mind. It is free because self-determined. Its freedom consists in
recognizing that its alienation into its other (nature) is but a free expression of
itself. The truth is the whole and it unfolds through a dialectical progression of
categories, concepts and forms of consciousness from the most simple and empty
to the most complex and concrete. Each category reveals itself to the observer
to be incomplete, lacking and contradictory; it thus passes over into a more
adequate category capable of resolving the one-sided and contradictory aspects
of its predecessor, though throwing up new contradictions in its turn. Against
Kant, this process of dialectical reason is not concerned with the transcendent,
but is immanent in reality itself. Reflective understanding is not false, but partial.
It abstracts from reality and decomposes objects into their elements. Analytic
understanding represents a localized standpoint which sets up an unsurpassable
barrier between subject and object and thus cannot grasp the systematic
interconnection between things or the total process of which is a part. The
absolute subject contains both itself and its other (both being and thought) which
is revealed to be identical with itself. Human history, human thought are vehicles
through which the absolute achieves self-consciousness, but humanity as such
is not the subject of the process. Thus the absolute spirit dwells in human activity
without being reducible to it, just as the categories of the Logic precede their
embodiment in nature and history.

The character of the marxian dialectic is yet harder to pin down than that of
Hegel. In some well-known lines in the Post-Face to the Second Edition of
Capital in 1873, Marx stated,

I criticised the mystificatory side of the Hegelian dialectic nearly thirty years
ago ... [but] the mystification which the dialectic suffers in Hegel’s hands by
no means prevents him from being the first to present its general form of
motion in a comprehensive and conscious manner. With him it is standing
on its head. It must be inverted in order to discover the rational kernel within
the mystical shell (Marx [1873], 1976, pp. 102-3).

This statement has satisfied practically no one. How can a dialectic be inverted?
How can a rational kernel be extracted from a mystical shell? To critics from
empiricist, positivist or structuralist traditions, anxious to free Marx from the
clutches of Hegelianism, the dialectic is intrinsically unworkable and must either
be dropped or stated in quite other terms (e.g. Bernstein, 1899; Della Volpe,
1950; Althusser, 1965; Cohen, 1978; Elster, 1985). To a second group, the
dialectical understanding of capitalism is only a particular instance of more
general dialectical laws which govern reality as a whole, both natural and social
(Engels, dialectical materialism). To a third group, the Hegelian roots of Marx’s
thought are not sufficiently emphasized in this statement; Marxism is only
Hegelianism taken to its logical revolutionary conclusions in the discovery of
the proletariat as the subject-order of history and the ‘totality’ as the
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distinguishing feature of its world-outlook (Lukacs, 1923 and much of
20th-century Western Marxism). This Methodenstreit cannot be discussed here.
All that can be attempted is to give some sense to Marx’s statement and in
particular to indicate how it informed his critique of political economy.

Marx specifically criticized ‘the mystificatory side of the Hegelian dialectic’ in
his 1843 Critique of Hegel’s Philosophy of Right and in the concluding section
of the 1844 Manuscripts (both of which were only published in the 20th century).
In these texts. Marx followed Feuerbach in considering Hegelian philosophy to
be the conceptual equivalent of Christian theology; both were forms of alientation
of man’s species attributes; Christianity transposed human emotion into a
religious Godhead, while Hegel projected human thinking into a fictive subject,
the Absolute Idea, which in turn supposedly generated the empirical world.
Employing Feuerbach’s ‘transformative method’ (the origin of the inversion
metaphor) subject and predicate were reversed and hence the correct starting
point of philosophy was the finite, man. Nature similarly was not the alienated
expression of Absolute Spirit, it was irreducibly distinct. Thus there could be no
speculative identity of being and thought. Man, however, as a natural being,
could interact harmoniously with nature, his inorganic body. Once the absolute
spirit had been dismantled and the identity of being and thought eliminated, it
could be argued that the barrier against the harmonious interpenetration of man
and nature and the free expression of human nature, was not ‘objectification’,
the division between subject and object constitutive of the finite human condition,
but rather the inhuman alienation of man’s species life activity in property,
religion and the state. True Communism, humanism, meant the reappropriation
of man’s essential powers, the generic use of his conscious life activity. In contrast
to the predominant Young Hegelian position, therefore, which counterposed
Hegel’s revolutionary ‘method’ (the dialectic) to his ‘conservative system’, Marx
argued that there was no incompatibility between the two. For while Hegel’s
dialectic ostensibly negated the empirical world, it covertly depended upon it.
Not only was the moment of contradiction a prelude to the higher moment of
reconciliation and the restoration of identity, but the ideas themselves were
tacitly drawn from untheorized experience. The effect of the dialectical chain
which embodied the world was not to subvert the existing state of affairs, but
to sanctify it.

In the crucial period that followed, that of the German Ideology and the Poverty
of Philosophy, in which the basic architecture of the ‘materialist conception of
history’ was elaborated, the attack upon speculative idealism was made more
radical. The generic notion of ‘conscious life activity’, ‘praxis’, was replaced by
the more specific notion of production. Hegel and the Idealist tradition were
given credit for emphasizing the active transformative side of human history,
but castigated for recognizing this activity only in the form of thought. Thought
itself was now made a wholly derivative activity. The fundamental activity was
labour and what developed in history were the productive powers men employed
in their interaction with nature, ‘the productive forces’. Stages in the development
of these productive forces were accompanied by successive ‘forms of human
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intercourse’, what became ‘the relations of production’. Finally, ‘man’ as a
generic being was dispersed into the struggle between different classes of men,
between those who produced and those who owned and controlled the means
of production.

In this new theorization of history, explicit references to Hegel were few and
the dialectic scarcely mentioned. But Hegel re-entered the story as soon as Marx
attempted to write up a systematic theory of the capitalist mode of production
in 1857--8. To see why, we must briefly survey his economic writings up to
that date.

Marx’s 1843 critique of Hegel has led him to the conclusion that civil society
was the foundation of the state and that the anatomy of civil society was to be
found in political economy. However, if his preoccupation with political economy
dated from this point, it was not that of an economist. In the 1844 Manuscripts
what is to be found is a humanist critique of both political economy and civil
society; not an alternative theory of the economy, but rather a juxtaposition
between the ‘economic’ and the ‘human’, the former being judged in terms of
the latter. No distinction is made between political economy and the economic
reality it purports to address, the one is simply seen as the mirror of the other.

The first attempt to define capitalism as an economic phenomenon occurred
in the Poverty of Philosophy (1847). However, whatever the significance of that
work in other respects, it did not outline any specifically marxian portrayal of
the capitalist economy. As in 1844 there was no internal critique of classical
political economy. The main difference was that whereas in 1844 Marx saw that
economy through the eyes of Adam Smith, he now saw it through the eyes of
Ricardo. In particular, he adopted what he took to be Ricardo’s theory of value
and belaboured Proudhon for positing as an ideal — the equivalence of value
and price — what he considered to be the actual situation under capitalism. The
only critique of Ricardo to be found there was a purely external historicist one:
that Ricardo was the scientific expression of the epoch of capitalist triumph, but
that that epoch had already passed away, that its gravediggers had already
appeared and that its collapse was already at hand.

When Marx resumed his economic studies after the 1848 revolutions,
Proudhonism was still the main object of attack. It occupied a major part of his
unfinished economic manuscripts of 1850—51 and the attack on the Proudhonist
banking schemes of Darimon took up the first part of the written-up notebooks
of 1857-8, the Grundrisse. Proudhonism was the main object of attack because it
could be taken for the predominant form of socialist or radical reasoning about
the economy. Ricardo could again be utilized to attack such reasoning in order
to argue that it represented a nostalgia for petty commodity production under
conditions of equal exchange, a situation supposedly preceding modern
capitalism rather than representing an emancipation from it. However, if the
capitalist mode of production and its historical limits were to be grasped in
theory, this would have to involve a critique of Ricardo himself.

The form this critique took involved problematizing Ricardo’s theory of value
(or rather Marx’s reading of it; Steedman (1979) has argued strongly that Marx

124



Dialectical reasoning

misconstrued Ricardo’s theory, though Ricardo’s shifting of position between
the three editions of the Principles, and the fact that Marx only used the third
edition, makes his mistake an understandable one). On the one hand, it raised
a question never posed by Ricardo: the source of profit in a system of equal
exchange. On the other hand, it involved juxtaposing wealth in the form of
productive forces, i.e. as a collection of use values, against the translation of all
wealth into exchange values within capitalism. Ricardo, it was argued, possessed
no criterion for distinguishing between the content — or the material elements —
and the form of the economy, such as Marx possessed in the distinction between
forces and relations of production. Ricardo never problematized the ‘value form’;
he linked the object of measurement with the measurement itself. For this reason,
Ricardo was considered to possess no conception of the historicity of capitalism.
Once the material could be distinguished from the social, the content from the
form, the capitalist mode of production could be conceived as a dynamic system
whose principle of movement could be located in the contradictory relationship
between matter and form.

It is here that Hegel came in. We know that during the writing of the Grundrisse
at the beginning of 1858, Marx re-read Hegel, in particular the Science of Logic.
He wrote to Engels, ‘T am getting some nice developments, e.g. I have overthrown
the entire doctrine of profit as previously conceived. In the method of working,
it was of great service to me that by mere accident I leafed through Hegel’s Logic
again’ (Marx to Engels, 16 January 1858).

It is not really mysterious what Marx found so useful in his reading of Hegel’s
Logik at this time. It suggested a way of elaborating the contradictory elements
that Marx had discerned in the value form into a theoretization of the trajectory
of the capitalist mode of production as a whole. The point is emphasised by Marx
in his Post-Face to Capital: the dialectic ‘includes in its positive understanding
of what exists a simultaneous recognition of its negation, its inevitable
destruction; because it regards every historically developed form as being in a
fluid state, in motion, and therefore grasps its transient aspect as well’ ([1873]
1976, p. 103). The dialectic offered a means of grasping a structure in movement,
a process — the subtitle of Capital, Volume I was ‘the process of capitalist
production’. If capitalism could be represented as a process and not just a
structure, then concomitantly its building blocks were not factors, but, as in Hegel,
‘moments’. As Marx put it in the Grundrisse:

When we consider bourgeois society in the long view and as a whole, then
the final result of the process of social production always appears as the society
itself i.e. the human being itself in its social relations. Everything that has a
fixed form, such as the product etc., appears as merely a moment, a vanishing
moment in this movement. The conditions and objectifications of the process
are themselves equally moments of it, and its only subjects are the individuals,
but individuals in mutual relationships, which they equally reproduce and
produce anew ... in which they renew themselves even as they renew the world
of wealth they create (Marx [1857-8], 1973, p. 712).

125



Marxian economics

Marx’s attempt to utilize the Logic can be seen most clearly in the Grundrisse.
There one can see the genesis of particular concepts which in Capital appear in
more polished form. What is clear, is that the Logic is used as a first means of
setting terms in relation to each other. The text is littered with Hegelian
expressions and turns of phrase; indeed sometimes it appears as if lumps of
Hegelian ratiocination have simply been transposed, undigested, to sketch the
more intractable links in the chain. Here, for instance, is money striving to become
capital: ‘... already for that reason, value which insists on itself as value preserves
itself through increase; and it preserves itself precisely only by constantly driving
beyond its quantitative barrier, which contradicts its character as form, its inner
generality’ (ibid., p. 270). But at the same time we can see Marx remind himself to
correct the ‘idealist manner of presentation, which makes it seem as if it were
merely a matter of conceptual determination and of the dialectic of these concepts’
(ibid., p. 151).

But the interest of dialectical logic for Marx was not simply that it offered
him a way of outlining a structure in movement; more fundamentally it enabled
him to depict contradiction as the motor of this movement. This was why the
dialectic was ‘in its very essence critical and revolutionary’ (Marx [1873], 1976,
p. 103), in that both in Hegel and in ancient Greek usage, movement was
contradiction. This appears closely in the dramatic relationship that Marx sets
up between the circulation system and the production system in Capital. The
system of exchange, of the market is the public face of capitalism. It is ‘in fact
a very Eden of the innate rights of Man’ (ibid., p. 280). Exchanges are equal.
To look for the source of inequality in the exchange system, like the Proudhonists,
is to look in the wrong place. Yet, if exchanges are equal how does capital
accumulation take place? Equal exchange implies the principle of identity, of
non-contradiction. It is, in Hegel’s sense, the sphere of ‘simple immediacy’, the
world as it first appears to the senses. It cannot move or develop, because it
apparently contains no contradictory relations.

But this surface of things is not self-sufficient. It is ‘the phenomenon
of a process taking place behind it’. As a surface it is not nothing, but
rather a boundary or limit. Contradiction and therefore movement is located
in production. Here there is non-identity, the extraction of surplus labour
disguised by the surface value form and its tendency to limitless expansion.

Thus, there are two processes, on the one hand that of the surface, that of
immediate identity lacking the motive power of its own regeneration; on the other
hand, that beneath the surface, a process of contradiction. Thus in Hegelian terms,
the whole could then be defined as ‘the identity of identity and non-identity’. In
this whole, contradiction is the overriding moment, but the surface places increas-
ingly formidable obstacles to its development, for instance, so-called ‘realization’
crises. Values can only be realized in an act of exchange and the medium of this
exchange is money. But there is no guarantee that these exchanges must take
place. The ‘anarchy’ of the market place is such that overproduction or
disportionality between sectors of production can only be seen after the event.
Hence trade crises and slumps (see M. Nicolaus, Introduction to Marx [1857-8]).
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This is only one example of how Marx employed dialectical principles in his
attempt to conceptualize the process or movement of a contradictory whole.
Another would be the six books Marx originally planned to write in 1857-8,
the original blueprint of Capital. Their order would have been: Capital, Wage
Labour, Landed Property, State, World Market, Crises. This plan is reminiscent
of Hegel’s Encyclopaedia. It describes a circle in a Hegelian sense. The point of
departure is not capital per se, but commercial exchange as appearance, then
proceeding through the contradictory world of production and eventually
returning to commercial exchange again as the world market, but this time
enriched by the whole of the preceding analysis.

There has been much controversy about the proximity or distance between
the Hegelian and Marxian dialectics. Those who like Althusser (1965) argue for
their radical dissimilarity, are on their strongest ground when arguing that
in Marx the terms of the dialectic have been radically transformed. The
contradiction between forces and relations of production cannot be reduced to
the ultimate simplicity of that between Hegel’s master and slave or of that between
proletariat and bourgeoisie in the hegelianized marxist account of Lukacs. But
it is far more difficult to establish as unambiguously the difference in the
relationship between the terms in their respective dialectics. On the one hand,
the relation between matter and form in Hegel is only one of apparent exteriority.
Matter relates to form as other only because form is not yet posited within it.
Once the terms are related, they are declared to be identical. Marx, on the other
hand, insists upon the irreducible difference between matter and form, between
the material and the social (even if he is not wholly successful in keeping them
apart). Not only are matter and form different, but the one determines the other:
value is determined in relation to the material production of use value; the
opposite is not true. Relations of determination would seem to exclude identity,
and this is confirmed by Marx’s avoidance of the Hegelian notion of ‘sublation’
(Aufhebung), the higher moment of synthesis. The dialectical clash between forces
and relations of production in the capitalist mode of production does not of
itself produce a higher unity (socialism); rather what crises do, is to make manifest
the otherwise hidden determination of value by use value, of form by matter.
Against this, however, must be set one or two passages, including a famous
peroration in Capital Volume I, where Marx does conceive the end of capitalism
as a return to a higher but differentiated unity and does employ the notion of
the negation of the negation (Marx [1873], 1976, p. 929), and, despite the best
efforts of some modern commentators, it is difficult honestly to deny the strongly
technical imagination which underpins the whole enterprise of Capital.

Finally, in two important respects, Hegelian dialectic, however surreal, is less
vulnerable than that of Marx. Firstly, Hegel’s Science of Logic takes place outside
spatio-temporal constraints. It is a purely logical progression of concepts, even
if the principles on which one ontological category is derived from another ‘have
resisted analysis to this day’ (Elster, 1985, p. 37). Marx’s effort to avoid giving
any impression of the ‘self-determination’ of the concept, took the form of
attempting to demonstrate the ‘the ideal is nothing but the material world
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reflected in the mind of man and translated into forms of thought’ (Marx [1873],
1976, p. 102). In practical terms this implied that there was some systematic
relationship between the logical sequence of concepts in the exposition of the
argument and the chronological order of their appearance in historical time. But
this turned out to impose insurmountable difficulties in terms of presentation
(and it is significant that having begun with the product in the Grundrisse, he
began with the commodity in Capital). Thus Marx both stated his position and
violated it, bequeathing insoluble ambiguities surrounding his interpretation of
value, of the meaning of ‘reflection’ and of the relationship between history and
logic which have plagued even his closest followers ever since. Secondly, when
it came to applying his dialectic to history, Hegel was categorical in refusing to
project his theory into the future. The philosophy could explain the rationality
of what had happened; it was only then that it could be grasped in thought.
Marx, despite all his strictures against the voluntarism of other Young Hegelians
and some of his fellow revolutionaries, was unable by the very nature of his
project fully to abide by the Hegelian restriction. Thus, while Hegel’s owl of
Minerva flew at dusk, the marxian owl, unfortunately, took flight at high noon.
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Distribution Theories

DAVID M. GORDON

It is hard to imagine a more important topic within Marxian economics than
the distribution of income and the means of production among the principal
classes in capitalist economies. For example: (1) The share of profits (or, inversely,
the share of wages) constitutes one important component of the rate of profit.
(2) The rate of profit operates as a fundamental determinant of the pace of
investment and, therefore, of accumulation. (3) The rate of accumulation serves as
a kind of life-force invigorating capitalist economies over time — regulating their
growth and development, and the wealth of their participants. (4) Distribution,
production and accumulation are thus fundamentally interconnected, forming
the foundation of lives and livelihoods in capitalist societies.

