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278 MONOPOLY AND THE LAWS OF MOTION OF CAPITALISM

4, MonoroLy anNp THE Rising Costs or DiIsTRIBUTION

In order to analyse the relation between monopoly and the
costs of distribution it is first necessary to indicate the main out-
lines of Marx’s theory of commercial capital and commercial
profit.®

Commerce is to be understood in a narrow sense to include
only buying and selling activities and to exclude transportation,
storage, and delivery. The latter, in Marx’s theory, are aspects
of production proper and consequently do not require separate
theoretical treatment. In practice the merchant performs a part
of these productive functions so that the isolation of his com-
mercial functions is never easy. Nevertheless in principle the dis-
tinction is clear and must be made for theoretical purposes.

From the point of view of society as a whole commerce is
unproductive; it adds nothing to the total of values produced but
rather is concerned with the transformation of already existing
values from the money form to the commodity form or wice
versa. This principle is perfectly plain to the individual indus-
trial capitalist who knows very well that an increase in the costs
of buying and selling, other things remaining equal, does not
raise the value of his products but instead reduces his profit. But
when the commercial function is separated from the industrial
function and is carried on by an independent group of mer-
chants, it appears that the value of the products is enhanced by
the amount of the merchants’ profits plus any expenses incidental
to carrying out the commercial operations. This, however, is an
illusion which disappears upon analysis. The mere separation of
commerce from production is powerless to change the character
of either.

Assume for a moment that the merchant has no expenses.
Nevertheless for the purpose of buying commodities and selling
them again he requires a certain amount of capital, and this capi-
tal, since he is free at any time to transfer it to other lines of
activity, must draw the going rate of profit. How is this possible
if no surplus value originates in the sphere of commercial opera-
tions? Marx solved the problem by showing that commercial
capital appropriates a part of the surplus value produced in the
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industrial sphere. The merchant buys commodities from the in-
dustrialist at less than their value by the amount of his profit
margin and sells them at their value. He is enabled to do this
because under capitalism commerce cannot be dispensed with;
in an unplanned economy the bringing together of buyers and
sellers is an absolutely necessary function. Consequently capital
must be invested in this field. But capital will not be invested
in commerce unless it earns the average rate of profit. Competi-
tion (‘supply and demand’) consequently forces down the indus-
trialist’s price to the point where commercial capital can come
into the field at the ruling rate of profit. The net result is that
an unchanged quantity of surplus value is spread over a larger
amount of capital; the average rate of profit is reduced. As Marx
expressed it, “The larger the merchant’s capital in proportion to
the industrial capital, the smaller is the rate of industrial profit
and vice wversa.’ ®

In practice, the merchant does have expenses to meet both
for labor power (clerks, typists, bookkeepers, et cetera) and for
office space, fixtures, and auxiliary materials. Marx’s treatment
of these expenses is not altogether unambiguous; the relevant
passages have the earmarks of a rough first draft in which he
was working his way through the problem without a clear pic-
ture at the outset of the conclusions which would emerge.
Nevertheless we can attempt fo indicate the solution which
seems most in keeping with the general logic of his theory.

From the point of view of the merchant, expenses have the
character of capital quite as much as do his outlays on commodi-
ties for resale. Hence the margin between the purchase and sale
prices of the commodities in which he deals must be sufficiently
large not only to provide for commercial profit in the sense
already explained, but also to reimburse him for the outlays in-
volved in meeting his expenses plus 2 normal profit on these out-
lays. No part of the margin berween purchase price and sale
price is value produced in the commercial sphere; this principle
is in no way altered by the introduction of the merchant’s ex-
penses. Consequently it must be in its entirety a deduction from
the surplus value which would otherwise accrue to the industrial
capitalists.

