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Empirical Measurement of International Transfers of Value 249

imperialist exploitation of the Third World than unequal exchange’.

The second source of unequal exchange for Mandel differs from that of both
Emmanuel and Amin, since they argue that the transfer of value is a result of the
equalisation of profit rates. Mandel rightly argues that there is not unrestricted
mobility of capital, given the existence of restrictions, regulations and barriers
to the flow of capital between nation-states. However, these are often condi-
tions that restrict the tendency for profit rates to equalise but do not eliminate
this tendency. Mandel seems to go to an extreme by arguing that, due to certain
national restrictions or conditions, only national prices of production exist.
This becomes a problem when we consider the extent to which there is mobil-
ity of capital between industries across national boundaries. When discussing
international equalisation of profit rates, one is not referring to the average rate
of profit of Zaire compared to the average rate of profit in Mexico or Sweden.
Rather we are talking, for example, about the average rate of profit in the
automobile industry over a period of ‘fat and lean’ years, an industry that
includes producers in many different countries, operating under distinct con-
ditions, subject to different tariffs, and so on, in comparison to the average rate
of profit of the semi-conductor industry. In order to assess to what extent the
tendency for profit rates to equalise is achieved or not, at the international
level, empirical studies, such as that carried out by Christodoulopoulos (1995),
need to be pursued.

Unequal Exchange and Development

Once we take into account all the processes involved in the actual history of
capitalism and the resultant uneven development, it is not viable to argue that
unequal exchange is the primary mechanism explaining underdevelopment.
However, one could attempt to measure the impact of value transfers caused by
unequal exchange, and then determine whether they are helping to perpetuate
international inequalities or whether they are dampening the effects of other
transfers of value between the ‘First’ and “Third’ Worlds. There is a need to go
beyond the standard field of international trade in economics, since the more
compelling questions are understanding accumulation and the laws of motion
of capitalism at the level of an international economy, which are not limited to
trade, but must also include such things as investment, financial flows, and
migration. Thus, it is not simply an issue of what is transferred via exports and
imports but of the set of historical processes involving commodities, labourers,
foreign direct investment and international bank loans, and so on.

The discussion of unequal exchange refers to certain types of value transfers
taking place in the sphere of exchange, yet the production of surplus value and
accumulation are the fundamental processes which define capitalism. In con-
sidering issues of ‘development’, our attention must not be limited to the sphere
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of exchange; rather, our scope should reflect the broader question of reproduc-
tion, not only of individual capitals but of the relations of production.

15.3 TRANSFERS OF VALUE

The mechanisms associated with the different versions of unequal exchange
involved transfers of value either between or within industries (see Shaikh
1980a:47-57); however, in examining a concrete historical example or period
one must consider additional types of international value transfers. Therefore,
despite differences in levels of theoretical abstraction, several types of trans-
fers will be considered in this section, since they are relevant for addressing the
issue of ‘development’. The transfers of value associated with trade and un-
equal exchange, due to competition between and within industries, will be
considered first. This will be followed by consideration of transfers of value
associated with productive investment, that is, transfers due to repatriation of
profits, royalties, and the like from foreign direct investment. Then we will
consider transfers of value due to bank loans and interest payments. Lastly, we
will consider other types of international transfers of value that do not fall into
these more general categories.

Table 15.1 Sources of value transfer

Transfers of value due to: Description

Competition between industries From low organic composition industries
to high organic composition industries

Competition within industries From less efficient producers to more

efficient producers
Repatriation of profits, royalties Multinationals shifting profits out of the

and rents ‘third world’ for accumulation
Bank loans and Third World debt | Payments of principle and interest on
‘third world’ debt

Transfers of Value due to Competition between Industries

The basic mechanism behind what Emmanuel reluctantly calls ‘unequal ex-
change in the broad sense’ is competition between industries. Marx under-
stood competition to be a dynamic process and recognised two moments of
competition, between and within industries. In the case of the former, capital
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flows from industries with low rates of return, into industries with high rates of
return. All industries are growing but where an industry’s rate of profit is greater
than the general rate of profit, there will be accelerated growth until the growth
of supply exceeds that of demand, and vice versa for industrial rates of profit
less than the general rate. This leads to a change in relative output proportions,
and brings about supply and demand imbalances which subsequently lead to
changes in relative market prices and profit rates. Marx’s conception could be
described as a crossover dynamic, such that as certain industries approach the
average, another set will be moving away. The following provides insight into
Marx’s (1981:291) dynamic conception of competition and the interaction of
supply and demand:

Thus if there is no single individual case in which demand and supply
actually do coincide, their disproportions still work out in the following
way — and the result of a divergence in one direction is to call forth a
divergence in the opposite direction - that supply and demand always coin-
cideif a greater or lesser period of time is taken as a whole; but they coincide
only as the average of the movement that has taken place and through the
constant movement of their contradiction.