In this respect, indeed, Marx himself regarded ‘distribution relations’ as part
of the core of the capitalist economy. Criticizing those who ventured an ‘initial,
but still handicapped, criticism of bourgeois economy’ by seeking to distinguish
between the level of priority of production and distribution, Marx affirmed that
both production relations and distribution relations are part of the ‘material
foundations and social forms’ of any given historical epoch. Distribution relations
and production relations are ‘essentially coincident’, he argued, since ‘both share
the same historically transitory character’. (Marx, 1894, pp. 883, 878).

And yet, despite these reasonably self-evident theoretical connections, the
analysis of distribution has remained substantially underdeveloped in the
historical evolution of Marxian economics. While such classic issues as crisis
theory, the transformation problem and the usefulness of the labour theory of
value have been intensively and vigorously reviewed, the determination of
distribution patterns over time and cross-sectionally has been elided in synthetic
treatments of Marxian analytics and largely ignored in more focused scholarly
investigations.

More recent developments in Marxian economics, fortunately, have finally
begun to overcome this traditional reticence. This essay provides a brief review
of traditional attention — or, more accurately, inattention — to the problem of
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distribution and then surveys some promising recent cultivations of this
historically fallow terrain.

TERMS OF ANALYSIS

Before beginning that review, however, it will be useful to clarify the defining
boundaries of this topic.

It is probably most useful to begin with the role of distribution in the
determination of profitability, that central fulcrum of economic behaviour. A
familiar accounting identity reminds us that the rate of profit of the individual
firm, r, can be expressed as the product of the share of profits in firm value-added,
s, the ratio of output to utilized capital stock, y,, and the ratio of utilized to
owned capital stock, k*, or

r=s,-y, k*, (1)
where
r=I/Ko;  s,=IY;  y,=Y/K;; k*=K,/Ky; ()

and IT is firm profits, K, is the value of the firm’s owned capital stock, Y is firm
value-added, and K, is the portion of the owned capital stock which is currently
utilized. In the aggregate, abstracting from variation among firms for such
purposes, the same accounting identity applies.

In this accounting identity, distribution relations primarily affect the level of
and changes in s,, the share of profits in firm revenue. Factors affecting the rate
of capital accumulation and the productivity of the means of production primarily
affect y,. Secular trends in the robustness of aggregate demand and its fluctuations
over the business cycle have their most direct impact on k*.

At this first level of approximation, then, analysis of distribution relations
among the principal classes of a capitalist economy can begin with a focus on
the determinants of s.. Such analyses would immediately concern themselves with
the wage share, s, as well, since s, = (1 —s,).

This is, of course, only a first level of approximation. At a second level of
investigation, we must deal with three further refinements of focus.

1. Accounting equation (1) is formulated in revenue terms, not in value terms,
so it does not yet encompass the Marxian concern with the value-theoretic
determinations of economic relations. But this additional consideration requires
simply that we add an analysis of the rate of exploitation (or the rate of surplus
value), ¢, to the definition of our task, since conventional Marxian value analytics
establish a straightforward transformation between the profit share and the rate
of exploitation. In one simple formulation, for example, the rate of exploitation
is equal to the ratio of profits (IT) to wages (W) weighted by the capital-labour
ratio (k.), or e=k, - (II/W). (See Marglin, 1984, pp. 57-60 and 191-2, for a
useful elaboration of these relations of equivalence.)

2. The first levels of approximation, represented by equations (1) and (2), also
allows for the existence of only two classes in capitalist groupings or subsidiary
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classes. At a second level of approximation, therefore, we must also consider the
existence and determination of the shares of any other category of economic
agents beyond our starting groups of capitalists and workers, which may seem
relevant or necessary for our analyses.

3. A share of revenue need not necessarily translate into an exactly equivalent
share of real income, since the prices confronting workers and capitalists may
not exactly parallel each other over time. The relative purchasing power of their
revenues received, and therefore the distribution of income, may consequently
vary as a result of changes in the relative prices of capital goods and wage goods
as well. It is conceivably useful, therefore, to decompose the profit share in
equation (1) into two terms, one involving a ratio of ‘real’ profits to real income
and the other a ratio of capital-goods prices to an index of (weighted) output
prices. (See Weisskopf, 1979, for useful elaboration of this kind of decomposition.)

A final consideration seems critical for defining the scope of our analysis. It
is taken for granted within the Marxian tradition that a given class’s share of
revenues is conditioned, at the most basic level, by the extent of its power over
the means of production. And yet, over time, a given class’s relative control
of the means of production will be responsive to systematic changes in its share of
revenues. [t is not at all inappropriate, therefore, to treat the class distribution
of revenues and the class distribution of control over the means of production
as interdependent and mutually-determining over the long term. We may
therefore define our task most broadly, in this respect, as the analysis of the
determination of class (and group) shares of revenue (and therefore of income) and
of the class distribution of relative control over the means of production.

Marx was himself clear on the importance of defining the analysis of
distribution in both of these two senses. ‘It may be said .. .", he wrote at the end
of Volume 111 of Capital, ‘that capital itself . . . already presupposes a distribution:
the expropriation of the labourer from the conditions of labour [and] the
concentration of these conditions in the hands of a minority of individuals ...’
This underlying dimension of distribution ‘differs altogether’, he continued ‘from
what is understood by distribution relations ... [as] the various titles to that
portion of the product which goes into individual consumption’. This does not
in any way suggest, he insisted, that distribution in this former sense does not
involve ‘distribution relations’ or should somehow remain peripheral to our
analysis:

The aforementioned distribution relations, on the contrary, are the basis of
special social functions performed within the production relations by certain of
their agents ... . They imbue the conditions of production themselves and their
representatives with a specific social quality. They determine the entire
character and the entire movement of production (Marx, 1894, p. 879).

TRADITIONAL ANALYSIS

Inherited approaches to the problem of distribution are most easily viewed
through three somewhat separable lenses: the growth-theoretic perspective,
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crisis-theoretic hypotheses of a rising profit share and antipodal crisis theories
based on a falling profit share.

Long-term trajectories. Marxian economics has not always found it congenial to
reflect upon the long-term growth paths of capitalist economies, since such
perspectives are tainted in some minds by associations with concepts like
‘stability’ and ‘equilibrium’. It is nonetheless possible to extract from traditional
Marxian analses a clear approach to the logic of determination of ‘steady-state’
tendencies — provided this exercise is understood, in Marglin’s words (1984,
p. 52), ‘as a subset of Marxian theory and not as an attempt to represent the
whole’.

It seems reasonably clear, in that context, that distribution relations are
exogeneously given to the traditional model, determined outside the set of basic
interactions which jointly establish ‘equilibrium’ rates of growth and rates of
profit. Historical conditions, not directly subject to internal economic analysis,
establish a ‘customary’ wage. Existing levels of productiveness, also exogenous
to the system, determine the level of output per hour and therefore, given the
wage, the profit share as a residual. The behavioural hypothesis that capitalists
save all profits combines with the determination of consumption by customary
wage levels to create the conditions for a feasible and warranted steady-state
combination of profit rates and growth rates. Marglin concludes (1984, p. 62):
‘In contrast with the inherited neoclassical approach, in which resource
allocation determines income distribution, causality here runs from [exogenously-
determined] distribution to growth.’

There is, of course, nothing intrinsically wrong with these assumptions about
directions of causality. Treating distribution as exogenous to the internal
operations of the capitalist economy has simply meant that Marxian economists
have tended to elide the factors determining distribution, setting them aside as
consequences of ‘historical and moral elements’ and the ‘technical’ conditions
of production.

Hypotheses of a rising profit share. Distribution has played a somewhat more
explicit role in analyses of tendencies toward economic crisis. One group of
theories has built upon hypotheses of a secular tendency toward an increasing
profit share.

Perhaps the first systematic example of this hypothesis emerges in Lenin’s
account of imperialism and monopoly capitalism (1917). In its essence, Lenin’s
argument begins with the relatively simple hypothesis of increasing oligopoly and
therefore, ‘since monopoly prices are established’ (p. 241), of relatively reduced
competitive pressures. With the help of financial oligarchies, corporations are able
to achieve a continuously rising profit share and therefore to amass ‘an enormous
“surplus of capital”’ (p. 212). With this surplus of capital, capitalists are prompted
to export capital overseas and, eventually, to reduce efforts at technical improve-
ments. Over time, ‘the tendency to stagnation and decay, which is characteristic
of monopoly, continues to operates ...” (p. 241; emphasis in the original).
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The model begins therefore, with a strong hypothesis about distribution —
presuming a strong initial tendency under monopoly capitalism towards a rising
profit share. And yet, the conditions which would be necessary to derive this as
a prevailing long-term tendency are unexplored. There is no real analysis of wages,
although prevailing assumptions about competitive labour markets are implicitly
incorporated into the model. There is equal taciturnity about the initial
determination of real productivity, even though the rate of growth of real
productivity must exceed the growth of real wages for the initial condition of a
rising profit share and an ultimate ‘surplus of capital’ to hold. And, despite the
international orientation of the analysis, there is no real incorporation of a model
of international pricing and exchange which would support the hypothesis of
rising profit shares in all the the advanced countries.

These elisions are subsequently reproduced in most 20th-century analyses of
underconsumption and monopoly capital. The models begin with a premise of
growing capitalist power, most frequently from increasing monopoly control
over product markets. This power leads to a rising ‘surplus’ and therefore to a
rising profit share. From that set of initial premises, the problems of effective
demand and urgent efforts to absorb the surplus follow naturally (Bleaney, 1976;
Baran and Sweezy, 1966). As with Lenin, however, there is remarkably little
attention to the conditions which permit this initial increase in the profit share.
What about wages? Or labour productivity? Or conditions of international
pricing? There is, in general, the simple presumption that conditions have evolved
in such a way as to permit consistent increases in the profit share, but little
reflection on the relations which make those conditions possible. Baran and
Sweezy admit some of this inattention, particularly to the social relations which
would allow real productivity growth to outstrip real wage growth (1966,

pp. 8-9):

We do not claim that directing attention to the generation and absorption of
surplus gives a complete picture of this or any other society. And we are
particularly conscious of the fact that this approach, as we have used it, has
resulted in almost total neglect of a subject which occupies a central place in
Marx’s study of capitalism: the labour process.

Hypothesis of a falling profit share. For completeness, it is useful to consider
the alternative hypothesis of a falling profit share, although attention to this
possibility has only emerged within Marxian analysis more recently, primarily
in the post-World War II era.

This hypothesis has relatively simple analytic foundations. For whatever
reasons, working-class power may increase sufficiently to allow wages to rise
more rapidly than labour productivity and therefore to result in a persistent
increase in the wage share of revenues.

The hypothesis follows most naturally in a cyclical context and bears close
connections to Marx’s own analysis of cyclical dynamics in Chapter XXV of
Vol. I of Capital (1867). In the short run, rapid expansion may lead to tight
labour markets, increasing workers’ bargaining power and resulting in a rising
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wage share. (Boddy and Crotty (1975) provide a useful development of this
cyclical model in relatively traditional terms.)

The hypothesis needs further grounding in order to serve as the basis for a
theory of economic crisis, however. The forces which lead to tight labour markets
in short-term expansions could plausibly result in comparably slack labour
markets during short-term contractions and therefore to a recovery of the profit
share. In order properly to ground a theory of secular crisis upon this hypothesis
of a falling profit share — and therefore fully to develop a ‘profit squeeze’ theory
of economic crisis — one must show why cyclical contractions do not restore the
profit share and, other things equal, the rate of profit. This requires analyses of
conditions which permit rising worker power — even in the age of oligopolistic
competition — from one business cycle to the next. Until the mid-1970s, Glyn
and Sutcliffe (1972) were the principal Marxian economists to have formally
developed such an analysis, and in their case primarily for the case of England.

Even in their case, however, the analytic requirements for the secular version
of the ‘profit squeeze’ theory of crisis are not fully developed. What are the
explicit conditions of labour market competition which explain particular
patterns of wage growth? Under what conditions in the organization of
production and the promotion of technical change would real productivity
growth fail to keep pace with real wage growth? What are the conditions of
international economic linkages which would or would not support tendencies
towards a falling profit share? A further problem involves the closeness of the
relationship between profits and surplus value; Shaikh (1978) reviews some of
the problems with causal assumptions about this connection.

Kalecki and Mandel as connecting writers. We can find in the work of Michal
Kalecki and Ernest Mandel some early instances of the kinds of concerns which
have fuelled more recent explorations.

Particularly in his later essays, Kalecki identifies but does not yet develop
some of the lines of inquiry which would be necessary for a more advanced
analysis of distribution. In ‘Class Struggle and Distribution of National Income’
(1971), Kalecki refines the analysis of the relationship between wages and the
profit share, noting that analyses of the conditions of product market competition
are necessary ‘to arrive at any reasonable conclusion on the impact of bargaining
for wages on the distribution of income’ (p. 159); that trade union power is likely,
ceteris paribus, to reduce the level of the mark-up; and that, in general,

class struggle as reflected in trade-union bargaining may affect the distribution
of national income but in a much more sophisticated fashion than expressed
by the crude doctrine: when wages are raised, profits fall pro tanto (p. 163).

In ‘Trend and Business Cycle’ (1968), Kalecki develops what he regards as a
more satisfactory analysis of the relationship between short- and longer-term
determinants of investment and therefore, a fortiori, the conditions which are
likely to affect movements in the profit share over time.
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Both of these analyses are entirely preliminary, however, since they constitute
more of a programme for further work than a report on completed analyses. In
particular, Kalecki notes that most of his analysis hangs on a handful of
coefficients which he takes as given for his purposes, including the level of labour
productivity, the share of gross profits flowing into capitalist consumption,
capitalists’ propensities to invest, and the rate of embodied technical progress.
“To my mind’, he concluded, ‘future inquiry ... should be directed ... towards
treating . .. the coefficients used in our equations . .. as slowly changing variables
rooted in past development of the system’ (p. 183). The real problem, in short,
is not to assume the central parameters of the determination of profits and
investment but rather to derive them from determinant structural and historical
analysis.

Mandel serves as a transitional figure in a different way. Although much of
Mandel’s analysis is hard to pin down precisely, he has nonetheless helped
highlight the importance of an integration between formal Marxian analytics
and structural/historical analysis. In Late Capitalism (1972), in particular, he
suggests the rich possiblities for analysis of the particular conditions which might
or might not give rise to variations in the rate of surplus value. There is much
to learn, he urged (p. 183):

Late capitalism is a great school for the proletariat, teaching 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.

RECENT EXPLORATIONS

As this review is being written, a rich range of Marxian work on distribution in
advanced capitalist societies has recently been completed or is currently under
way. Since much of it is still in progress and unpublished, full references are
difficult and probably inappropriate for an enduring encyclopedia. This final
section will therefore concentrate on a synthetic review of the kinds of explorations
which have recently been undertaken and the promising possibilities which have
begun to emerge.

Changing power relations. One central problem in traditional Marxian analysis,
which the examples of Kalecki and Mandel as connecting figures help to highlight,
was the reluctance to forge determinate linkages between formal analytic
categories, on one side, and the structure of and changes in power relations, on
the other. Many appear to have felt either that these two loci of investigation
operated at different levels of logical abstraction or that power relations, with
all the social complexity of phenomena like the class struggle, could not be
rendered analytically or studied empirically in any kind of formal or rigorous
fashion. One is left with analyses, to quote Harris (1978, p. 166), which remain
‘essentially ad hoc and tentative’.
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Recent work has begun to overcome these hesitations. It has pursued careful
and analytically determinate investigations of the relationship between power
relations and, among other variables, the profit share. Attention has been focused
primarily on three different dimensions of power relations: capital-labour
relations, global linkages, and contests over state policy and practice.

Capital-labour relations. It has been recognized since Marx that class struggle
over wages could conceivably affect distribution. But the formal linkage of
conditions of class struggle to the determination of wage and profit shares has
been hampered by the impression that levels and rates of change of productivity
are determined orthogonally — by technical conditions and the pace of investment
—and therefore that the two kinds of concerns could not somehow be combined
into a single, inclusive, determinate analysis of changes in the profit share itself.

This problem appears to have been overcome. In recent work, particularly by
Weisskopf, Bowles and Gordon (1983), a ‘social model of productivity growth’
has formally linked factors affecting capital-labour relations with the more
traditional analyses. Several hypotheses about factors affecting the level of labour
intensity in production have been both elaborated mathematically and tested
empirically. This ‘social model’ appears to provide a robust explanation of
variations in rates of productivity in the United States in the decades following
World War I1.

One crucial insight in that work is also beginning to invigorate Marxian wage
analysis. Traditional perspectives on wage determination, building upon the
‘reserve army’ effect, focused on the relationship between wage bargaining and
the threat of unemployment. As capitalist societies have developed, however, the
threat of unemployment has been tempered by the availability of various
components of what is typically called the ‘social wage’ — such as unemployment
insurance and income maintenance expenditures. This has prompted the develop-
ment of a more inclusive measure of the threat to workers of job dismissal: an index
of ‘the cost of job loss’. It calculates the expected income loss resulting from job
termination, usually calculated as a percentage of the expected annual income if
still employed, and incorporates estimates of the average wage in employment,
expected unemployment duration, available income-replacing benefits and
available non-income-replacing benefits (which workers receive whether employed
or not). (For provisional definition and measurement, see Weisskopf, Bowles and
Gordon, 1983.) Building upon these insights, it is likely that we will soon see
much more fully developed and sophisticated analyses both of the determinants
of wage growth and of the relationship between wage growth and labour demand.

Taken together, these new hypotheses about wage change and productivity
growth themselves combine to provide the possibility of much more advanced
hypotheses about determinants of changes in the profit share. Given that it is
formally true that the rate of change of the real profit share is equal to the rate
of change of real productivity minus the rate of change of real wages, analytic
determinations of changes in the class distribution of revenues can now properly
reflect both ‘social’ and ‘technical’ determinations.
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Global power. As noted above, another elision in traditional Marxian analyses
of distribution has involved international connections. Traditional analyses have
either assumed perfect competition, an awkward first approximation, or have
tended, following models of monopoly capitalism, to assume a constant or
rising price mark-up. But in an open economy, neither assumption seems useful,
even as a first approximation, because of the likelihood of secular changes in a
given economy’s relations with other suppliers and buyers in global markets.
And these changes are quite likely to affect the distribution of revenues, since
they are bound to affect either relative input prices or the mark-up and through
either path potentially to influence the real profit share.

Analyses of interational linkages have lagged behind studies of capital-labour
relations, but some promising initial explorations are under way. Two principal
avenues of approach seem to be emerging. One seeks explicitly to model the
effects of changes in the level and variability of the terms of trade on domestic
productivity and profitability. The other aims at understanding and eventually
modelling the effects of changing conditions of international power and, in
particular, the effects of the internationalization of capital and growing
multinational corporate leverage over domestic labour. (Bluestone and Harrison
(1982) provide a useful early account of some of these latter effects for the US.)
This kind of work is still in its early stages but seems increasingly essential in a
more and more interdependent economy.

State policy and practice. The state can obviously have important effects on the
private distribution of income among classes, both through tax policies and
through the effects of expenditures on the costs of production and the relative
bargaining power of the respective classes. Work on these connections has not
yet moved beyond is early stages. Gough (1979) reviews the paths of likely effect
on both the tax and expenditure side. Bowles and Gintis (1982) provide one
provisional study of the effects of state policies on the profit share in the United
States. And some of the studies of capital-labour relations discussed above are
beginning to shed important light on the effects of ‘social wage’ expenditures
on private-sector wage and productivity determination.

Combined effects. These three dimensions of power relations need not be
quarantined in separate cells of analytic isolation. It is possible to derive an
inclusive model of their combined effects which retains a focus on the power
relationships incumbent in each. Bowles, Gordon and Weisskopf (1986) provide
one such model of the determination of the profit rate; it includes factors affecting
labour intensity, relative international power and relationships with the state.
Applied econometrically, the model appears to provide the most robust account
available of variations in the rate of profit in the US in the postwar era. Although
the study focuses on the rate of profit as a dependent variable, its approach
could also permit more focused analysis of the profit share as a potentially
separable component of profitability.
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Comparative analysis. It seems equally important, finally, to advance our
understanding of the factors which explain cross-sectional variations in the levels
and time patterns of the class distribution of revenues and income. This task
must inevitably come rather late in the game, since it largely presupposes the
availability of existing models of distribution which work for at least one country
or groups of countries on their own terms. At the time of writing, some promising
initial studies of cross-national variations in the determination of profit rates
and shares are just under way. The best existing review of the political economic
history upon which such studies must build is the excellent comparative analysis
provided by Armstrong, Glyn and Harrison (1984).

One, two ... many classes? One final analytic task remains. Almost all recent
studies of distribution have accepted the traditional preoccupation with a
two-class model of capitalist economies — focusing almost exclusively on the
single pair of opposing magnitudes, the profit share and the wage share. It is
important at least to consider the possibility that a more variegated categorization
of individuals would be fruitful, even for traditional Marxian problematics. What
about managers? The petty bourgeoisie? Financiers? Different strata of the
working class?

Empirical analyses aimed in this direction have lagged in large part because
of continuing uncertainty and conflict over the appropriate definition of group
boundaries and their interrelationships. Two main approaches appear to have
emerged as the principal lines of inquiry within the Marxian perspective.

One approach seeks to derive a more complex mapping of primary and
‘intermediate’ or ‘subsumed’ classes from the method and essential categories
of traditional Marxian analysis. Sharp debates nearly overwhelmed these efforts
in the mid- to late-1970s, but it is conceivable that a relatively widespread
agreement on the terms of analysis may be emerging in the mid- to late-1980s.
Almost all of these analyses presuppose the usefulness of a single category of
‘productive workers’ and seek to distinguish, as carefully as possible, among
various groups of intermediate agents and non-productive workers whose
incomes largely draw upon realized surplus value. Wright (1978) offers one
useful early review of the possibilities and problems in this approach, while
Resnick and Wolff (1985) present an interesting recent treatment.

A second approach, usually encompassed under the general heading of
‘segmentation theory’, has paid primary attention to the importance of various
divisions within the working class. Different analyses of labour segmentation
have emerged in studies of various countries, and it is not at all clear that a
single uniform model of labour segmentation in advanced capitalist formations
can or should emerge. These studies nonetheless suggest the promise and
importance of studying (a) the effects of different structures of production and
labour on the opportunities and realized incomes of individual members of the
working class; and (b) the potential impact of systematically structured divisions
within the working class on the wage share of the class as a whole. Gordon,
Edwards and Reich (1982) provide one important analysis of segmentation for
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the United States; Wilkinson (1981) offers one useful early compilation of
comparative studies; while Bowles and Gintis (1977) provide a formal analytic
integration of segmentation analysis within the value-theoretic context of more
traditional Marxian theory.

These two approaches are potentially complementary, not conflicting, since
the former concentrates largely on the group distribution of realized surplus
value while the latter primarily explores the group distribution of variable capital.
They have not yet been properly vetted, compared and integrated, however, so
we still await a complete and satisfactory theoretical and empirical account of
the distribution of revenues among all the relevant categories of individuals in
capitalist ecoromies.
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AMARTYA SEN

Maurice Dobb (1900-1976) was undoubtedly one of the outstanding political
economists of this century. He was a Marxist, and was one of the most creative
contributors to Marxian economics. As Ronald Meek put it, in his obituary of
Dobb for the British Academy, ‘over a period of fifty years [Dobb] established
and maintained his position as one of the most eminent Marxist economists in
the world’. Dobb’s Political Economy and Capitalism (1937) and Studies in the
Development of Capitalism (1946) stand out as his two most outstanding
contributions to Marxian economics. The former is primarily concerned with
economic theory (including such subjects as value theory, economic crises,
imperialism, socialist economies), and the latter with economic history (particularly
the emergence of capitalism from feudalism). These two fields — economic theory
and economic history — were intimately connected in Dobb’s approach to
economics. He also wrote an influential book on Soviet economic development.
This was first published under the title Russian Economic Development since the
Revolution (1928), and later in a revised edition as Soviet Economic Development
since 1917 (1948).

Maurice Dobb was born on 24 July 1900 in London. His father Walter Herbert
Dobb had a draper’s retail business and his mother Elsie Annie Moire came
from a Scottish merchant’s family. He was educated at Charterhouse, and then
at Pembroke College, Cambridge, where he studied economics. This was
followed by two postgraduate years at the London School of Economics, where
he did his PhD on ‘The Entrepreneur’. The thesis formed the basis of his book
Capitalist Enterprise and Social Progress (1925). Dobb returned to Cambridge
at the end of 1924 on being appointed as a Lecturer in Economics and taught
there until his retirement in 1967. He was a Fellow of Trinity College, and was
elected to a University Readership in 1959. He received honorary degrees from
the Charles University of Prague, the University of Budapest and Leicester
University, and was elected a Fellow of the British Academy. After retirement
he and his wife, Barbara, stayed on in the neighbouring village of Fulborn. He
died on 17 August 1976.
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Dobb was a theorist of great originality and reach. He was also, throughout
his life, deeply concerned with economic policy and planning. His foundational
critique of ‘market socialism’ as developed by Oscar Lange and Abba Lerner,
appeared in the Economic Journal of 1933, later reproduced along with a number
of related contributions in his On Economic Theory and Socialism (1955). His
relatively elementary book Wages (1928) presented not merely a simple
introduction to labour economics, but also an alternative outlook on these
questions, including their policy implications, leading to interesting disputations
with John Hicks, among others. In later years Dobb was much concerned with
planning for economic development. In three lectures delivered at the Delhi
School of Economics, later published as Some Aspects of Economic Development
(1951), Dobb discussed some of the central issues of development planning for
an economy with unemployed or underutilized labour, and his ideas were more
extensively developed in his later book, An Essay on Economic Growth and
Planning (1960).

Maurice Dobb also published a number of papers on more traditional fields
in economic theory, including welfare economics, and some of these papers
were collected together in his Welfare Economics and the Economics of Socialism
(1969). In his Theories of Value and Distribution since Adam Smith: Ideology and
Economic Theory (1973), he responded inter alia to the new developments in
Cambridge political economy, including the influential Prelude to a Critique of
Economic Theory by Piero Sraffa (1960). Maurice Dobb’s association with Piero
Sraffa extended over a long period, both as a colleague at Trinity College, and
also as a collaborator in editing Works and Correspondence of David Ricardo,
published in eleven volumes between 1951 and 1973 (on the latter, see Pollitt,
1985).

In addition to academic writings, Maurice Dobb also did a good deal of
popular writing, both for workers’ education and for general public discussion.
He wrote a number of pamphlets, including The Development of Modern
Capitalism (1922), Money and Prices (1924), An Outline of European History
(1926), Modern Capitalism (1927), On Marxism Today (1932), Planning and
Capitalism (1937), Soviet Planning and Labour in Peace and War (1942), Marx
as an Economist, An Essay (1943), Capitalism Yesterday and Today (1958), and
Economic Growth and Underdeveloped Countries (1963) and many others. Dobb
was a superb communicator, and the nature of his own research was much
influenced by policy debates and public discussions. Dobb the economist was not
only close to Dobb the historian, but also in constant company of Dobb the
member of the public. It would be difficult to find another economist who could
match Dobb in his extraordinary combination of genuinely ‘high-brow’ theory,
on the one hand, and popular writing on the other. The author of Political
Economy and Capitalism (from the appearance of which — as Ronald Meek (1978)
rightly notes — ‘future historians of economic thought will probably date the
emergence of Marxist economics as a really serious economic discipline’) was
also spending a good deal of effort writing pamphlets and material for labour
education, and doing straightforward journalism. It is not possible to appreciate
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fully Maurice Dobb’s contributions to economics without taking note of his
views of the role of economics in public discussions and debates.

Another interesting issue in understanding Dobb’s approach to economics
concerns his adherence to the labour theory of value. The labour theory has
been under attack not only from neoclassical economists, but also from such
anti-neoclassical political economists as Joan Robinson and, indirectly, even
Piero Sraffa. In his last major work, Theories of Value and Distribution since
Adam Smith (1973), Maurice Dobb speaks much in support of the relevance of
Sraffa’s (1960) major contribution, which eschews the use of labour values (on
this see Steedman, 1977), but without abandoning his insistence on the
importance of the labour theory of value. It is easy to think that there is some
inconsistency here, and it is tempting to trace the origin of this alleged
inconsistency to Dobb’s earlier writings, which made Abram Bergson remark
that ‘in Dobb’s analysis the labour theory is not so much an analytic tool as
excess baggage’ (Bergson, 1949, p. 445).

The key to understanding Dobb’s attitude to the labour theory of value is to
recognize that he did not see it just as an intermediate product in explaining
relative prices and distributions. He took ‘the labour-principle’ as ‘making an
important qualitative statement about the nature of the economic problem’
(Dobb, 1937, p. 21). He rejected seeing the labour theory of value as simply a
‘first approximation’ containing ‘nothing essential that cannot be expressed
equally well and easily in other terms’ (Dobb, 1973, pp. 148-9). The description
of the production process in terms of labour involvement has an interest that
extends far beyond the role of the labour value magnitudes in providing a ‘first
approximation’ for relative prices. As Dobb (1973) put it,

there is something in the first approximation that is lacking in later
approximations or cannot be expressed so easily in those terms (e.g., the first
approximation may be a device for emphasising and throwing into relief
something of greater generality and less particularity) (pp. 148-9).

Any description of reality involves some selection of facts to emphasize certain
features and to underplay others, and the labour theory of value was seen by
Dobb as emphasizing the role of those who are involved in ‘personal participation
in the process of production per se’ in contrast with those who do not have such
personal involvement.

As such ‘exploitation’ is neither something ‘metaphysical’ nor simply an ethical
judgement (still less ‘just a noise’) as has sometimes been depicted: it is a
factual description of a socio-economic relationship, as much as is Marc Bloch’s
apt characterisation of Feudalism as a system where feudal Lords ‘lived on
the labour of other men’ (Dobb, 1973, p. 145).

The possibility of calculating prices without going through value magnitudes,
and the greater efficiency of doing that (on this see Steedman, 1977), does not
affect this descriptive relevance of the labour theory of value in any way. Maurice
Dobb also outlined the relationship of this primarily descriptive interpretation
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of the labour theory of value with evaluative questions, e.g., assessing the ‘right of
ownership’ (see especially Dobb, 1937).

The importance for Dobb of descriptive relevance is brought out also by his
complex attitude to the utility theory of value. While he rejected the view that
the utility picture is the best way of seeing relative values (‘by taking as its
foundation a fact of individual consciousness’), he lamented the descriptive
impoverishment that is brought about by replacing the subjective utility theory by
the ‘revealed preference’ approach.

If all that is postulated is simply that men choose, without anything being stated
even as to how they choose or what governs their choice, it would seem
impossible for economics to provide us with any more than a sort of algebra
of human choice (Dobb, 1937, p. 171).

Indeed as early as 1929, a long time before the ‘revealed preference theory’ was
formally inaugurated by Paul Samuelson, Dobb had warned:

Actually the whole tendency of modern theory is to abandon such psychological
conceptions: to make utility and disutility coincident with observed offers in
the market; to abandon a ‘theory of value’ in pursuit of a ‘theory of price’.
But this is to surrender, not to solve the problem (Dobb, 1929, p. 32).

Maurice Dobb’s open-minded attitude to non-Marxian traditions in economics
added strength and reach to his own Marxist theorizing. He could combine
Marxist reasoning and methodology with other traditions, and he was eager to be
able to communicate with economists belonging to other schools. Dobb’s honesty
and lack of dogmatism were important for the development of the Marxist
economic tradition in the English-speaking world, because he occupied a unique
position in Marxist thinking in Britain. As Eric Hobsbawm has noted,

for several generations (as these are measured in the brief lives of students) he
was not just the only Marxist economist in a British university of whom most
people had heard, but virtually the only don known as a communist to the
wider world (Hobsbawm, 1967, p. 1).

The Marxist economic tradition was well served by Maurice Dobb’s willingness
to engage in spirited but courteous debates with economists of other schools.
Dobb achieved this without compromising the integrity of his position. The
distinctly Marxist quality of his economic writings was as important as his
willingness to listen and dispassionately analyse the claims of other schools of
thought with which he engaged in systematic disputation. The gentleness of
Dobb’s style of disputation arose from strength rather than from weakness.
Dobb’s willingness to appreciate positive elements in other economic traditions
while retaining the distinctive qualities of his own approach is brought out very
clearly also in his truly far-reaching critique of the theory of socialist pricing as
presented by Lange, Lerner, Dickinson and others in the 1930s. Dobb noted the
efficiency advantages of a price mechanism, especially in a static context. He
was, however, one of the first economists to analyse clearly the conflict between
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the demands of efficiency expressed in the equilibrium conditions of the
Langer—Lerner price mechanism (and also of course in a perfectly competitive
market equilibrium), and the demands that would be imposed by the requirements
of equality, given the initial conditions. In his paper called ‘Economic Theory
and the Problems of a Socialist Economy’ published in 1933, Maurice Dobb
argued thus:

If carpenters are scarcer or more costly to train than scavengers, the market
will place a higher value upon their services, and carpenters will derive a higher
income and have greater ‘voting power’ as consumers. On the side of supply
the extra ‘costliness’ of carpenters will receive expression, but only at the
expense of giving carpenters a differential ‘pull’ as consumers, and hence
vitiating the index of demand. On the other hand, if carpenters and scavengers
are to be given equal weight as consumers by assuring them equal incomes,
then the extra costliness of carpenters will find no expression in costs of
production. Here is the central dilemma. Precisely because consumers are also
producers, both costs and needs are precluded from receiving simultaneous
expression in the same system of market valuations. Precisely to the extent
that market valuations are rendered adequate in one direction they lose
significance in the other (Dobb, 1933, p. 37).