This conception is distinct from Emmanuel’s, and other interpretations of prices
of production as equilibrium prices, such that all forces are in balance and a
stable equilibrium is attained. As a result of this process, there is a transfer of
value from the industries with organic compositions lower than the average to
those industries with organic compositions above the average. For Emmanuel,
the low organic composition industries reside in the periphery while the high
organic composition industries correspond to the centre. As discussed above,
his assumption is an overgeneralisation.

Transfers of value due to competition between industries are taking place
within nation-states and across borders depending upon the movement of capi-
tal across the globe. Where economies have been relatively ‘closed’ due to
substantial limitations on investment and trade, international transfers may be
minimal. However, most countries have a certain degree of openness and, in
recent years, investment restrictions have been on the decline, be it due to
trading blocs or to adherence to the World Trade Organisation. Measuring such
transfers quantitatively is more difficult and will be considered in section 15.5.
Another issue that must be addressed is the time required, not for a convergence
of profit rates, as some Marxist authors argue, but for the dynamic cycle in
which an industry, steel for example, goes from above-average profitability to
below-average profitability and back. Although it has a theoretical compo-
nent, this discussion is perhaps more suited to the empirical section (15.5) as
well.
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Transfers of Value due to Competition within Industries

Let us now turn to the other moment of competition, namely within industries.
The formation of social values from a set of individual values comes about
through competition within an industry. The tendency for a uniform selling price
leads to the transfer of value from the least efficient producers (high individual
values) to the most efficient producers (low individual values). Both Amin and
Mandel stressed the productivity differential in their discussions of unequal
exchange. As mentioned, Amin’s presentation conflates the two types of transfers
of value due to the two moments of competition, while Mandel stresses compe-
tition within industries as the primary mechanism of unequal exchange.

A major issue to be addressed in the context of transfers of value due to
competition is that of ownership, since the majority of firms in the high organic
composition industries are owned by the multinationals, which, with few ex-
ceptions, are foreign-owned. Such multinational corporations are often the
most efficient international producers in an industry. When considering the
international transfers of value from the low organic composition industries to
the high organic composition industries, there are going to be transfers both
into and out of Third World countries, and one cannot simply assert that the net
transfer of value out of the ‘Third World’ due to competition between indus-
tries is positive; this has to be empirically confirmed (see Shaikh 1980a:49-
50). Thus, the capital intensive, efficient firms operating in the Third World
would be receiving two types of transfers of value but, since they are foreign
owned, such transfers of value will often be transferred out again via repatria-
tion of profits or possibly other mechanisms. Thus, even when the ‘ultra-mod-
ern’ sector to which Amin refers leads to a transfer of value into the Third World,
this is often repatriated back to the First World, since this sector is predomi-
nantly foreign owned.

In considering the two types of value transfers due to competition, we must
take into account both exports and imports. The exports from the Third World
to the First World will tend to be competitive in order to be sold on the world
market, and would thus tend to be more efficient than average (the case of
agriculture, oil and mining dominating Third World exports). Such cases would
involve a positive transfer of value from within an industry, but may involve a
negative transfer of value due to competition between industries. Therefore,
the net transfer could be either positive or negative.

The extent to which value is transferred from low-efficiency producers of
one country to high-efficiency producers of another country depends on the
degree to which producers share a market for their products. Ad valorem tariffs
are in fact a way in which the less efficient (in general) producing country
reduces the amount of value transferred due to imports. The case of import
quotas puts a check on the total amount of value transferred, since a certain
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especially after the 1982 debt crisis. The main reason for this is that, despite the
significant interest payments made during the 1970s, the net flow of capital to
the Third World was often positive. This completely turned around in the
1980s, primarily due to the increasing influence of monetarism and subse-
quent policy changes at the IMF. The result after 1982 was such that the net
capital flow became negative, and not by a small amount. In considering Third
World debt, one needs to look carefully at the methods used, be it debt-swap-
ping, transferring private companies’ debt into public debts or the like. Be-
yond the issue of transfers of value out of Third World countries, there is also
the class bias within such countries. Examples abound of privately incurred
debt, sometimes foreign owned, being converted to public debt, thus shifting
the burden from capitalist owners to the general public. At a more concrete
level, the recurring balance of payments crises faced by many countries pro-
vides the context whereby the IMF forces governments to adopt austerity plans,
and implement trade, investment and exchange rate policies, of which the
primary beneficiaries are the multinational corporations.