The fact that given an initial distribution of resources the demands of efficiency
and those of equity may — and typically will — conflict is, of course, one of the
major issues in the theory of resource allocation, with implications for market
socialism as well as for competitive markets in a private ownership economy.
As a matter of fact, Marx had inter alia noted this conflict in his Critique of the
Gotha Programme, but in the discussion centring around Langer—Lerner systems,
this deep conflict had attracted relatively little attention, except in the arguments
presented by Maurice Dobb. The fact that even a socialist economy has to cope
with inequalities of initial resource distribution (arising from, among other things,
differences in inherited talents and acquired skills) makes it a relevant question
for a socialist economy as well as for competitive economies, and Dobb’s was
one of the first clear analyses of this central question of resource allocation.

The second respect in which Maurice Dobb found the literature on market
socialism inadequate concerns allocation over time. In discussing the achievements
and failures of the market mechanism, Maurice Dobb argued that the planning
of investment decisions

may contribute much more to human welfare than could the most perfect
micro-economic adjustment, of which the market (if it worked like the
textbooks, at least, and there were no income-inequalities) is admittedly more
fitted in most cases to take care (Dobb, 1960, p. 76).

In his book An Essay on Economic Growth and Planning (1960), Dobb provided
a major investigation of the basis of planned investment decisions, covering
overall investment rates, sectorial divisions, choice of techniques, and pricing
policies related to allocation (including that over time).
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This contribution of Dobb relates closely to his analysis of the problems of
economic development. In his earlier book Some Aspects of Economic
Development (1951), Dobb had already presented a pioneering analysis of the
problem of economic development in a surplus-labour economy, with shortage
of capital and of many skills. While, on the one hand, he anticipated W.A.
Lewis’s more well-known investigation of economic growth with ‘unlimited
supplies of labour’, he also went on to demonstrate the far-reaching implications
of the over-all savings rates being socially sub-optimal and inadequate. Briefly,
he showed that this requires not only policies directly aimed at raising the rates
of saving and investment, but it also has implications for the choice of techniques,
sectoral balances and price fixation.

In such a brief note, it is not possible to do justice to the enormous range of
Maurice Dobb’s contributions to economic theory, applied economics and
economic history. Different authors influenced by Maurice Dobb have emphasized
different aspects of his many-sided works (see, for example, Feinstein (ed.), 1967,
and the Maurice Dobb Memorial Issue, 1978). He has also had influence even
outside professional economics, particularly in history, especially through his
analysis of the development of capitalism.

Dobb (1946) argued that the decline of feudalism was caused primarily by
‘the inefficiency of Feudalism as a system of production, coupled with the growing
needs of the ruling class for revenue’ (p. 42). This view of feudal decline, with
its emphasis on internal pressures, became the subject of a lively debate in the
early 1950s. An alternative position, forcefully presented by Paul Sweezy in
particular, emphasized some external developments, especially the growth of
trade, operating through the relations between the feudal countryside and the
towns that developed on its periphery. No matter what view is taken as to ‘who
won’ the debates on the transition from feudalism to capitalism. Dobb’s creative
role in opening up a central question in economic history as well as a major
issue in Marxist political economy can scarcely be disputed. Indeed, Studies in
the Development of Capitalism (1946) has been a prime mover in the emergence
of the powerful Marxian tradition of economic history in the English-speaking
world, which has produced scholars of the eminence of Christopher Hill, Rodney
Hilton, Eric Hobsbawm, Edward Thompson and others.

It is worth emphasizing that aside from the explicit contributions made by
Maurice Dobb to economic history, he also did use a historical approach to
economic analysis in general. Maurice Dobb’s deep involvement in descriptive
richness (as exemplified by his analysis of ‘the requirements of a theory of value’),
his insistence on not neglecting the long-run features of resource allocation
(influencing his work on planning as well as development), his concern with
observed phenomena in slumps and depressions in examining theories of ‘crises’,
and so on, all relate to the historian’s perspective. Dobb’s works in the apparently
divergent areas of economic theory, applied economics and economic history
are, in fact, quite closely related to each other.

Maurice Dobb was not only a major bridge-builder between Marxist and
non-Marxist economic traditions (aside from pioneering the development of

146



Maurice Herbert Dobb

Marxist economics in Britain and to some extent in the entire English-speaking
world), he also built many bridges beween the different pursuits of economic
theorists, applied economists and economic historians. Dobb’s political economy
involved the rejection of the narrowly economic as well as the narrowly
doctrinaire. He was a great economist in the best of the broad tradition of
classical political economy.

SELECTED WORKS

1925. Capitalist Enterprise and Social Progress. London: Routledge.

1928. Russian Economic Development since the Revolution. London: Routledge.

1928. Wages. London: Nisbet; Cambridge: Cambridge University Press.

1929. A sceptical view of the theory of wages. Economic Journal 39, December, 506-19.

1933. Economic theory and the problems of a socialist economy. Economic Journal 43,
December, 588-98.

1937. Political Economy and Capitalism: Some Essays in Economic Tradition. London:
Routledge.

1946. Studies in the Development of Capitalism. London: Routledge; New York:
International Publishers, 1947.

1948. Soviet Economic Development since 1917. London: Routledge.

1950. Reply (to Paul Sweezy’s article on the transition from feudalism to capitalism).
Science and Society 14(2), Spring, 157-67.

1951. Some Aspects of Economic Development: Three Lectures. Delhi: Ranjit Publishers,
for the Delhi School of Economics.

1955. On Economic Theory and Socialism. London: Routledge; New York: International
Publishers.

1960. An Essay on Economic Growth and Planning. London: Routledge; New York:
Monthly Review Press.

1969. Welfare Economics and the Economics of Socialism. Cambridge: Cambridge
University Press.

1973. Theories of Value and Distribution since Adam Smith: Ideology and Economic Theory.
Cambridge and New York: Cambridge University Press.

BIBLIOGRAPHY

Bergson, A. 1949. Socialist economics. In A Survey of Contemporary Economics, ed. H.S.
Ellis, Philadelphia: Blakiston.

Feinstein, C. (ed.) 1967. Socialism, Capitalism and Economic Growth: Essays Presented to
Maurice Dobb. Cambridge: Cambridge University Press.

Hobsbawm, E.J. 1967. Maurice Dobb. In Feinstein (1967).

Maurice Dobb Memorial Issue. 1978. Cambridge Journal of Economics 2(2), June.

Meeks, R. 1978. Obituary of Maurice Herbert Dobb. Proceedings of the British Academy
1977 53, 333-44.

Pollitt, B.H. 1985. Clearing the path for ‘Production of Commodities by Means of
Commodities’: Notes on the Collaboration of Maurice Dobb in Piero Sraffa’s edition
of ‘The Works and Correspondence of David Ricardo’. Mimeographed.

Sraffa, P. 1960. Production of Commodities by Means of Commodities: Prelude to a Critique
of Economic Theory. Cambridge: Cambridge University Press.

Sraffa, P., with the collaboration of M.H. Dobb. 1951-73. Works and Correspondence of
David Ricardo. 11 vols, Cambridge: Cambridge University Press.

Steedman, 1. 1977. Marx after Sraffa. London: New Left Books.

147



Economic Interpretation of
History

ERNEST GELLNER

Marxism does not possess a monopoly of the economic interpretation of history.
Other theories of this kind can be formulated — for instance that which can be
found in the very distinguished work of Karl Polanyi, dividing the history of
mankind into three stages, each defined by a different type of economy. If Polanyi
is right in suggesting that reciprocity, redistribution and the market each defined
a different kind of society, this is, in a way, tantamount to saying that the economy
is primary, and thus his work constitutes a species of the economic interpretation
of history. Nevertheless, despite the importance of Polanyi’s work and the
possibility of other rival economic interpretations, Marxism remains the most
influential, the most important and perhaps the best elaborated of all theories,
and we shall concentrate on it.

One often approaches a theory by seeing what it denies and what it repudiates.
This approach is quite frequently adopted in the case of Marxism, where it is
both fitting and misleading. We shall begin by adopting this approach, and turn
to its dangers subsequently.

Marxism began as the reaction to the romantic idealism of Hegel, in the
ambience of whose thought the young Karl Marx reached maturity. This no
doubt is the best advertised fact about the origin of Marxism. The central point
about Hegelianism was that it was acutely concerned with history and social
change, placing these at the centre of philosophical attention (instead of treating
them as mere distractions from the contemplation of timeless objects, which had
been a more frequent philosophical attitude); and secondly, it taught that history
was basically determined by intellectual, spiritual, conceptual or religious forces.
As Marx and Engels put it in The German Ideology, ‘The Young Hegelians are
in agreement with the Old Hegelians in their belief in the rule of religion, of
concepts, of an abstract general principle in the existing world’ (Marx and Engels,
1845-6, p. 5).
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Now the question is — why did Hegel and followers believe this? If it is
interpreted in a concrete sense, as a doctrine claiming that the ideas of men
determined their other activities, it does not have a great deal of plausibility,
especially when put forward as an unrestricted generalization. If it is formulated
— as it was by Hegel — as the view that some kind of abstract principle or entity
dominates history, the question may well be asked: what evidence do we have
for the very existence of this mysterious poltergeist allegedly manipulating
historical events? Given the fact that the doctrine is either implausible or obscure,
or indeed both, why were intelligent men so strongly drawn to it?

The answer to this may be complex, but the main elements in it can perhaps
be formulated simply and briefly. Hegelianism enters the scene when the notion
of what we now call culture enters public debate. The point is this: men are not
machines. When they are they do not simply respond to some kind of push.
When they do something, they generally have an idea, a concept, of the action
which they are performing. The idea or conception in turn is part of a whole
system. A man who goes through the ceremony of marriage has an idea of what
the institution means in the soceity of which he is part, and his understanding
of the institution is an integral part of his action. A man who commits an act
of violence as part of a family feud has an idea of what family and honour mean,
and is committed to those ideas. And each of these ideas is not something which
the individual had excogitated for himself. He took it over from a corpus of
ideas which differ from community to community, and which change over time,
and which are now known as culture.

Put in this way, the ‘conceptual’ determination of human conduct no longer
seems fanciful, but on the contrary is liable to seem obvious and trite. In various
terminologies (‘hermeneutics’, ‘structuralism’, and others) it is rather fashionable
nowadays. The idea that conduct is concept-saturated and that concepts come
not singly but as systems, and are carried not by individuals but by on-going
historic communities, has great plausibility and force. Admittedly, those who
propose it, in Hegel’s day and in ours, do not always define their position with
precision. They do not always make clear whether they are merely saying that
culture in this sense is important (which is hardly disputable), or claiming that
it is the prime determinant of other things and the ultimate source of change,
which is a much stronger and much more contentious claim. Nonetheless, the
idea that culture is important and pervasive is very plausible and suggestive,
and Hegelianism can be credited with being one of the philosophies which, in its
own peculiar language, had introduced this idea. It is important to add that
Hegelianism often speaks of ‘Spirit’ in the singular; our suggestion is that this
can be interpreted as culture, as the spirit of the age. This made it easy for
Hegelianism to operate as a kind of surrogate Christianity: those no longer able
to believe in a personal god could tell themselves that this had been a parable
of a kind of guiding historical spirit. For those who wanted to use it in that
way, Hegelianism was the continuation of religion by other means.

But Hegelianism is not exhausted by its sense of culture, expressed in somewhat
strange language. It is also pervaded by another idea, fused with the first one,
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and one which it shares with many thinkers of its period: a sense of historical
plan. The turn of the 18th and 19th centuries was a time when men became
imbued with the sense of cumulative historical change, pointing in an upward
direction — in other words, the idea of Progress.

The basic fact about Marxism is that it retains this second idea, the ‘plan’ of
history, but aims at inverting the first idea, the romantic idealism, the attribution
of agency to culture. As the two founders of Marxism put it themselves in The
German Ideology (pp. 14—15),

In direct contrast to German philosophy which descends from heaven to earth,
here we ascend from earth to heaven ... We set out from real active men, and
on the basis of their real life-process we demonstrate the development of the
ideological reflexes and echoes of this life-process ... Morality, religion,
metaphysics, all the rest of ideology and their corresponding forms of
consciousness, thus no longer retain the semblance of independence. They
have no history, no development; but men, developing their material
production and their material intercourse, alter, along with their real existence,
their thinking and the products of their thinking. Life is not determined by
consciousness, but consciousness by life.

Later on in the same work, the two founders of Marxism specify the recipe
which, according to them, was followed by those who produced the idealistic
mystification. First of all, ideas were separated from empirical context and the
interests of the rulers who put them forward. Secondly, a set of logical connections
was found linking successive ruling ideas, and their logic is then meant to explain
the pattern of history. (This links the concept-saturation of history to the notion
of historic design. Historic pattern is the reflection of the internal logical
connection of successive ideas.) Thirdly, to diminish the mystical appearance of
all this, the free-floating, self-transforming concept was once again credited to a
person or group of persons.

If this kind of theory is false, what then is true? In the same work a little later,
the authors tell us:

This sum of productive forces, forms of capital and social forms of intercourse,
which every individual and generation finds in existence as something given,
is the real basis of ... the ... ‘essence of man’. .. These conditions of life, which
different generations find in existence, decide also whether or not the
periodically recurring revolutionary convulsion will be strong enough to over-
throw the basis of all existing forms. And if these material elements of a
complete revolution are not present ... then, as far as practical developments
are concerned, it is absolutely immaterial whether the ‘idea’ of this revolution
has been expressed a hundred times already ... (p. 30).

The passage seems unambiguous: what is retained is the idea of a plan, and
also the idea of primarily internal, endogenous propulsion. What has changed
is the identification of the propulsion, of the driving force of the trans-
formation. Change continues to be the law of all things, and it is governed by
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a plan, it is not random; but the mechanism which controls it is now identified
in a new manner.

From then on, the criticisms of the position can really be divided into two
major species: some challenge the identification of the ruling mechanism, and
others the idea of historic plan. As the most dramatic presentation of Marxist
development, Robert Tucker’s Philosophy and Myth in Karl Marx (1961, p. 123)
puts it:

Marx founded Marxism in an outburst of Hegelizing. He considered himself
to be engaged in...[an]...act of translation of the already discovered
truth . ..from the language of idealism into that of materialism . . . . Hegelianism
itself was latently or esoterically an economic interpretation of history. It
treated history as ‘a history of production’ ... in which spirit externalizes itself
in thought-objects. But this was simply a mystified presentation of man
externalizing himself in material objects.

This highlights both the origin and the validity or otherwise of the economic
interpretation of history. Some obvious but important points can be made at
this stage. The Hegel/Marx confrontation owes much of its drama and appeal
to the extreme and unqualified manner in which the opposition is presented.
This unqualified, unrestricted interpretation can certainly be found in the basic
texts of Marxism. Whether it is the ‘correct’ interpretation is an inherently
undecidable question: it simply depends on which texts one treats as final —
those which affirm the position without restriction and without qualification, or
those which contain modifications, qualifications and restrictions.

The same dilemma no doubt arises on the Hegelian side, where it is further
accompanied by the question as to whether the motive force, the spirit of history,
is to be seen as some kind of abstract principle (in which case the idea seems
absurd to most of us), or whether this is merely to be treated as a way of referring
to what we now term culture (in which case it is interesting and contentious).

One must point out that these two positions, the Hegelian and the Marxist,
are contraries, but not contradictories. They cannot both be true, but they can
perfectly well both be false. A world is easily conceivable where neither of them
is true: a world in which social changes sometimes occur as a consequence of
changes in economic activities, and sometimes as a consequence of strains and
stresses in the culture. Not only is such a world conceivable, but it does really
rather look as if that is the kind of world we do actually live in. (Part of the
appeal of Marxism in its early days always hinged on presenting Hegel-type
idealism and Marxism as two contradictories, and ‘demonstrating’ the validity
of Marxism as a simple corollary of the manifest absurdity of strong versions of
Hegelianism.) In this connection, it is worth noticing that by far the most
influential (and not unsympathetic) sociological critic of Marx is Max Weber,
who upholds precisely this kind of position. Strangely enough, despite explicit
and categorical denials on his own part, he is often misrepresented as offering
a return to some kind of idealism (without perhaps the mystical idea of the agency
of abstract concepts which was present in Hegel). For instance, Michio
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Morishima, in Why has Japan ‘Succeeded’? (1982), p. 1), observes: ‘Whereas
Karl Marx contended that ideology and ethics were no more than reflections . ..
Max Weber ... made the case for the existence of quite the reverse relationship.’
Weber was sensitive to both kinds of constraint; he merely insisted that on
occasion, a ‘cultural’ or ‘religious’ element might make a crucial difference.

Connected with this, there is another important theoretical difference to be
found in Weber and many contemporary sociologists. The idea of the inherent
historical plan, which had united Hegel and Marx, is abandoned. If the crucial
moving power of history comes from one source only, though this does not
strictly speaking entail that there should be a plan, an unfolding of design, it
nevertheless does make it at least very plausible. If that crucial moving power
had been consciousness, and its aim the arrival at self-consciousness, then it was
natural to conclude that with the passage of time, there would indeed be more
and more of such consciousness. So the historical plan could be seen as the
manifestation of the striving of the Absolute Spirit or humanity, towards ever
greater awareness. Alternatively, if the motive force was the growth of the forces
of production, then, once again, it was not unreasonable to suppose that history
might be a series of organizational adjustments to expanding productive powers,
culminating in a full adjustment to the final great flowering of our productive
capacity. (Something like that is the essence of the Marxist vision of history.)

If on the other hand the motive forces and the triggers come from a number
of sources, which moreover are inherently diverse, there is no clear reason why
history should have a pattern in the sense of coming ever closer to satisfying some
single criterion (consciousness, productivity, congruence between productivity
and social ethos, or whatever). So in the Weberian and more modern vision, the
dramatic and unique developments of the modern industrial world are no longer
seen as the inevitable fulfilment and culmination of a potential that had always
been there, but rather as a development which only occurred because a certain
set of factors happened to operate at a given time simultaneously, and which
would otherwise not have occurred, and which was in no way bound to occur.
Contingency replaces fatality.

So much for the central problem connected with the economic interpretation
of history. The question concerning the relative importance of conceptual
(cultural) and productive factors is the best known, most conspicuous and best
advertised issue in this problem area. But in fact, it is very far from obvious that
it is really the most important issue, the most critical testing ground for the
economic theory of history. There is another problem, less immediately obvious,
less well known, but probably of greater importance, theoretically and practically.
That is the relative importance of productive and coercive activities.

The normal associations which are likely to be evoked by the phrase “historical
materialism” do indeed imply the downgrading of purely conceptual, intellectual
and cultural elements as explanatory factors in history. But it does not naturally
suggest the downgrading of force, violence, coercion. On the contrary, for most
people the idea of coercion by threat or violence, or death and pain, seems just
as ‘realistic’, just as ‘materialistic’ as the imperatives imposed by material need
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for sustenance and shelter. Normally one assumes that the difference between
coercion by violence or the threat of violence, and coercion by fear of destitution,
is simply that the former is more immediate and works more quickly. One might
even argue that all coercion is ultimately coercion by violence: a man or a group
in society which coerces other members by controlling the food supply, for
instance, can only do it if they control and defend the store of food or some
other vital necessity by force, even if that force is kept in reserve. Economic
constraint, it could be argued (as Marxists themselves argue in other contexts),
only operates because a certain set of rules is enforced by the state, which may
well remain in the background. But economic constraint is in this way parasitic
on the ultimate presence of enforcement, based on the monopoly of control of
the tools of violence.

The logic of this argument may seem persuasive, but it is contradicted by a
very central tenet of the Marxist variant of the economic theory of history.
Violence, according to the theory, is not fundamental or primary, it does not
intiate fundamental social change, nor is it a fundamental basis of any social
order. This is the central contention of Marxism, and at this point, real Marxism
diverges from what might be called the vulgar image possessed of it by non-
specialists. Marxism stresses economic factors, and downgrades not merely
the importance of conceptual, ‘superstructural’ ones, but equally, and very
significantly, the role of coercive factors.

A place where this is vigorously expressed is Engels’s ‘Anti-Diihring’ (1878):

... historically, private property by no means makes its appearance as the
result of robbery or violence.... Everywhere where private property
developed, this took place as the result of altered relations of production and
exchange, in the interests of increased production and in furtherance of
intercourse — that is to say, as a result of economic causes. Force plays no
part in this at all. Indeed, it is clear that the institution of private property
must be already in existence before the robber can appropriate another person’s
property ... Nor can we use either force or property founded on force to explain
the ‘enslavement of man for menial labour’ in its most modern form — wage
labour... . The whole process is explained by purely economic causes; robbery,
force, and the state of political interference of any kind are unnecessary at any
point whatever (Burns, 1935, pp. 267-9).

Engles goes on to argue the same specifically in connection with the institutions
of slavery:

Thus force, instead of controlling the economic order, was on the contrary
pressed into the service of the economic order. Slavery was invented. It soon
became the predominant form of production among all peoples who were
developing beyond the primitive community, but in the end was also one of
the chief causes of the decay of that system (ibid., p. 274).

Engels a little earlier in the same work was on slightly more favourable ground
when he discussed the replacement of the nobility by the bourgeoisie as the most
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powerful estate in the land. If physical force were crucial, how should the peaceful
merchants and producers have prevailed over the professional warriors? As
Engels puts it: ‘During the whole of this struggle, political forces were on the
side of the nobility ...’ (ibid., p. 270).

One can of course think of explanations for this paradox: the nobility might
have slaughtered each other, or there might be an alliance between the monarchy
and the middle class (Engels himself mentioned this possibility, but does not think
it constitutes a real explanation) and so forth. In any case, valid or not, this
particular victory of producers over warriors would seem to constitute a prima
facie example of the non-dominance of force in history. The difficulty for the
theory arises when the point is generalized to cover all social orders and all
major transitions, which is precisely what Marxism does.

Engels tries to argue this point in connection with a social formation which
one might normally consider to be the very paradigm of the domination by
force: ‘oriental despotism’. (In fact, it is for this very reason that some later
Marxists have maintained that this social formation is incompatible with
Marxist theory, and hence may not exist.) Engels does it, interestingly enough,
by means of a kind of functionalist theory of society and government: the essential
function, the essential role and duty, of despotic governments in hydraulic
societies is to keep production going by looking after the irrigation system.
As he puts it:

However great the number of despotic governments which rose and fell in
India and Persia, each was fully aware that its first duty was the general
maintenance of irrigation throughout the valleys, without which no agriculture
was possible (Burns, 1935, p. 273).

It is a curious argument. He cannot seriously maintain that these oriental despots
were always motivated by a sense of duty towards the people they governed.
What he must mean is something like this: unless they did their ‘duty’, the
society in question could not survive, and they themselves, as its political
parasites, would not survive either. So the real foundation of ‘oriental despotism’
was not the force of the despot, but the functional imperatives of despotically
imposed irrigation systems. Economic need, as in the case of slavery, makes use
of violence for its own ends, but violence itself initiates or maintains nothing.
The interpretation is related to what Engels says a little further on. Those who
use force can either aid economic development or accelerate it, or go against it,
which they do rarely (though he admits that it occasionally occurs), and they
they themselves usually go under: ‘Where ... the internal public force of the
country stands in opposition to economic development ... the context has always
ended with the downfall of the political power’ (Burns, 1935, p. 277).

We have seen that Engels’s materialism is curiously functional, indeed
teleological: the economic potential of a society or of its productive base somehow
seeks out available force, and enlists it on its own behalf. Coercion is and ought
to be the slave of production, he might well have said. This teleological element
is found again in what is perhaps the most famous and most concise formulation
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of Marxist theory, namely certain passages in Marx’s preface to A Contribution
to ‘The Critique of Political Economy’ (1859):

A social system never perishes before all the productive forces have developed
for which it is wide enough; and new, higher productive relationships never
come into being before the material conditions for their existence have been
brought to maturity within the womb of the old society itself. Therefore,
mankind always sets itself only such problems as it can solve; for when we
look closer we will always find that the problem itself only arises when the
material conditions for its solution are already present, or at least in the process
of coming into being. In broad outline, the Asiatic, the ancient, the feudal,
and the modern bourgeois mode of production can be indicated as progressive
epochs in the economic system of society (Burns, 1935, p. 372).

The claim that a new order does not come into being before the conditions for
it are available, is virtually a tautology: nothing comes into being unless the
conditions for it exist. That is what ‘conditions’ mean. But the idea that a social
system never perishes before it has used up all its potential is both strangely
teleological and disputable. Why should it not be replaced even before it plays
itself out to the full? Why should not some of its potential be wasted?

It is obvious from this passage that the purposive, upward surge of successive
modes of production cannot be hindered by force, nor even aided by it. Engels,
in ‘Anti-Diihring’, sneers at rulers such as Friedrich Wilhelm IV, or the then
Tsar of Russia, who despite the power and size of their armies are unable to
defy the economic logic of the situation. Engels also treats ironically Herr
Diihring’s fear of force as the ‘absolute evil’, the belief that the ‘first act of force
is the original sin’, and so forth. In his view, on the contrary, force simply does
not have the capacity to initiate evil. It does however have another ‘role in
history, a revolutionary role’; this role, in Marxist words, is midwifery:

... it is the midwife of every old society which is pregnant with the new, ... the
instrument by the aid of which social movement forces its way through and
shatters the dead, fossilized, political forms ... (Burns, 1935, p. 278).

The midwifery simile is excellent and conveys the basic idea extremely well. A
midwife cannot create babies, she can only aid and slightly speed up their birth,
and once the infant is born the midwife cannot do much harm either: The most
one can say for her capacity is that she may be necessary for a successful birth.
Engels seems to have no fear that this sinister midwife might linger after the birth
and refuse to go away. He makes this plain by his comment on the possibility
of a ‘violent collision’ in Germany which ‘would at least have the advantage of
wiping out the servility which has permeated the national consciousness as a
result of the humiliation of the Thirty Years War’.

There is perhaps an element of truth in the theory that coercion is and ought
to be the slave of production. The element of truth is this: in pre-agrarian hunting
and gathering societies, surrounding by a relative abundance of sustenance but
lacking means of storing it, there is no persistent, social, economic motive for
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coercion, no sustained employment for a slave. By contrast, once wealth is
systematically produced and stored, coercion and violence or the threat thereof
acquire an inescapable function and became endemic. The surplus needs to be
guarded, its socially ‘legitimate’ distribution enforced. There is some evidence
to support the view that hunting and gathering societies were more peaceful than
the agrarian societies which succeeded them.

One may put it like this: in societies devoid of a stored surplus, no surplus
needs to be guarded and the principles governing its distribution do not need
to be enforced. By contrast, societies endowed with a surplus face the problem
of protecting it against internal and external aggression, and enforcing the
principles of its distribution. Hence they are doomed to the deployment, overt
or indirect, of violence or the threat thereof. But all of this, true though it is,
does not mean that surplus-less societies are necessarily free of violence: it only
means that they are not positively obliged to experience it. Still less does it mean
that within the class of societies endowed with a surplus, violence on its own
may not occasionally or frequently engender changes, or inhibit them. The
argument does not preclude coercion either from initiating social change, or
from thwarting change which would otherwise have occurred. The founding
fathers of Marxism directed their invective at those who raised this possibility,
but they never succeeded in establishing that this possibility is not genuine. All
historical evidence would seem to suggest that this possibility does indeed often
correspond to reality.

Why is the totally unsubstantiated and indeed incorrect doctrine of the social
unimportance of violence so central to Marxism?

The essence of Marxism lies in the retention of the notion of an historical
plan, but a re-specification of its driving force. But the idea of a purposive
historical plan is not upheld merely out of an intellectual desire for an elegant
conceptual unification of historical events There is also a deeper motive. Marxism
is a salvation religion, guaranteeing not indeed individual salvation, but the
collective salvation of all mankind. Ironically, its conception of the blessed
condition is profoundly bourgeois. Indeed, it constitutes the ultimate apotheosis
of the bourgeois vision of life. The bourgeois preference for peaceful production
over violent predation is elevated into the universal principle of historical change.
The wish is father of the faith. The work ethic is transformed into the essence,
the very species-definition of man. Work is our fulfilment, but work patterns are
also the crucial determinants of historical change. Spontaneous, unconstrained
work, creativity, is our purpose and our destiny. Work patterns also determine
the course of history and engender patterns of coercion, and not vice versa.
Domination and the mastery of techniques of violence is neither a valid ideal,
nor ever decisive in history. All this is no doubt gratifying to those imbued with
the producer ethic and hostile to the ethic of domination and violence: but is it
true?

Note that, were it true, Marxism is free to commend spontaneously cooperative
production, devoid of ownership and without any agency of enforcement, as
against production by competition, with centrally enforced ground rules. It is
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free to do it, without needing to consider the argument that only competition
keeps away centralized coercion, and that the attempt to bring about propertyless
and total cooperation only engenders a new form of centralized tyranny. If
tyranny only emerges as a protector of basically pathological forms or
organization of work, then a sound work-pattern will on its own free us for ever
from the need for either authority or checks on authority. Man is held to be
alienated from his true essence as long as he works for extraneous ends: he finds
his true being only when he indulges in work for the sake of creativity, and
choses his own form of creativity. This is of course precisely the way in which
the middle class likes to see its own life. It takes pride in productive activity,
and chooses its own form of creativity, and it understands what it does. Work
is not an unintelligible extraneous imposition for it, but the deepest fulfilment.

On the Marxist economic interpretation of history, mankind as a whole is being
propelled towards this very goal, this bourgeois-style fulfilment in work without
coercion. But the guarantee that this fulfilment will be reached is only possible
if the driving force of history is such as to ensure this happy outcome. If a whole
multitude of factors, economic, cultural, coercive, could all interact unpredictably,
there could hardly be any historic plan. But if on the other hand only one factor
is fundamental, and that factor is something which has a kind of vectorial quality,
something which increases over time and inevitably points in one direction only
(namely the augmentation of the productive force of man), then the necessary
historical plan does after all have a firm, unprecarious base. This is what the
theory requires, and this is what is indeed asserted.

The general problem of the requirement, ultimately, of a single-factor theory,
with its well-directed and persistent factor, is of course related to the problems
which arise from the plan that Marxists discern in history. According to the
above quotation from Marx, subsequent to primitive communism, four class-
endowed stages arise, namely the Asiatic, the ancient, the feudal and the
modern bourgeois, which is said to be the last ‘antagonistic’ stage (peaceful
fulfilment follows thereafter). Marxism has notoriously had trouble with the
‘Asiatic’ stage because, notwithstanding what Engels claimed, it does seem to
exemplify and highlight the autonomy of coercion in history, and the suspension
of progress by a stagnant, self-maintaining social system.

But leaving that aside, in order to be loyal to its basic underlying intuition of
a guaranteed progression and a final happy outcome, Marxism is not committed
to any particular number or even any particular sequence of stages. The factual
difficulties which Marxist historiography has had in finding all the stages and
all the historical sequences, and in the right order, are not by themselves
necessarily disastrous. A rigid unification is not absolutely essential to the system.
What it does require (apart from the exclusiveness, in the last analysis, of that
single driving force) is the denial of the possibility of stagnation, whether in the
form of absolute stagnation and immobility, or in the form of circular, repetitive
developments. If this possibility is to be excluded, a number of things need to
be true: all exploitative social forms must be inherently unstable; the number of
such forms must be finite; and circular social developments must not be possible.
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If all this is so, then the alienation of man from his true essence — free fulfilment
in unconstrained work — must eventually be attained. But if the system can get
stuck, or move in circles, the promise of salvation goes by the board. This would
be so even if the system came to be stuck for purely economic reasons. It would
be doubly disastrous for it if other factors, such as coercion, were capable of
freezing it. The denial of any autonomous role for violence in history is the most
important,Aand most contentious, element in the Marxian economic theory of
history.

So what the Marxist economic interpretation of history really requires is that
no non-economic factor can ever freeze the development of society, that the
development of society itself be pushed forward by the continuous (even if on
occasion slow) growth of productive forces, that the social forms accompanying
various stages of the development of productive forces should be finite in number,
and that the last one be wholly compatible with the fullest possible development
of productive forces and of human potentialities.

The profound irony is that a social system marked by the prominence and
pervasiveness of centralized coercion, should be justified and brought about by
a system of ideas which denies autonomous historical agency both to coercion
and to ideas. The independent effectiveness both of coercion and of ideas can
best be shown by considering a society built on a theory, and one which denies
the effectiveness of either.
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Friedrich Engels

GARETH STEDMAN JONES

Born in Barmen, the eldest son of a textile manufacturer in Westphalia, Engels
(1820-1895) was trained for a merchant’s profession. From school onwards
however, he developed radical literary ambitions which eventually brought him
into contact with the Young Hegelian circle in Berlin in 1841. In 1842, Engels
left for England to work in his father’s Manchester firm. Already converted by
Moses Hess to a belief in ‘communism’ and the imminence of an English social
revolution, he used his two-year stay to study the conditions which would bring
it about. From this visit, came two works which were to make an important
contribution to the formation of Marxian socialism: ‘Outlines of a Critique of
Political Economy’ (generally called the ‘Umrisse’) published in 1844 and The
Condition of the Working Class in England, published in Leipzig in 1845.