Additional Transfers of Value

Before moving on to discuss the empirical measurement of the various trans-
fers of value, a couple of additional transfers should be mentioned. The first is
a transfer of value that arises from the interaction of capitalists with non-capi-
talist producers and results in profit on alienation (see Shaikh and Tonak
1994:35-7). Use values produced under non-capitalist relations are exchanged
for capitalistically produced commodities such that profit is created without
an equivalent surplus-value having been generated. The exchange results in
an increase in exchange value and subsequently profit for the capitalists, while
the aim of the exchange for the non-capitalists producers is to sell one set of
use-values in order to obtain another set — the logic behind C - M — C. As non-
capitalist production declines, this case is less and less common, but not to be
overlooked, as its relevance depends on the specific set of relations that domi-
nate and coexist in a given region.

The last international transfers of value we will consider are those which
arise due to moral depreciation as discussed by Freeman (1995:31-43). He
considers the impact on stocks or inventories after a sudden drop in prices due
to technological change. He argues that owners of stocks of a commodity,
which is suddenly produced more cheaply, lose value in the form of profit, but
that others receive a balancing gain. If the individual value of older stocks
enters into the average of a certain commodity’s value, which can now be
produced more cheaply, perhaps this is really a subset of transfers of value
within industries. As mentioned in the quotation from Marx which he cites, the
degree to which the individual values of stocks affect market price depends on
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the balance of supply and demand and the relative proportions of the newly
produced commodities and the existing stocks of the same commodity. How-
ever, some will argue that the case of moral depreciation is an unequivocal case
of a loss of value, not a value transfer. The extension of this discussion to the
case of multinationals that sell older technology to the ‘Third World’ is antici-
pated in the near future. The international transfers of value considered above
have been chosen based on the attention given to them in the past and their
importance historically. Further study may reveal others that have not been
considered up till now.

15.4 MEASURING TRANSFERS OF VALUE
INTERNATIONALLY

Conventional Measures of Disparity and International Transfers

Before examining what is involved in developing an empirical methodology
using Marxist concepts, we should first consider which conventional measures
have been used to measure disparity or inequalities and international transfers
between the ‘developing’ and ‘developed’ countries. One of the most common
measures of development is GNP per capita. The main limitation of this meas-
ure is that it is merely an average and does not provide a sense of the distribu-
tion of GNP, not to mention wealth, in a country. However, it is worth consider-
ing how the ‘developing’ countries have fared of late, using the mainstream’s
own yardstick. Since the 1960s, the number of countries suffering a decline in
GDP per capita has more than quadrupled from 15 to 62.* The population
affected by declining GDP per capita in the countries in which they live has
increased almost 12-fold from 71 million to 808 million. GDP per capita has
declined since 1974 in Africa, since 1977 in the Middle East, and since 1980 in
Latin America and the Caribbean. As a result of recent trends of declining GNP
per capita throughout the Third World, economic inequality has now reached
its highest point since such measures have been kept.

The shift between the 1960s and the 1980s is clear. In the 1960s, the major-
ity of the population in market economies enjoyed either the GDP per capita of
the industrialised countries or was closing the gap on the industrialised coun-
tries in terms of GDP per capita. By the 1980s, three-quarters of the population
in the market economies has suffered either absolute decline in GDP per capita
or a widening gap in GDP per capita compared to the industrialised countries.
Officially, average per capita income in the industrialised countries is about 60
times that of the least developed, evidence that, using the mainstream’s own
categories, results in an atrocious track record for recent decades. This makes it
even more amazing that discussion on disparity and inequality is less than in
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ism has been around.

Turning to transfers of value within industries, there may be fewer obstacles
with regards to theoretical definitions. However, there are still many issues to
be resolved, not least of which is data availability. One could start out by
looking at a world industry composed of different national producers, and
attempt to study price movements, to see if domestic prices in the relevant
countries were consistent with international prices, and to identify factors that
could explain this difference. An empirical analysis would ideally have access
to information on the cost structures for the individual firms within the indus-
try. There are also significant grey areas in defining which firms or countries are
included in an international industry, since most countries have their own
particular set of restrictions on investment and trade. However, analysis of tariff
and trade restrictions could lead to some interesting analyses from a value-
theoretic viewpoint. As mentioned above, a tariff is, in fact, a means by which
a government is able to obtain a portion of the value transfer headed to the
more efficient foreign firms, often multinationals, for itself. Because of the
problems of data, a specific industry with few firms may provide the most
fruitful opportunity for empirical analysis at present.