Returning home via Paris in 1844, Engels had his first serious meeting with
Marx. Their life-long collaboration dated from this point with an agreement to
produce a joint work (The Holy Family), setting out their positions against other
tendencies within Young Hegelianism. This was followed by a second unfinished
joint enterprise, (The German Ideology, 1845-7), where their materialist
conception of history was expounded systematically for the first time.

Between 1845 and 1848, Engels was engaged in political work among German
communist groups in Paris and Brussels. In the 1848 revolution itself, he took
a full part, first as a collaborator with Marx on the Neue Rheinische Zeitung and
subsequently in the last phase of armed resistance to counter-revolution in the
summer of 1849.

In 1850, Engels returned once more to Manchester to work for his father‘s
firm and remained there until he retired in 1870. During this period, in addition
to numerous journalistic contributions, including attempts to publicize Marx’s
Critique of Political Economy (1859) and Capital, Volume One (1867), he first
developed his interest in the relationship between historical materialism and the
natural sciences. These writings were posthumously published as The Dialectics
of Nature (1925). In 1870 Engels moved to London.
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As Marx’s health declined, Engels took over most of his political work in the
last years of the First International (1864—72) and took increasing responsibility
for corresponding with the newly founded German Social Democratic Party and
other infant socialist parties. Engels’s most important work during this period
was his polemic against the positivist German socialist, Eugen Diihring. The
Anti-Diihring (1877) was the first comprehensive exposition of a marxian socialism
in the realms of philosophy, history and political economy. The success of this
work, and in particular of extracts from it like Socialism, Utopian and Scientific,
represented the decisive turning point in the international diffusion of Marxism
and shaped its understanding as a theory in the period before 1914.

In his last years after Marx’s death in 1883, Engels devoted most of his time
to the editing and publishing of the remaining volumes of Capital from Marx’s
manuscripts. Volume Two appeared in 1885, Volume Three in 1894, a year
before his death. Engels had also hoped to prepare the final volume dealing with
the history of political economy. But the difficulty of deciphering Marx’s
handwriting, his own failing eyesight and the formidable editorial problems
encountered in constructing Volumes Two and Three, induced him to hand over
this task to Karl Kautsky, who subsequently published it under the title Theories
of Surplus Value.

Engels’s work was of importance, both in the construction and interpretation
of Marxian economic theory and in the laying down of important guidelines in
the subsequent development of marxist economic policy.

In the realm of theory, his contribution is of particular significance in three
respects.

First, and of real importance in the formation of a distinctively marxian stance
towards political economy was Engels’s ‘Outlines of a Critique of Political
Economy’ (the ‘Umrisse’), published in 1844. In 1859 in his own Critique of
Political Economy, Marx acknowledged this sketch as ‘brilliant’ (Marx, 1859)
and its impact is discernible in Marx’s 1844 writings. The Umrisse represented
the first systematic confrontation between the ‘communist’ stand of Young
Hegelianism and political economy. The communist aspiration was expressed in
Feuerbachian language, while the mode of analysis was Hegelian. But, as has
recently been demonstrated (Claeys, 1984), the content of Engels’s critique was
first and foremost a product of his early stay in Manchester. For, apart from
some indebtedness to Proudhon’s What is Property? (1841), the main source of
Engels’s essay was John Watts, The Facts and Fictions of Political Economy
(1842), a resumé of the Owenite case against the propositions of political
economy. At this stage, Engels’s own acquaintance with the work of political
economists seems to have been mainly at second hand.

The Umrisse was an attempt to demonstrate that all the categories of political
economy presupposed competition which in turn presupposed private property.
He began with an analysis of value, which juxtaposed a ‘subjective’ conception
of value as utility ascribed to Say with an ‘objective’ conception of value as cost
of production attributed to Ricardo and McCulloch. Reconciling these two
definitions in Hegelian fashion, Engels defined value as the relation of production

160



Friedrich Engels

costs to utility. This was the equitable basis of exchange, but one impossible to
implement on the basis of competition which was responsive to market demand
rather than social need. (Engels still adhered to this definition of value thirty
years later in the Anti-Diihring. Discussing the disappearance of the ‘law of value’
with the end of commodity production, he wrote:

As long ago as 1844, I stated that the above mentioned balancing of useful
effects and expenditure of labour would be all that would be left, in a communist
society, of the concept of value as it appears in political economy.... The
scientific justification for this statement, however, ... was only made possible
by Marx’s Capital (Engels, 1877, pp. 367-8).

This shows how much greater continuity of thought there was between the young
and the old Engels than is normally imagined.)

He next analysed rent, counterposing a Ricardian notion of differential
productivity to one attributed to Smith and T.P. Thompson based upon
competition. Interestingly, in this analysis Engels differed both from Watts and
Proudhon, in denying the radical form of the labour theory — the right to the
whole product of labour — both by citing the case of the need to support
children and in querying the possibility of calculating the share of labour in the
product.

Finally, after an attack on the Malthusian population theory, which closely
followed Alison and Watts, Engels attacked competition itself, both because it
provided no mechanism of reconciling general and individual interest, and
because it was argued to be self-contradictory. Competition based on self-interest
bred monopoly. Competition as an immanent law of private property led to
polarization and the centralization of property. Thus private property under
competition is self-consuming.

What particularly impressed Marx was the argument that all the categories
of political economy were tied to the assumption of competition based on private
property. This, for him, represented an important advance over Proudhon whose
notion of equal wage would lead to a society conceived as ‘abstract capitalist’
and whose conception of labour right presupposed private property. Proudhon
had not seen that labour was the essence of private property. His critique was
of ‘political economy from the standpoint of political economy’. He had not
‘considered the further creations of private property, e.g. wages, trade, value,
price, money etc. as forms of private property in themselves’ (Marx, 1844, p. 312).
The Umrisse suggested a new means of underpinning the marxian ambition to
transcend the categorical world of political economy and private property
altogether. Moreover, by representing competition as a law which would produce
its opposite, monopoly, the elimination of private property and revolution, Engels
preceded Marx in positing the ‘free trade system’ as a process moving towards
self-destruction through the operation of laws immanent within it.

These conclusions were amplified in Engels’s other major work of this period,
The Condition of the Working Class in England. Here, the law of competition by
engendering ‘the industrial revolution’ had created a revolutionary new force,
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the working class. The single thread underlying the development of the working
class movement had been the attempt to overcome competition. Such an analysis
prefigured the famous statement in the Communist Manifesto that the capitalists
were begetting their own gravediggers (Stedman Jones, 1977).

Between the mid-1840s and the mid-1870s, Engels played no discernible part
in the elaboration of Capital beyond supplying Marx with practical business
information. His vital contributions to the pre-history of the theory were forgotten
and it was only in his better-known role as interpreter and publicist of Marx’s
work that his writings received widespread attention. During the Second
International period, these writings attained almost canonical status, but in the
20th century they have generally provided a polemical target for all those
attempting to retheorize Marx in the light of the publication of his early writings.

In the realm of political economy more narrowly conceived, Engels helped to
set up the ‘transformation’ debate by his dramatization of Marx’s switch from
value to production price in his introductions to Volumes Two and Three of
Capital. Engels’s own contribution to this debate in his last published article in
Neue Zeit in 1895 (now published as ‘Supplement and Addendum’ to Volume
Three of Capital) was to argue that the shift from value to production price was
not merely a logical development entailed by the enlargement of the scope of
investigation to include circulation and the ‘process of capitalist production as
a whole’, but also reflected a real historical transition from the stage of simple
commodity production to that of capitalism proper. ‘The Marxian law of value
has a universal economic validity for an era lasting from the beginning of the
exchange that transforms products into commodities down to the fifteenth
century of our epoch’ (Marx, 1894, p. 1037).

Leaving aside the empirical question whether during the pre-capitalist era
commodities were exchanged in accordance with the amount of labour embodied
in them, commentators as diverse as Bernstein and Rubin, have objected that
this makes no sense in terms of Marx’s theory, since during this epoch, there
exists ‘no mechanism of the general equalisation of different individual labour
expenditures in separate economic units on the market’ and that consequently
it was not appropriate to speak of ‘abstract and socially necessary labour which
is the basis of the theory of value’ (Rubin, 1928, p.254). They have further
objected, appealing to Marx’s 1857 ‘Introduction to the Critique of Political
Economy’, that there is no necessary connection between the logical and historical
sequence of concepts, and that the order of appearance of concepts in Capital
is determined simply by the logical place they occupy in an exposition of the
theory of the capitalist mode of production.

Engels could certainly claim explicit textual support from Volume Three for
his historical interpretation of value (‘It is also quite apposite to view the value
of commaodities not only as theoretically prior to the prices of production, but
also as historically prior to them. This applies to those conditions in which the
means of production belong to the worker...”: Marx 1894, p. 277.) It should
also be stressed that there was nothing new in Engels’s representation of the
character of Marx’s theory. Back in 1859, in a review of Marx’s Critique of
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Political Economy, Engels stated,"Marx was, and is, the only one who could
undertake the work of extracting from the Hegelian Logic the kernel which
comprised Hegel’s real discoveries ... and to construct the dialectical method
divested of its idealistic trappings’ (Engels 1859, pp. 474-5); and in characterizing
that method as a form of identity between logical and historical progression, he
continued, ‘the chain of thought must begin with the same thing that this history
begins with, and its further course will be nothing but the mirror image of the
historical course in abstract and theoretically consistent form ..." (ibid., p. 475).
It is implausible to suppose that Marx at this time should have sanctioned a
fundamental distortion of his method and it is suggestive that he himself,
describing his relationship to Hegel should have endorsed the metaphor of
discovering ‘the rational kernel in the mystical shell’ in his 1873 Postface
to the Second Edition of Capital (Marx, 1873, p.103). Perhaps the real
difficulty lies not in Engels, but in Marx himself. It may be, as Louis Althusser
has claimed, that Marx did not find a suitable language in which to characterize
the distinctiveness of his approach, or it may be more simply that Marx remained
ambivalent about how to characterize the theory. In any event, it is not
difficult to establish disjunctions between the way he proceeds and the
descriptions he gives of his procedures. Engels stuck fairly closely to Marx’s
descriptions of his procedures and can hardly be reproached for taking Marx at
his word.

The problem of Engels’s role as an interpreter of Marx’s theory debouches
onto a third and potentially yet more contentious aspect of Engels’s legacy, his
role as editor of Capital, Volumes Two and Three. Engels’s work was not confined
to the transcription of Marx’s illegible handwriting. He had to make active
editorial choices. The published versions of these volumes contain over 1300
pages, but the original manuscripts amount to almost twice as many. For Volume
Two for instance, Marx had composed eight versions of his treatment of the
process of circulation, from which Engels made a collation. In the absence of an
independent transcription and publication of the manuscripts, from which Engels
worked, it is impossible to assess whether the emphasis and meaning of the
published Volumes differ in any significant way from the original. What seems
clear, is that in his cautious desire to reproduce as much of the original material
as possible, Engels produced a much bulker and more repetitive version than
Marx originally intended. Marx, it seems, always hoped that Capital should
consist of two volumes and a further volume on the history of political economy
(Rubel 1968, Levine, 1984). From a detailed comparison of Volume Two, Part 1,
with the original manuscripts, it appears that Engels also occasionally committed
inaccuracies in the citation of the manuscripts he had used (Levine, 1984). Much
more doubtful, given all we know of Engels’s caution as an editor, is the further
suggestion that Engels’s editing procedures may have shifted the meaning of the
text in ways that lent support to a ‘collapse theory’ of capitalism (Zusammen-
bruchstheorie) (Levine, 1984). Apart from the smallness of the sample and Engels’s
own reservations about such a theory, the fact is that proponents of such a
position already had sufficient ammunition from Capital, Volume One.
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Moreover, it simply begs the question whether Marx’s attitude to the collapse
of capitalism was any more or less apocalyptic than that of Engels.

This discussion by no means exhausts Engels’s importance in the history of
economic theory or policy. A fuller treatment would have to discuss his analysis
of the ‘peasant question’ which included the important prescription that
collectivisation must be by example rather than force, his definition of political
economy in the Anti-Diihring, his interpolations in Capital, Volume Three, on
banks, the stock exchange and cartels which set the agenda for the early
20th-century discussion of finance capital, his various writings on the relationship
between the state and economic forces and his later surveys of English
developments since 1844 which prepared the way for later marxist theories of
labour aristocracy. These are only some of the more salient examples.

Finally, at a time when it seems that the technical debate on value seems to
have reached a moment of exhaustion, it is perhaps worth going back to Engels
if only to remind us of the anti-economic purpose underlying Marx’s attempt
to construct a theory of value in the first place.
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ANWAR SHAIKH

In the most general sense, to exploit something means to make use of it for some
particular end, as in the exploitation of natural resources for social benefit or for
private profit. Insofar as this use takes advantage of other people, exploitation
also implies something unscrupulous. If the other people are endemically
powerless, as in the case of the poor in relation to their landlords, creditors and
the like, then the term exploitation takes on the connotation of oppression.

Marx uses the word exploitation in all the above senses. But he also defines
anew concept, the exploitation of labour, which refers specifically to the extraction
of the surplus plus upon which class society is founded. In this latter sense,
exploitation becomes one of the basic concepts of the Marxist theory of social
formations.

EXPLOITATION AND CLASS. Society consists of people living within-and-through
complex networks of social relations which shape their very existence. Marx
argues that the relations which structure the social division of labour lie at the
base of social reproduction, because the division of labour simultaneously
accomplishes two distinct social goals: first, the production of the many different
objects which people use in their myriad activities of daily life; and second, the
reproduction of the basic social framework under which this production takes
place, and hence of the social structures which rest on this foundation. Social
reproduction is always the reproduction of individuals as social individuals.
Class societies are those in which the ruler of one set of people over another
is founded upon a particular kind of social division of labour. This particularity
arises from the fact that the dominant class maintains itself by controlling a
process through which the subordinate classes are required to devote a portion
of their working time to the production of things needed by the ruling class. The
social division of labour within a class society must therefore be structured
around the extraction of surplus labour, i.e. of labour time over and above that
required to produce for the needs of the labouring classes themselves. In effect,
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it is the subordinate classes which do the work for the reproduction of the ruling
class, and which therefore end up working to reproduce the very conditions of
their own subordination. This is why Marx refers to the extraction of surplus
labour in class societies as the exploitation of labour (Marx, 1867, Part 3 and
Appendix). It should be clear from this, incidentally, that the mere performance
of labour beyond that needed to satisfy immediate needs does not in itself
constitute exploitation. Robinson Crusoe, labouring away in his solitude in order
to plant crops for future consumption or to create fortification against possible
attacks, is merely performing some of the labour necessary for his own needs.
He is neither exploiter nor exploited. But all this changes once he manages to
subordinate the man Friday, to ‘educate’ him through the promise of religion
and the threat of force to his new place in life, and to set him to work building
a proper microcosm of English society. Now it is Robinson who is the exploiter,
and Friday the exploited whose surplus labour only serves to bind him ever
more tightly to his new conditions of exploitation (Hymer, 1971).

Although the exploitation of labour is inherent in all class societies, the form
it takes varies considerably from one mode of production to another. Under
slavery, for instance, the slave belongs to the owner, so that the whole of his or
her labour and corresponding net product (i.e. product after replacement of the
means of production used up) is ostensibly appropriated by the slave owner.
But in fact the slave too must be maintained out of this very same net product.
Thus it is the surplus product (the portion of the net product over that needed
to maintain the slaves), and hence the surplus labour of the slaves, which in the
end sustains the slave-owning class. In a similar vein, under feudalism the surplus
labour of the serf and tenant supports the ruling apparatus. But here, the forms
of its extraction are many and varied: sometimes direct, as in the case of the
quantities of annual labour and/or product which the serf or tenant is required
to hand over to Lord, Church and State; and sometimes indirect, as in the
payment of money rents, tithes and taxes which in effect require the serf or tenant
to produce a surplus product and sell it for cash in order to meet those imposed
obligations.

The material wealth of the dominant class is directly linked to the size of the
surplus product. And this surplus product is in turn greater the smaller the
standard of living of the subordinate classes, and the longer, more intense or
more productive their working day. Both of these propositions translate directly
into a higher ratio of surplus labour time to the labour time necessary to reproduce
the labourers themselves, that is, into a higher rate of exploitation of labour:
given the productivity of labour and the length and intensity of the working day,
the smaller the portion of the product consumed by the producing class, the
greater the portion of their working day which is in effect devoted to surplus
labour; similarly, given the consumption level of the average peasant or worker,
the longer, more intense and/or more productive their labour, the smaller the
portion of their working day which has to be devoted to their own consumption
needs, and hence the greater the portion which corresponds to surplus labour.