The third type of transfer considered was that of repatriation of profits. As
mentioned above, royalties and rents or fees obtained by multinationals are
included in repatriated profits. The first concern is whether the detailed firm
data that are required are collected and available to the public, not kept secret
because of privacy issues. In the case of the US, the Value-Line database would
be the primary source of data; however, such detailed databases will not be
available for many countries. Upon obtaining the data, substantial success can
be expected for the measurement of these transfers. Again, one must simply do
the necessary detective work of identifying the ways in which such profit
transfers are hidden through accounting devices. Speaking of accounting de-
vices, let us now turn to another means by which multinational corporations
are able to hide transfers of value. Through the use of transfer pricing, multina-
tionals are able to conceal profits as described by Mandel (1978:350) below:

... the surplus-profits derived from unequal exchange are often themselves
only a disguised form of directly produced colonial surplus profits. This is
the case when vertically integrated trusts export raw materials from the
colonies to the metropolitan countries and then send back from the metro-
politan countries to the semi-colonies the finished goods which have been
produced with these raw materials. [n addition, if a major international price
differential for commodities produced by the same international company
can be shown to exist between the semi-colonies and the metropolitan coun-
tries, there may well have been direct production of surplus profit in the
semi-colony disguised as an export profit in the metropolitan state.
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what role each of the different transfers of value considered here plays. Sec-
ondly, we must study the relationship between each type of value transfer and
the process of accumulation. Can these be generalised, are there instances
where one type of transfer is less detrimental or preferred to another? By con-
sidering more specific concrete cases, the questions and issues for which such
transfers are relevant become more defined. Lastly, we must assess the advan-
tages of a Marxist approach in carrying out such analyses and providing an
alternative to the dominant neoliberal ideology. This chapter is a preliminary
examination of the theoretical basis of international transfers of value and is a
first step in developing a methodology for measuring them empirically.

NOTES

1. I would like to acknowledge that my interest in this topic and several insights are due to
having studied with Anwar Shaikh at the New School for Social Research, and his two
seminal articles on foreign trade (Shaikh 1979, 1980a).

2. This is not to overlook the important contribution by Cheryl Payer on these institutions.
However, her books on the IMF and World Bank were published in 1974 and 1982,
respectively.

3. Where repatriation of profits is referred 1o, royalties and rents obtained by multinational
firms are also included.

4. Much of this section and the statistics referred to are based on Socialist Economic Bulletin
No. 3 and their sources of data are the United Nations, the IMF and the World Bank.

5. Prebisch analysed the period from 1870 to 1938, based on a 1949 UN Study.
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The Rate of Surplus Value in Japan

Table 16.1 Labour Value and Price Rates of Surplus Value in Japan

1960 1965 1970 1975 1980

Aggregate
e,=(S/V), 1.87 1.92 2.19 1.98  2.16
e’ =(S/V7), 1.87 1.83 2.21 1.83  2.03
((e-¢e")le), 0.0% 47% -09% 7.6% 6.1%
Manufacturing
(e )X, /V.), 1.75 1.96 2.11 207 211
(e" )" V"), 3.24 3.12 3.42 3.01  3.38
((e,—€" Ve ), -851% -592% -62.0% -454% -0.2%

Table 16.1 shows the Japanese value and price rates of surplus value in the
economy as a whole and in the manufacturing sector. The rate of surplus value
in Japan ranged from about 180 per cent to 220 per cent, leaving aside the
manufacturing price rate to which we will return briefly. Also, the rate of sur-
plus value had an upward trend during the 1960-1980 period in Japan.

It is intriguing that the aggregate rate of surplus value decreased, in value
and price terms, during the 1970-1975 conjuncture when Japan was in a deep
recession. One plausible explanation is that Japanese workers scored a 33 per
cent increase in basic wages in 1974, on the basis of windfall profits created by
‘crazy prices’ following the 1973 OPEC price hikes. According to Uchino (1978),
this occurred at a time when management was in an unusually vulnerable
position due to widespread public criticism of the corruption of large corpora-
tions. The gain in nominal wages, coming on the heels of a significant 24 per
cent increase in 1973, fed into a rise in real wages that outstripped increases in
productivity (Kalmans 1993:114-17). Hence the rate of surplus value fell,
since productivity and real wages are its primary influences. By 1980, how-
ever, this measure was already on the rebound.

Still focusing on Table 16.1, the magnitude of deviation of the aggregate
price rate from the value rate was quite small. The difference between the
aggregate price and value rates of surplus value is a measure of the effect of
price—value deviations, which were, therefore, negligible in Japan. Specifi-
cally, the deviations ranged from 0O per cent to 7 per cent in either direction.

A different picture emerges with regard to the relationship between the value
and price rates of surplus value in the manufacturing sector. The price rate was
consistently higher than the value rate, reflecting price-value differences of about
45 per cent to 60 per cent from 1965 to 1980, and as high as 85 per cent in 1960.
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These deviations were substantial but not surprising for Japan.