Because the magnitude of the surplus product can be raised in the above ways,
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it is always in the direct interest of the ruling class to try and push the rate of
exploitation towards its social and historical limits. By the same token, it is in
the interest of the subordinate classes not only to resist such efforts but also to
fight against the social conditions which make this struggle necessary in the first
place. The exploitative base of class society makes it a fundamentally antagonistic
mode of human existence, marked by a simmering hostility between rulers and
ruled, and punctuated by periods of riots, rebellions and revolutions. This is
why class societies must always rely heavily on ideology to motivate and
rationalize the fundamental social cleavage upon which they rest, and on force
to provide the necessary discipline when all else fails.

CAPITALISM AND EXPLOITATION. Capitalism shares the above general attributes.
It is a class society, in which the domination of the capitalist class is founded
upon its ownership and control of the vast bulk of the society’s means of
production. The working class, on the other hand, is made up of those who have
been ‘freed’ of this self-same burden of property in means of production, and
who must therefore earn their livelihood by working for the capitalist class. As
Marx so elegantly demonstrates, the general social condition for the reproduction
of these relations is that the working class as a whole be induced to perform
surplus labour, because it is this surplus labour which forms the basis of capitalist
profit, and it is this profit which in turn keeps the capitalist class willing
and able to reemploy workers. And as the history of capitalism makes perfectly
clear, the whole process is permeated by the struggle between the classes
about the conditions, terms and occasionally even about the future, of these
relations.

The historical specificity of capitalism arises from the fact that its relations of
exploitation are almost completely hidden behind the surface of its relations of
exchange. At first glance, the transaction between the worker and capitalist is a
perfectly fair one. The former offers labour power for sale, the latter offers a
wage rate, and the bargain is struck when both sides come to terms. But once
this phase is completed, we leave the sphere of freedom and apparent equality
and enter into ‘the hidden abode of production’ within which lurks the familiar
domain of surplus labour (Marx, 1867, ch. 6). We find here a world of hierarchy
and inequality, of orders and obedience, of bosses and subordinates, in which
the working class is set to work to produce a certain amount of product for its
employers. Of this total product, a portion which corresponds to the materials
and depreciation costs of the total product is purchased by the capitalists
themselves, in order to replace the means of production previously used up. A
second portion is purchased by the workers with the wages previously paid to
them by their employers. But if these two portions happen to exhaust the total
product, then the capitalists will have succeeded in producing only enough to
cover their own (materials, depreciation and wage) costs of production. There
would be no aggregate profit. It follows, therefore, that for capitalist production
to be successful, i.e. for it to create its own profit, workers must be induced to
work longer than the time required to produce their own means of consumption.
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They must, in other words, perform surplus labour time in order to produce the
surplus product upon which profit is founded.

The above propositions can be derived analytically (Morishima, 1973, ch. 7).
More importantly, they are demonstrated in practice whenever working time is
lost through labour strikes or slowdowns. Then, as surplus labour time is eroded,
the normally hidden connection between surplus labour and profit manifests
itself as a corresponding fall in profitability. Every practising capitalist must
learn this lesson sooner or later.

Orthodox economics, encapsulated within its magic kingdom of production
functions, perfect competition and general equilibrium, usually manages to avoid
such issues. Indeed, it concerns itself principally with the construction and
refinement of an idealized image of capitalism, whose properties it then
investigates with a concentration so ferocious that it is often able to entirely
ignore the reality which surrounds it. Within this construct, production is a
disembodied process undertaken by an intangible entity called the firm. This
firm hires ‘factors of production’ called capital and labour in order to produce
an output, paying for each factor according to its estimated incremental
contribution to the total output (i.e. according to the value of its marginal
product). If all goes well, the sum of these payments turn out to exhaust exactly
the net revenues actually received by the firm, and the ground is set for yet
another round.

Notice that this conception puts a thing (capital) and a human capacity (labour
power) on equal footing, both as so-called factors of production. This enables
the theory to deny any class difference between capitalists and workers by treating
all individuals as essentially equal because they are all owners of at least one
factor of production. The fact that ‘factor endowments’ may vary considerably
across individuals is then merely a second-order detail whose explanation is said
to lie outside of economic theory. Next, by treating production as some
disembodied process, the human labour process is reduced to a mere technical
relation, to a production function which ‘maps’ things called inputs (which
include labour power) into a thing called output. All struggle over the labour
process thus disappears from view. Finally, since capital and labour are mere
things, they cannot be said to be exploited. However, to the extent that the
payment for some factors falls short of equality with its particular marginal
product, the owner of this factor may be said to be exploited. In this sense,
exploitation is defined as a discrepancy between an actual and an ideal ‘factor
payment’ (it can be established that a very similar construction underlies notions
of unequal exchange such as those in Emmanuel, 1969). More importantly,
exploitation as defined above can in principle apply just as well to profits as
to wages. Capitalism thus emerges as a system in which capitalists are just as
liable to be exploited by workers as vice versa (Hodgson, 1980, section 2). With
this last step, the very notion of exploitation is reduced to utter triviality.

EXPLOITATION, GENDER AND RACE. We have focused on the notion of exploitaton
as the extraction of surplus labour because this relation is the foundation upon
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which class society is built, in the sense that the other legal, political and
personal relations within the society are structured and limited by this central
one. This does not mean that these other relations lack a history and logic of
their own. It only means that within any given mode of production, they are
bound to the system by the force field of this central relation, and characteristically
shaped by its ever present gravitational pull.

In the same vein, the notion that class society is marked by oppression along
class lines obviously does not exclude other equally egregious forms of
subjugation. It is evident, for instance, that the oppression of women by men is
common to all known societies, and to all classes within them. Thus any proper
understanding of the oppression of workers by capitalists must also encompass
the oppression of working-class women by men of all classes, as well as the
oppression of ruling-class women by men of their own class.

But even this is not enough. It is not sufficient to say that class and patriarchy
are coexistent forms of oppression. We need to know also how they relate to
one another. And it is here that Marxists generally give preeminence to class,
not because class oppression is more grievous, but because of the sense that it
is the nature of the class relation which modulates and shapes the corresponding
form of patriarchy. That is to say, Marxists argue that capitalist patriarchy is
distinct from feudal patriarchy precisely because capitalist relations of production
are characteristically different from feudal ones.

Needless to say, there is still considerable controversy about the exact
relationship between patriarchy and class (Barrett, 1980), as there is about the
relation of race to either of them (Davis, 1981). These are issues of great theoretical
significance. Most importantly, a united struggle against these various forms of
oppression has truly revolutionary potential.
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ROBERT BRENNER

Modern discussions of feudalism have been bedevilled by disagreement over the
definition of that term. There are three main competing conceptualizations. (1)
Feudalism refers strictly to those social institutions which create and regulate a
quite specific form of legal relationships between men. It constitutes a relationship
in which a freeman (vassal) assumes an obligation to obey and to provide,
primarily military, services to an overload, who, in turn, assumes a reciprocal
obligation to provide protection and maintenance, typically in the form of a fief,
a landed estate to be held by the vassal on condition of fulfilment of obligations
(Bloch, 1939-40). (2) Feudalism refers, more broadly, to a form of government
or political domination. It is a form of rule in which political power is profoundly
fragmented geographically; in which, even within the smallest political units, no
single ruler has a monopoly of political authority; and in which political power
is privately held, and can thus be inherited, divided among heirs, given as a
marriage portion, mortgaged, and bought and sold. Finally, the armed forces
involve, as a key element, a heavy armed cavalry which is secured through private
contracts, whereby military service is exchanged for benefits of some kind
(Strayer, 1965; Ganshof, 1947). (3) Feudalism refers to a type of socio-economic
organization of society as a whole, a mode of production and of the reproduction
of social classes. It is defined in terms of the social relationships by which its two
fundamental social classes constitute and maintain themselves. Specifically, the
peasants, who constitute the overwhelming majority of the producing population,
maintain themselves by virtue of their possession of their full means of subsistence,
land and tools, so require no productive contribution by the lords to survive.
This possession is secured by means of the peasants’ collective political
organization into self-governing communities, which stand as the ultimate
guardian of the individual peasant’s land. As a result of the peasants’ possession
and their consequent economic independence, mere ownership of property cannot
be assumed to yield an economic rent; in consequence, the lords are obliged
to maintain themselves by appropriating a feudal levy by the exercise of
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extra-economic coercion. The lords are able to extract a rent by extra-economic
coercion only in consequence of their political self-organization into lordly groups
or communities, by means of which they exert a degree of domination over the
peasants, varying in degree from enserfment to mere tribute taking (Marx, 1894;
Dobb, 1946).

Though often thought to be in conflict, these conceptions are not only
complementary but in fact integrally related to one another. While the lords’
very existence as lords was based, as Marxists correctly insist, upon their
appropriating a rent from the peasantry by extra-economic coercion, their
capacity actually to exert such force in the rent relationship depended upon their
ability to construct and maintain the classically political ties of interdependence
which joined overlord to knightly follower and thereby constituted the feudal
groups which were the ultimate source of the lords’ power. Conversely, while
feudal bonds of interdependence were constructed, as the Weberians emphasize,
to build highly localized governments capable at once of waging warfare,
dispensing justice and keeping the peace, the raison d’étre of the mini-states thus
created was to constitute the dominant class of feudal society by establishing
the instruments for extracting, redistributing and consuming the wealth upon
which this class depended for their maintenance and reproduction. State and
ruling class were thus two sides of the same coin. The distinctive ties which
bound man to man in feudal society (not only the relations of vassalage strictly
speaking, but also the more loosely defined associations structured by patronage,
clientage and family) constituted the building blocks, at one and the same time,
for the peculiarly fragmented locally based and politically competitive character
of the feudal ruling class and for the peculiarly particularized nature of the feudal
state. It was the lords’ feudal levies which provided the material base for the
feudal policy. It was the parcellized character of the feudal state, itself the obverse
side of the decentralized structure of lordship through which rent was
appropriated from the peasantry, which thus created the basic opportunities, set
the ultimate limits and posed the fundamental problems for the lords’
reproduction as a ruling class.

THE ORIGINS OF FEUDALISM. The rise of feudalism was conditioned by an extended
process of political fragmentation within the old Carolingian Empire. This is
understandable, in part, in terms of a tendency to decentralization inherent
in patrimonial rule. The patrimonial lord, to maintain his following, had,
paradoxically, to provide his followers with the means to establish their
independence from him. He could counteract their tendency to assert their
autonomy through successful warfare and conquest, in which the followers found
it worth their while to continue to submit to his authority. But in the absence
of such profitable aggression, the followers had every incentive to assert their
independence. It was in this way that the devolution and dissolution of more
centralized forms of authority took place within the Carolingian Empire during
the 9th and 10th centuries, as the Franks and their followers ceased to be
conquerors, following a long period in which the empire had expanded.
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Fragmentaton was hastened by the contemporaneous invasions of the Northmen,
Saracens and Magyars. Effective authority fell, successively, from the king
to his princes, to the counts and, ultimately, to local castleholders and even
manorial lords, as the newly-emerging, highly localized rulers turned their
pillaging from foreign enemies to the local population (Weber, 1956; Duby, 1978,
pp. 1471f).

Feudalism originally took shape in the early part of the 11th century in many
parts of Western Europe, including much of France, northern Italy and western
Germany. Feudal rule was first constituted through the formation of lordly
political groups, initially organized around a castle and led by the castellan. The
castellan’s power was derived from his knightly followers. The knights possessed
military training, fought on horseback wearing (increasingly elaborate) coats of
armour, often lived in the castle, and, from around the mid 11th century, tended
to be bound to the castellan through ties of vassalage. The castellan’s hegemony
was manifested in his capacity to exert the right of the ban over his district —
whose outer limits were usually no more than half a day’s ride from the central
fortress. The right of the ban, traditionally in the hands of the early medieval
kings and the direct expression of their authority, allowed the castellan, above
all, to extract dues from the peasant households within his jurisdiction, as
well as to dispense justice and keep the peace. Although the surrounding lesser
lords were usually tied to a castellan, in some cases they retained their full
independence, not only collecting feudal rents derived from their authority over
their tenants, but imposing taxes and exerting justice within their manorial
mini-jurisdictions. In any case, all these lords confirmed their membership of the
dominant class by claiming exemption from fiscal exactions: freedom under
feudalism thus took the form of privilege. The peasants’ unfreedom in some
cases originated from their ancestors’ having formally commended themselves
to their lord; that is, their having subjected themselves to his domination
in exchange for his assuring their safety. But, with the crystallization of feudal
domination, it simply expressed the lords’ having appropriated the right to
extort protection money from them. The peasants’ unfreedom was thus defined
and constituted precisely by their subjection to arbitrary levies (Duby, 1973,
1978).

The feudal economy was thus structured, on the one hand, by a form of
precapitalist property relations in which the individual peasant families, as
members of a village community, individually possessed their means of repro-
duction. This contrasted with other precapitalist property forms in which the
village community itself was the possessor (or more of one). On the other hand,
under feudalism, the individual lords reproduced themselves by individually
appropriating part of the peasants’ product, backed up by localized communities
of lords connected by various sorts of political bond, classically vassalage. This
contrasted with other precapitalist property systems, in which the community,
or communities, of lords appropriated the peasants’ product collectively (as a
tax) and shared out the proceeds among the community’s, or communities’,
members.
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FEUDAL PROPERTY RELATIONS AND THE FORMS OF INDIVIDUAL ECONOMIC
RATIONALITY. The fundamental feudal property relationships of peasant pos-
session and of lordly surplus extraction by extra-economic compulsion shaped
the long-term evolution of the feudal economy. This was because these
relationships were systematically maintained by the conscious actions of
communities of peasants and of lords and thus constituted relatively inalterable
constraints under which individual peasants and lords were obliged to choose
the pattern of economic activity most sensible for them to adopt in order to
maintain and improve their condition. The potential for economic development
under feudalism was thus sharply restricted because both lords and peasants
found it in their rational self-interest to pursue individual economic strategies
which were largely incompatible with, if not positively antithetical to, specialization,
productive investment and innovation in agriculture.

First, and perhaps most fundamental, because both lords and peasants were
in full possession of what they needed to maintain themselves as lords and
peasants, they were free from the necessity to buy on the market what they
needed to reproduce, thus freed from dependence on the market and the necessity
to produce for exchange, and thus exempt from the requirement to sell their
output competitively on the market. In consequence, both lords and peasants
were free from the necessity to produce at the socially necessary rate so as to
maximize their rate of return and, in consequence, relieved of the requirement
to cut cost so as to maintain themselves, and so of the necessity constantly
to improve production through specialization and/or accumulation and/or
innovation. Feudal property relations, in themselves, thus failed to impose on
the direct producers that relentless drive to improve efficiency so as to survive,
which is the differentia specifica of modern economic growth, and required of
the economic actors under capitalist property relations in consequence of their
subjection to production for exchange and economic competition.

Absent the necessity to produce so as to maximize exchange values and, in
view of the underdeveloped state of the economy as a whole, the peasants tended
to find it most sensible actually to deploy their resources so to ensure their
maintenance by producing directly the full range of their necessities; that is, to
produce for subsistence. Given the low level of agricultural productivity which
perforce prevailed, harvests and therefore food supplies were highly uncertain.
Since food constituted so large a part of total consumption, the uncertainty of
the food market brought with it highly uncertain markets for other commercial
crops. It was therefore rational for peasants to avoid the risks attached to
dependence upon the market, and to do so, they had to diversify rather than
specialize, marketing only physical surpluses. In fact, beyond their concern to
minimize the risk of losing their livelihood, the peasants appear to have found
it desirable to carry out diversified production simply because they wished to
maintain their established mode of life — and, specifically, to avoid the subjection
to the market which production for exchange entails, and the total transformation
of their existence which that would have meant.

To make possible ongoing production for subsistence, the peasants naturally
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aimed to maintain their plots as the basis for their existence. To ensure the
continuation of their families into the future, they also sought to ensure their
children’s inheritance of their holdings. Meanwhile, they tended to find it rational
to have as many children as possible, so as to ensure themselves adequate support
in their old age. The upshot was relatively large families and the subdivision of
plots on inheritance.

Like the peasants, the lords occupied a ‘patriarchal’ position, possessing all
that they needed to survive and thus freed of any necessity to increase their
productive capacities. Moreover, even to the extent they wished, for whatever
reason, to increase the output of their estates, the lords faced nearly insuperable
difficulties in accomplishing this by means of increasing the productive powers
of their labour and their land. Thus, if the lords wished to organize production
themselves, they had no choice but to depend for labour on their peasants, who
possessed their means of subsistence. But precisely because the peasants were
possessors, the lords could get them to work only by directly coercing them (by
taking their feudal rent in the form of labour) and could not credibly threaten
to ‘fire’ them. The lords were thereby deprived of perhaps the most effective
means yet discovered to impose labour discipline in class-divided societies.
Because the peasant labourers had no economic incentive to work diligently or
efficiently for the lords, the lords found it extremely difficult to get them to use
advanced means of production in an effective manner. They could force them
to do so only by making costly unproductive investments in supervision.