The divergence between value and price rates of surplus value in the manu-
facturing sector suggests a complex circuit of value transfers among sectors of
the private economy, and between the public and private sectors, as well as
international transfers of value among nations. For example, in the process of
the formation of the general rate of profit, value is transferred from sectors such
as agriculture that have low organic compositions of capital to others like
manufacturing that have higher organic compositions (Marx 1967b:173-99).
Okishio (1959:8-9), Izumi (1983:13-14) and Okishio and Nakatani (1985:8—
9) argue that value transfers from agriculture to industry are significant in
Japan due to the relatively low level of capitalist development in the former
sector. The results of this study support their view.

In addition, transfers of value occur via foreign trade. Shaikh (1980b:49—
50) argues that the net transfer will be the sum of an efficiency effect within the
same industry internationally and a transformation effect between industries.
One would expect, for instance, producers in Japanese industries such as auto-
mobiles, electronics, heavy machinery, optical instruments, drugs and medi-
cine, iron and steel (particularly blast furnaces and open and electric furnaces)
to be high efficiency producers from an international perspective and these
industries to have relatively high organic compositions of capital. It is thus
plausible that there is an inward net international transfer of value into these
leading manufacturing industries. This might account for the high realised
rates of surplus value in the Japanese manufacturing sector.

The Rate of Surplus Value in the United States

Table 16.2 Labour Value and Price Rates of Surplus Value in the United States

1958 1963 1967 1972 1977
Aggregate
€us=(S/V) ¢ 237 2.39 2.56 2.65 2.66
e s = (STV) 2.23 2.22 2.39 2.41 2.43
((e—€")e) 5.9% 7.1% 6.6% 9.1% 8.1%
Manufacturing
(e )us= (S, 7V s 1.85 1.90 2.39 248 2.49
(€ Dus=" V" s 2.65 2.65 2.98 3.18 3.31
((e,—€" e s -432% -395% -247% -282% -329%

The aggregate and manufacturing rates of surplus value are shown in value and
price terms in Table 16.2. As in Japan, both the value and price rates of surplus
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value had increasing trends, signifying a rising rate of exploitation of produc-
tive workers.

Note that the aggregate value rate of surplus value in Japan was consist-
ently lower than the US rate from 1958 to 1980, indicating that productive
workers were more exploited in the United States (Kalmans 1993, 1997).
Also, the value rate of surplus value in US manufacturing was higher than its
Japanese counterpart, with the exception of the 1965 value rate in the manu-
facturing sector in Japan, which was a mere four percentage points above the
1963 US measure. We will return to consider the manufacturing price rates
briefly.

With respect to aggregate price—value deviations, they were once again
minor for the economy as a whole, ranging from 6 per cent to 9 per cent.> The
aggregate price rate of surplus value was a sound index of both the level and
trend of the aggregate value rate in the United States. However, the relationship
between the levels of the two measures was even stronger in Japan.

In the manufacturing sector, the levels of the price and value rates were once
again quite disparate. The price rate of surplus value was higher than the value
rate by about 25 per cent to 43 per cent, but the magnitude of the deviation was
nonetheless much smaller than in Japanese manufacturing. One plausible ex-
planation is that the contrast between the level of capitalisation in the agricul-
tural and industrial sectors was not as pronounced in the United States. Accord-
ingly, transfers of value from agriculture to manufacturing would not be as
significant as in Japan. It follows that the generally higher price rate in Japa-
nese manufacturing in comparison to US manufacturing seems to reflect the
relatively larger transfers of value from the agricultural sector.* An area of
future research is the empirical measurement of these inter-industry value trans-
fers to examine whether this is, indeed, empirically true.

Stll another intriguing question left unanswered in the present chapter is
why there is such a large discrepancy between the price and value rates of
surplus value in US manufacturing. One possible explanation, suggested by
Shaikh, is that the former is artificially low because the direct labour coeffi-
cients are unadjusted for skills. This would probably overestimate the labour
value of manufacturing consumption goods and hence variable capital. As a
test, the 1958 value rate of surplus value in manufacturing was adjusted for
skills, using wage coefficients as a proxy for skill adjusted labour coefficients.
The adjusted rate was 2.082 compared to the original rate of 1.851. Hence the
difference between the price and value rates of surplus value was reduced from
about 43 per cent to 27 per cent. This is an issue to be considered further in a
subsequent paper.
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Total and productive compensation

The MCA input—output accounts include a table on employee compensation,
which is compatible with the value added sector of the input—output tables.
The employee compensation tables are aggregated and adjusted to correspond
to the alterations performed on the input-output tables.

The earnings and supplements of regular productive workers are obtained
from the employee compensation tables, based on the assumption that the
average earnings of regular and temporary and day productive workers ap-
proximate those of non-supervisory unproductive workers. It is assumed that
temporary and day workers do not receive benefits regularly. While some of the
larger companies might offer temporary and day workers certain wage supple-
ments, this is not the general case. With regard to self-employed workers, in all
industries except agriculture the wage equivalent is estimated to be equal to
the average combined wage of regular and temporary and day workers, plus
wage supplements. The earnings of self-employed farmers in the agricultural
sector are derived from the Employment Status Survey.

United States

Input—output tables

The US input—output tables are based on the benchmark tables published by
the Bureau of Economic Analysis (BEA). They have been adjusted for meth-
odological consistency by Juillard (1988) and Cooney (1989) and, addition-
ally, aggregated to 34 sectors.

Total and productive employment

Total employment measures are obtained from employment compatible with
output measures from the 1967, 1972 and 1977 input—output accounts. These
data are presented by Coughlin (1978), Crane (1982) and Yuskavage (1985),
respectively, and modified by Khanjian (1988) to reverse the force account
construction adjustment. Employment measures for 1958 and 1963 are taken
from Khanjian and altered to include the self-employed, using National In-
come and Product Accounts data.

Productive labour estimates for the United States utilise occupation-by-
industry matrices that are published as special reports of the 1960, 1970 and
1980 Population Censuses. Wolff and Howell (1987) adjust the tables for con-
sistency of occupational classification and compatibility with the BEA input—
output accounts. Occupation-by-industry matrices are interpolated for the years
of the input—output benchmark studies.

Total and productive compensation
Total compensation comes from the identical sources as total employment.
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have been trying to shore up their profits by cutting back on employee com-
pensation, but this tactic offers only a temporary respite from the pressures of
falling profits.

Even by the standards of neoclassical economics, the effects of these prac-
tices reflect a pure extraction on the part of capital rather than a social contribu-
tion on the part of industry. Bill Tabb accurately labels this stage of capitalist
development as ‘vampire capitalism’ ‘to convey a strategy of growth through
[regressive] redistribution’ (Tabb 1992:81).

In the earlier period, corporations sought relief from competitive pressures
through trusts, cartels and monopolies. Today, they seek intellectual property
protection. If we were to eliminate the effect of the growing impact of increased
so-called intellectual property rights and the loosening of social restraints on
corporate behaviour, I suspect that we would see a substantial decline in prof-
1ts.

17.4 HELP FROM ABROAD?

While globalisation has increased competition, it has also reduced competi-
tive pressures by opening up new markets. Most of these so-called emerging
markets presently offer markets for major capitalist enterprises while providing
cheap labour platforms, without creating a substantial competitive threat. In
addition, their comparatively weak political position (with the exception of
China) has allowed the government of the US to pressure them frequently to
adopt policies favourable to major US corporations. As a result, the emerging
markets, in contrast to some of the successful East Asian economies, have
helped to lift the rate of profit.

The limits of this source of relief are obvious. What raises profit rates is the
flow of new markets rather than the stock of existing markets. No new major
areas are presently available. For that reason, we see leading executives of
major US corporations salivating at the prospect of gaining access to the small
island of Cuba, despite the strong ideological objections of the government of
the US.

With the end of their opportunities for relief in sight, business will probably
turn to more cut-throat competition in the relatively near future, thereby creat-
ing chaotic conditions comparable to those which were typical of the late 19th
century.

During the earlier period, labour acted militantly. Today it has not yet come
up with a coherent strategy to confront global capital.

In the earlier period, labour was more mobile than capital. Although corpo-
rations used immigrant workers to undercut the existing labour force, after a
while the immigrants tended to identify with the causes of their predecessors,
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Once capitalism progresses to a point where individual labour becomes a
modest expense relative to the costs of capital, the traditional incentives of
capitalism become counterproductive. For example, imagine a worker who is
in charge of operating a multimillion dollar machine. Cutting wages from $10
to $9 per hour would represent a trivial saving. Even paying $100 per hour
would not place a great burden on the company.

A rational firm would be better advised to make sure that the worker appre-
ciates the responsibility of caring for the capital goods. Productivity and effi-
ciency depend on developing general scientific labour, as Marx noted above.
Of course, to make labour a full partner in the production process runs counter
to the class structure of capitalism.

Finally, Marx alluded to the importance of ‘social combination’ as opposed to
Hayek’s vision of decentralisation. The modern business press is finally begin-
ning to catch up with Marx’s ancient comments, when it praises the efficiencies
of the Japanese system of inter-firm organisation, in a belated recognition that
purely market mediated exchange relations have severe limitations (Lazonick
and West 1995). Economic theory has yet to advance even that far.

Marx’s remarks raise a more practical question. How could capitalists jus-
tify their role in society once recognition of the importance of the concepts of
social combination and universal labour become common? Marx was certain
that the capitalists of the future were bound to become just as superfluous as
the feudal lord of the past.