In view of both the lords’ and the peasants’ restricted ability effectively to
allocate investment funds to improved means of production to increase
agricultural efficiency, both lords and peasants found that the only really effective
way to raise their income via productive investment was by opening up new
lands. Colonization, which resulted in the multiplication of units of production
on already existing lines, was thus the preferred form of productive investment
for both lords and peasants under feudalism.

Beyond colonization and the purchaser of land, feudal economic actors, above
all feudal lords, found that the best way to improve their income was by forcefully
redistributing wealth away from the peasants or from other lords. This meant
that they had to deploy their resources (surpluses) towards building up their
means of coercion by means of investment in military men and equipment, in
particular to improve their ability to fight wars. A drive to political accumulation,
or state building, was the feudal analogue to the capitalist drive to accumulate
capital.

THE LONG-TERM PATTERNS OF FEUDAL ECONOMIC DEVELOPMENT. Feudal property
relations, once established, thus obliged lords and peasants to adopt quite specific
patterns of individual economic behaviour. Peasants sought to produce for
subsistence, to hold on to their plots, to produce large families and to provide
for their families’ future generations by bequeathing their plots. Both lords and
peasants sought to use available surpluses funds to open new lands. Lords directed
their resources to the amassing of greater and better means of coercion.
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Generalized on a society-wide basis, these patterns of individual economic action
determined the following developmental patterns, or laws of motion, for the
feudal economy as a whole:

(i) Declining productivity in agriculture (Bois, 1976; Hilton, 1966; Postan, 1966).
The generalized tendency to adopt production for subsistence on the part of the
peasantry naturally constituted a powerful obstacle to commercial specialization
in agriculture and to the emergence of those competitive pressures which drive
a modern economy forward. In so doing, it also posed a major barrier to
agricultural improvement by the peasantry, since a significant degree of
specialization was required to adopt almost all those technical improvements
which would come to constitute ‘the new husbandry’ or the agricultural
revolution (fodder crops, up-and-down farming, etc.). In addition, production
aimed at subsistence and the maintenance of the plot as the basis for the family’s
existence posed a major barrier to those rural accumulators, richer peasants and
lords, who wished to amass land or to hire wage labour, since the peasants would
not readily part with their plots, which were the immediate bases for their
existence, unless compelled to do so; nor could they be expected to work for a
wage unless they actually needed to.

Further counteracting any drive to the accumulation of land and labour was
the tendency on the part of the possessing peasants to produce large families
and subdivide their holdings among their children. The peasants’ parcellization
of plots under population growth tended to overwhelm any tendency towards
the build-up of large holdings in the agricultural economy as a whole, further
reducing the potential for agriculture improvement.

Finally, individual peasant plots were, most often, integrated within a village
agriculture which was, in critical ways, controlled by the community of
cultivators. The peasant village regulated the use of the pasture and waste on
which animals were raised, and the rotation of crops in the common fields.
Individual peasants thus tended to face significant limitations on their ability to
decide how to farm their plots and thus, very often, on their capacity to specialize,
build up larger consolidated holdings, and so forth.

To the extent that the lords succeeded in increasing their wealth by means of
improving their ability coercively to redistribute income away from the peasantry,
they further limited the agricultural economy’s capacity to improve. Increased
rents in whatever form reduced the peasants’ ability to make investments in the
means of production. Meanwhile, the lords’ allocation of their income to military
followers and equipment and to luxury consumption, ensured that the social
surplus was used unproductively, indeed wasted. To the extent — more or less —
that the lords increased their income, the agricultural economy was undermined.

(ii) Population growth (Postan, 1966). The long-term tendency to the decline of
agricultural productivity thus conditioned by the feudal structure of property
was realized in practice as a consequence of rising population. The peasants’
possession of land allowed children to accede to plots and, on that basis, to form
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families at a relatively early age. Married couples, as noted, had an incentive to
have many children, both to provide insurance for their old age and to assure
that the line would be continued. The result was that all across the European
feudal economy, we witness a powerful tendency to population growth from
around the beginning of the 12th century, which led, almost everywhere, to a
doubling of population over the following two centuries.

(iti) Colonization (Postan, 1966; Duby, 1968). The only significant method by
which the feudal economy achieved real growth and counteracted the tendency
to declining agricultural productivity, was by way of opening up new land for
cultivation. Indeed, economic development in feudal Europe may be understood,
at one level, in terms of the familiar race between the growth of the area of
settlement and the growth of population. During the 12th and 13th centuries,
feudal Europe was the scene of great movements of colonization, as settlers
pushed eastward across the Elbe and southward into Spain, while reclaiming
portions of the North Sea in what became the Netherlands. The opening of new
land did, for a time, counteract and delay the decline of agricultural productivity.
Nevertheless, in the long run — as expansion continued, as less fertile land was
brought into cultivation, and as the man/land ratio rose — rents rose, food prices
increased, and the terms of trade increasingly favoured agricultural as opposed
to industrial goods. At various points during the 13th and early 14th centuries,
all across Europe, population and production appear to have reached their upper
limits, and there began to ensue a process of demographic adjustment along
Malthusian lines.

(iv) Political accumulation or state building (Dobb, 1946; Anderson, 1974;
Brenner, 1982). Give the limited potential for developing the agricultural
productive forces and the limited supply of cultivable land, the lordly class, as
noted, tended to find the build-up of the means of force for the purpose of
redistributing income to be the best route for amassing wealth. Indeed, the lords
found themselves more or less obliged to try to increase their income in order
to finance the build-up of their capacity to exert politico-military power. This
was, first of all, because they could not easily escape the politico-military conflict
or competition that was the inevitable consequence of the individual lords’ direct
possession of the means of force (the indispensable requirement for their
maintenance as members of the ruling class over and against the peasants) and
thus of the wide dispersal of the means of coercion throughout the society. It
was, secondly, because they had to confront increasingly well-organized peasant
communities and, as feudal society expanded geographically, to counteract the
effects of increasing peasant mobility.

In the first instance, of course, politico-military efficacy required the collecting
and organizing of followers. But to gain and retain the loyalty of their followers
the overlords had to feed and equip them and, in the long run, competitively
reward them. Minimally, the overlord’s household had to become a focus of
lavish display, conspicuous consumption and gift-giving, on par with that of
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other overlords. But beyond this, it was generally necessary to provide followers
with the means to maintain their status as members of the dominant class — that
is, a permanent source of income, requiring a grant of land with associated lordly
prerogatives (classically the fief). But naturally such grants tended to increase
the followers’ independence from the overlords, leading to renewed potential for
disorganization, fragmentation and anarchy. This was the perennial problem of
all forms of patrimonial rule and at the centre of feudal concerns from the
beginning. The tendency to fragmentation was, moreover, exacerbated as a result
of the pressure to divide lordships and lands among children. To an important
degree, then, feudal evolution may be understood as a product of lordly efforts
to counteract political fragmentation and to construct firmer intra-lordly bonds
with the purpose of withstanding intra-lordly politico-military competition and
indeed of carrying on the successful warfare that provided the best means to
amass the wealth ultimately required to maintain feudal solidarity. This meant
not only the development of better weapons and improved military organization,
but also the creation of larger and more sophisticated political institutions, and
naturally entailed increased military and luxury consumption.

Actually to achieve more effective political organization of lordly groups
required political innovation. Speaking broadly, the constitution of military
bands around a leading warlord for external warfare, especially conquest, most
often provided the initial basis for intra-lordly cohesion. This served as the
foundation for developing more effective collaboration within the group of lords
for the protection of one another’s property and for controlling the peasantry.
As a further step in this direction, the overlord would establish his pre-eminence
in settling disputes among his vassals (as in Norman England). Next, the leading
lord might extend feudal centralization by establishing immediate relations with
the undertenants of his vassals. One way this took place was through constructing
direct ties of dependence with these rear vassals (as in 11th century England).
More generally, it was accomplished by the extension of central justice to ever
broader layers of the lordly class, indeed the free population as a whole.
Sometimes the growth of central justice was achieved through the more or less
conscious collaboration of the aristocracy as a whole (as in 12th-century England).
On other occasions it had to be accomplished through more conflicted processes
whereby the leading lord (monarch, prince) would accept appeals over the heads
of his vassals from their courts (as in medieval France). Ultimately, the feudal
state could be further strengthened only by the levying of taxes, and this almost
always required the constitution of representative assemblies of the lordly class.

This is not to say that a high-level of lordly organization was always required.
Nor is it to argue that state building took place as an automatic or universal
process. At the frontiers of European feudal society, to the south and east,
colonization long remained an easy option, and there was relatively little
(internally generated) pressure upon the lordly class to improve its self-
organization. At the same time, just because stronger feudal states might become
necessary did not always determine that they could be successfully constructed.
Witness the failure of the German kings to strengthen their feudal state in the
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12th century, and the long-term strengthening of the German principalities which
ensued. The point is that to the degree that disorganization and competition
prevailed within and between groups of feudal lords, they would tend to be that
much more vulnerable not only to depredations from the outside, but to the
erosion of their very dominance over the peasants. The French feudal aristocracy
thus paid a heavy price for their early, highly decentralized feudal organization,
suffering not only significant losses of territory to the Anglo-Normans, but a
serious reduction in their control over peasant communities and a consequent
decline in dues. The French aristocracy’s later recovery and successes may be
attributed, at least in large part, to their evolution of a new, more centralized,
more tightly-knit form of political organization — the tax/office state, where
property in office (rather than lordship/land) gave the aristocracy rights to a
share in centralized taxation (rather than feudal rent) from the peasants. In sum,
the economic success of individual lords, or groups of them, does seem to have
depended upon successful feudal state building, and the long-term trend
throughout Europe, from the 11th through to the 17th century, appears to have
been towards ever more powerful and sophisticated feudal states.

TRADE, TOWNS AND FEUDAL CRISIS. The growing requirements of the lordly class
for the weaponry and luxury goods (especially, fine textiles) needed to carry on
intra-feudal politico-military competition were at the source of the expansion of
commerce in feudal Europe. The growth of trade made possible the rise of a
circuit of interdependent productions in which the artisan-produced manufactures
of the towns were exchanged for peasant-produced necessities (food) and raw
materials, appropriated by the lords and sold to merchant middlemen. Great
towns thus emerged in Flanders and north Italy in the 11th and 12th centuries
on the basis of their industries’ ability to capture a preponderance of the demand
for textiles and armaments of the European lordly class as a whole.

In the first instance, the growth of this social division of labour within feudal
society benefited the lords, for it reduced costs through increasing specialization,
thus making luxury goods relatively cheaper. Nevertheless, in the long run it
meant a growing disproportion between productive and unproductive labour in
the economy as a whole, for little of the output of the growing urban centres
went back into production to augment the means of production or the means
of subsistence of the direct peasant producers; it went instead to military
destruction and conspicuous waste. Over time, increasingly sophisticated political
structures and technically more advanced weaponry meant growing costs and
thus increased unproductive expenditures. At the very time, then, that the
agricultural economy was reaching its limits, the weight of urban society upon
it grew significantly, inviting serious disruption.

Because the growth of lordly consumption proceeded in response to the
requirements of intra-feudal competition in an era of increasingly well-
constructed feudal states, the lords could not take into account its effect on the
underlying agricultural productive structure. All else being equal, the growth
of population beyond the resources to feed it could have been expected to call
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forth a Malthusian adjustment, and most of Europe did witness the onset of
famine and the beginning of demographic downturn in the early 14th century.
Nevertheless, while the decline of population meant fewer mouths to feed with
the available resources, it also meant fewer rent-paying tenants and so, in general,
lower returns to the lords. The decline in seigneurial incomes induced the lords
to seek to increase their demands on the peasantry, as well as to initiate military
attacks upon one another. The peasants were thus subjected to increasing rents
and the ravages of warfare at the very moment that their capacity to respond
was at its weakest, and their ability to produce and to feed themselves was further
undermined. Further population decline brought further reductions in revenue
leading to further lordly demands — resulting in a downward spiral which was
not reversed in many places for more than a century. The lordly revenue crisis
and the ensuing seigneurial reaction thus prevented the normal Malthusian return
to equilibrium. A general socio-economic crisis, the product of the overall feudal
class/political system, rather than a mere Malthusian downturn, gripped the
European agrarian economy until the middle of the 15th century (Dobb, 1946;
Hilton, 1969; Bois, 1976; Brenner, 1982).

In the long run, feudal crisis brought its own solution. With the decline of
population, peasant cultivation drew back onto the better land, making for
the potential of increased output per capita and growing peasant surpluses.
Meanwhile, civil and external warfare seem to have abated, a reflection perhaps
of the exhaustion of the lordly class, and the weight of ruling class exactions on
the peasantry declined correspondingly, especially as the peasants were now in
a far better position to pay. The upshot was a new period of population increase
and expansion of the area under cultivation, of the growth of European
commerce, industry and towns, and, ultimately, of the familiar outrunning of
production by population. Meanwhile, lordly political organization continued
to improve, feudal states continued to grow, intra-feudal competition continued
to intensify, and, over the long run, lordly demands on the peasants continued to
increase even as the capacity of the peasantry began, once again, to decline.
By the end of the 16th century one witnesses, through most of Europe, a descent
into the ‘general crisis of the 17th century’ which took a form very similar to
that of the ‘general crisis of the 14th and 15th centuries’. Clearly, through most
of Europe, the old feudal property relations persisted, undergirding the repetition
of established patterns of feudal economic non-development.

APPROACHES TO TRANSITION. It is an implication of the foregoing analysis that
so long as feudal property relations persisted, the repetition of the same long-term
economic patterns could be expected. So long as feudal property relations
obtained, lords and peasants could be expected to find it rational to adopt the
same patterns of individual economic behaviour; in consequence, one could expect
the same long-term cyclical tendencies to declining agricultural productivity,
population growth and the opening of new land, issuing in a tendency to
Malthusian adjustment but overlaid by a continuation of the secular tendency
to lordly state building and growing unproductive expenditures. Generally
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speaking, so long as feudal property relations obtained, no inauguration of a
long-term pattern of modern economic growth could be expected. From these
premises, it is logical to conclude that the onset of economic development
depended on the transformation of feudal property relations into capitalist
property relations, and that indeed is the point of departure of a long line of
theorists and historians (Marx, 1894; Dobb, 1946; Hilton, 1969; Bois, 1976).

Nevertheless, beginning with Adam Smith himself, a whole school of
historically-sensitive theorists have found it quite possible to ignore, or sharply
to downplay, the problem of the transformation of property relations and of
social relationships more generally in seeking to explain economic development.
These theorists naturally refuse to go along with the Adam Smith of Wealth of
Nations Book I in contending that the mere application of individual economic
rationality will, directly and automatically, bring economic development. They
nevertheless follow the Adam Smith of Wealth of Nations Book III in
arguing that, given the appearance of certain specific, quite-reasonable-to-expect
exogenous economic stimuli, rational self-interested individuals can indeed be
expected to take economic actions which will detonate a pattern of modern
economic growth. Specifically, it is their hypothesis that the growth of commerce,
an enormously widespread if not universal phenomenon of human societies,
systematically has led precapitalist economic actors to assume capitalist
motivations or goals, to adopt capitalist norms of economic behaviour, and,
eventually, to bring about the transformation of precapitalist to capitalist
property relations. It is undoubtedly because Adam Smith and his followers have
believed that the growth of exchange will in itself sooner or later create the
necessary conditions for modern economic growth that they have not greatly
concerned themselves with these conditions or viewed their emergence as a
problem which needs addressing.

Thus, Smith and a long line of followers, prominently including the economic
historian of medieval Europe Henri Pirenne and the Marxist economist Paul
Sweezy, have all produced analyses which follow essentially the same progression.
First, merchants, emanating from outside feudal society, offer previously
unobtainable products to lords and peasants who hitherto had produced only
for subsistence. This is understood as a more or less epoch-making historical
event, an original rise of trade. Next, the very opportunity to purchase these new
commodities induces the individual economic actors to adopt businesslike
attitude and capitalist motivations, specifically to relinquish their norm of
production for subsistence and to adopt the economic strategy of capitalists-in-
embryo — viz., production for exchange so as to maximize returns by way of
cost cutting. Third, since precapitalist property relations, marked by the
producers’ possession of the means of subsistence and by the lord’s extraction
of a surplus by means of extra-economic coercion, prevent the individual
economic actors from most effectively deploying their resources to maximize
exchange values, both lords and peasants move, on a unit-by-unit basis, to
transform these property relations in the direction of capitalist property relations.
In particular, the lords dispense with their (unproductive) military followers and
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military luxury expenditures; they free their hitherto-dominated peasant
producers; they expropriate these peasants from the land; then, finally, they enter
into contractual relations with these free, expropriated peasants. This gives rise,
within each unit to the installation of free, necessarily commercialized (market
dependent) tenants on economic leases, who, ultimately, hire wage labourers.
The end result is the establishment of capitalist property relations and capitalist
economic norms in the society as a whole, and the onset of economic development
(Smith, 1776; Pirenne, 1937; Sweezy, 1950).

The foregoing argument of what might be called the Smithian school