17.6 UNIVERSAL LABOUR

Marx’s passage cited above strikes another familiar chord, referring to ‘general
scientific labour’. Under modern conditions of production, workers’ produc-
tivity more and more depends on an increasing level of skill, but Marx was
pointing to an even more interesting phenomenon with his reference to general
scientific labour. There, he seemed to be alluding to something more than a
higher demand for, say, mathematical abilities on the job. I read him to be
suggesting that workers themselves would be making a genuine scientific con-
tribution to the techniques of production.

These contributions may be specific to the site or, after a while, it may enter
into the general practices of the entire industry, or it may even find applica-
tions in other industries. Neoclassical economists touch on this subject with
their theory of learning-by-doing, but they do not take this notion very far.

To the extent that workers actually engage in the development of new tech-
niques, their labour becomes what Marx called universal labour, the work of
discovery, which once accomplished eventually becomes public knowledge
(Marx 1963:353).
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The creation of public knowledge works against the grain of a capitalist
economy because those who hire producers of universal labour are usually
unable to appropriate more than a fraction of the value of that work. In Marx’s
words (1963:353):

The product of mental labour — science — always stands far below its value,
because the labour-time needed to reproduce it has no relation at all to the
labour-time required for its original production. For example, a schoolboy
can learn the binomial theorem in an hour.

To the extent that firms are able to appropriate the scientific achievements of
workers as their ‘intellectual capital’, economic development will be retarded.
As a result, the proprietary nature of the production process would be counter-
productive. A socialist system of social relations would be better suited to
harnessing such scientific labour.

More importantly, as Marx (1976a:508) saw, the labour embodied in the
products of universal labour is immediately devalued once they become pub-
lic knowledge: ‘Once discovered, the law of the deflection of a magnetic nee-
dle in the field of an electric current, or the law of the magnetisation of iron by
electricity, cost absolutely nothing’. As a result, even neoclassical economists
acknowledge that capitalist firms systematically under-invest in universal la-
bour.

Let us return to Marx’s (1981:198-99) thoughts on universal labour:

[T]t is only the experience of the combined worker that discovers and dem-
onstrates how inventions made can most simply be developed, how to over-
come the practical frictions that arise in putting the theory into practice
...We must distinguish here, incidentally, between universal labour and com-
munal labour. They ... merge into one another, but they are each different as
well. Universal labour is all scientific work, all discovery and invention.

17.7 UNIVERSAL LABOUR AND THE DISRUPTION OF
THE PRICE SYSTEM

Capital limits the potential of universal labour by promoting a mania for cut-
ting taxes and suggesting that education be privatised and treated like any
other commodity. Conversely, universal labour seriously threatens the rule of
capital by compromising the relevance of the pricing system. First of all, uni-
versal labour causes the cost of reproducing commodities to fall below what it
would otherwise be. As a result, it devalues existing products, especially in
new industries. As Marx (1981:199) noted:
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much greater costs ... are always involved in an enterprise based on new
inventions, compared with later establishments that rise up on its ruins ....
The extent of this is so great that the pioneering entrepreneurs generally go
bankrupt, and it is only their successors who flourish, thanks to the posses-
sion of cheaper buildings, machinery etc. Thus it is the most worthless and
wretched kind of money-capitalists that draw the greatest profit from all the
new developments of the universal labour of the human spirit and the social
application by combined labour.

For most goods with a short life-cycle, the effect of moderately falling costs of
reproduction does not make a great deal of difference; however, for long-lived
capital goods, a prolonged period of falling costs of reproduction make histori-
cal values irrelevant. Computers represent an obvious example. In this indus-
try, historical costs are a matter of amusement rather than a serious guide to
underlying values. When radical revaluations become commonplace, they can
destroy the coherence of the price system.

17.8 BUSINESS WEEK DISCOVERS MARX

Until recently, Marx’s thoughts on universal labour had a distinctly visionary
ring; however, the structure of capitalism has been changing rapidly enough
for reality to be catching up with Marx’s vision. Today, Marx’s insights, if not
his words, have a contemporary ring. We can find them echoing in the pages of
Business Week or the Harvard Business Review, which observed that the ratio
of direct labour costs to total costs in the US is about half as large as it was in the
middle of the 19th century (see Miller and Vollman 1985:143). According to a
Business Week report, automation has reduced labour costs to around 8 per cent
to 12 per cent of total production costs for the average plant. The share of direct
labour costs is even smaller in many industries. In electronics, the third largest
industry in the US, which is also the fastest growing US industry, labour costs
are only half as much as the average (Port 1988).

Certainly, the flight of capital-intensive industries to low-wage countries,
as well as outsourcing, have made the process proceed faster than it otherwise
would have. Even so, the long-run reduction in direct labour costs remains an
indisputable and perhaps inevitable fact.

Modern business practices are also beginning to catch up with Marx.
Beckman Instruments of Cedar Grove, California does not even bother to treat
labour as a separate cost category, including it instead as part of overhead. ‘It’s
such a small item on the expense sheet’, notes Thomas C. Sternad, central
operations controller (Port 1988).
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17.10 PRICING AND THE MARKET SYSTEM

Unlike the business press, conventional price theory still depicts strong com-
petitive pressures forcing prices to move toward marginal costs, while alto-
gether 1gnoring the implications of this alleged phenomenon. Where fixed
costs predominate, both competitive markets and the theory of competitive
markets become inappropriate, even by the standards of neoclassical econom-
ics. Specifically, if markets are competitive and the pressure of competition
forces prices to approach marginal costs, a crisis will erupt.

In general, when a typical modern manufacturing industry is running at full
capacity, the marginal costs for producing an extra unit of output are minimal,
little different from the case of duplicating computer software. If competition
were to work as economic theory proposes — to drive prices down to the cost of
production plus a small mark-up to allow for some profit on marginal costs —
competitive firms would have little left to cover their large fixed costs.

With prices approaching marginal costs, most manufacturing firms would
soon fall into bankruptcy, just as surely as software companies whose product
was freely duplicated. Only a huge mark-up on marginal costs can allow a firm
with high fixed costs to cover the latter. In short, strict adherence to the pricing
behaviour that conventional economic theory predicts would eventually lead
to the bankruptcy of competitive, capital-intensive firms and would devastate
the economy. In effect, then, the evolution of modern production methods, by
shrinking the relative importance of direct labour costs, undermines the logic
of the price system, making the economic theory of the price system irrelevant
in a rational economy.

Marx, as well as more modern economists such as John Bates Clark and
Alfred Marshall, was keenly aware of this pervasive contradiction within capi-
talist economies. Unlike Marx, who took pleasure in trumpeting contradic-
tions, more respectable economists followed a duplicitous practice. In writing
their textbooks, they buried their misgivings about competitive forces. In-
stead, they defended the status quo by supposedly proving the optimality of
the price system.

In contrast, when writing about policy matters, even the most prominent of
conventional economists promoted legal and political changes to permit firms
to take measures to blunt the force of competition. Many, such as Clark, strenu-
ously argued for trusts, cartels and monopolies as appropriate measures to
prevent prices from approaching marginal costs.

No wonder John Maynard Keynes (1939:49) once remarked:

Indeed, it is rare for anyone but an economist [He might have added the
qualification, in a principles text] to suppose that price is predominantly
governed by marginal costs. Most business men are surprised by the sugges-
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tion that it is a close calculation of short-period marginal costs or marginal
revenue which dominates their price policies. They maintain that such a
policy would rapidly land in bankruptcy anyone who practised it.

Today, Keynes’ words are true more than ever.
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IDENTIFY THE CONCEPTUAL BASIS OF ‘FACTS’

Economic data are not undisputed facts of nature but the result of a theoretical
interpretation which should be explicit. ‘The real output of the UK economy in
1994 was £570,722m’ is a false claim. *‘Output as measured by the UK NIPAs,
deflated using the HMSO GDP deflator, was £570,722m’ specifies the concep-
tual framework that produced the claim, and lets the reader trace the assertion
back to its source.

DISTINGUISH ORIGINAL TEXTS FROM SUBSEQUENT
INTERPRETATIONS

You must distinguish clearly between an original text and subsequent interpre-
tation. John Maynard Keynes did not say that equilibrium in the goods and
money markets is given by the intersection of the IS and LM curves. This is
Hicks’ interpretation of Keynes. Karl Marx did not say that value is a verti-
cally-integrated labour coefficient: this is the interpretation of Marx proposed
by Linear Production Theory.

ARGUE FROM EVIDENCE

Both statements about the world and interpretations of texts must be supported
by empirical evidence, from the world or from the text, respectively. Appeals
either to authority or to popular wisdom do not constitute evidence. Avoid ad
hominem reasoning: don’t try to substantiate or refute an argument by refer-
ence to any characteristic of the person presenting it.

DISTINGUISH BETWEEN INTERNAL INCONSISTENCY,
INTERPRETIVE DIFFICULTIES, AND DISAGREEMENT

If you justify your approach by asserting that opposing views are inconsistent,
you are declaring they cannot possibly be right and you hence exclude them
from discussion. If you have only demonstrated the inconsistency of your own
reading of these views, then your proof is false because you have not exhausted
the alternatives; but you have closed down the dialogue. If you want to say a
view is inconsistent, provide evidence that it cannot be interpreted otherwise.
Unless you can do this, instead say that you have difficulty making sense of the
argument, or that you disagree with it, as the case may be.
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