Since the employees in the commercial sphere are paid out of
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surplus value and do not themselves create any value, it follows
that they must be classified as unproductive laborers and their
consumption as unproductive consumption. This analysis thus
provides the justification for the procedure adopted in Chapter
xi, of including commercial workers along with servants, land-
lords, and the like in the category of unproductive consumers.®

Commerce has a threefold effect on accumulation. (1) Since
the expenses of commerce constitute a deduction from surplus
value there is less surplus value available for accumulation. Part
of the expenses are wages which are spent by their recipients
on consumption goods; to this extent social consumption is in-
creased. Part of the expenses are outlays on buildings, equip-
ment, and materials which do not raise social consumption either
directly or indirectly. Nevertheless the effect on the reproduc-
tion process is the same as though consumption were increased;
values are used up and disappear from the reproduction scheme.
The first cffect of commerce is therefore to reduce surplus value
and hence accumulation and to increase correspondingly the rate
of consumption. (2) Since the commercial capitalists share in the
remaining surplus value along with the industrial capitalists, it
follows that the number of segments into which the total is
divided is larger and the average size smaller. It has already
been noted that this reduces the rate of accumulation. (3) The
expansion of the reproduction process requires a growth in com-
mercial capital which therefore offers an investment outlet. In
summary: commerce increases consumption, reduces accumula-
tion, and provides an investment outlet. It therefore counteracts
the tendency to underconsumption.t

We are now ready to analyse the effect of monopoly on the
commercial sphere of the capitalist economy.

The most evident consequence of centralization and the
growth of monopoly is a decline in the relative importance of
the independent merchant. This arises from two causes: on the

*Sce above, p. 231.

TIn an carlier stage of capitalist development, when the counteracting
force of population growth and new industries was very strong and there
often scemed to be a shorrage rather than a plethora of capital secking
investment, commerce would be thought of as a drag on the expansion

of capitalist production. Conditions have so changed, however, that this
attitude is no longer justified.
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one hand vertical combinations eliminate transactions between
independent capitals which otherwise would have been unavoid-
able; on the other hand, the large firms do more and more of
cheir own buying and selling since their business is extensive
enough to permit them to maintain specialized departments for
the purpose which are at least as efficient as the independent
merchant. Hilferding stressed this aspect of monopoly: ‘Monop-
olistic combination . . . effects an elimination of independent
trade. It makes a part of the trading operations entirely super-
fluous and reduces the expense of the rest.” ? Unfortunately, since
he stopped here he concluded that the costs of buying and selling
were on the decline and hence gave a completely incorrect im-
pression of the true state of affairs. Actually there is another and
much more important connection between monopoly and the
costs of circulating commodities.

Under competition high profits lead to an expansion of pro-
duction. The extra profits of monopoly, however, do not have
this consequence; in fact they are conditioned on the restriction
of output. Nevertheless they are not without their effect on the
behavior of the monopolists, each one of whom now concen-
trates his attention on trying to increase his share of the available
business and hence of the extra profit. It is very important that
this be done without resort to the method of price cutting which
nearly always leads to retaliation, expansion of total output and
reduction or even abolition of extra profit. The alternative to
price cutting is to attract’buyers away from rival sources of
supply by more effective selling methods. Two cases have to
be distinguished, though they present closely interconnected
aspects of the same general phenomenon. First, there are the
efforts of firms in the same industry to take business away from
each other. In this connection it must be remembered that cen-
tralization rarely proceeds to the point of bringing an entire
industry under the control of a single firm. And second, there
are the efforts of all the producers in one industry to persuade
consumers to spend more money on their products at the ex-
pense of the products of other industries. As between these two
cases selling techniques vary somewhat, but basically they fol-
low a similar pattern and do not require separate analysis.

In the efforts of monopolists to enlarge their sales without
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jeopardizing the existence of cxtra profits we find the funda-
mental explanation of the enormous development of the arts
of salesmanship and advertising which is such a striking charac-
teristic of monopoly capitalism. This development takes on many
forms including the attempt to attract customers through allur-
ing packaging and labeling, the maintenance of staffs of salesmen
and publicists, and. perhaps most important of all the continuous
emission of enormous quantities of advertising through news-
papers, magazines, and radio. But direct methods of salesmanship
and advertising are only a part of the picture. Indirectly the
effect is a multiplication of the channels of distribution and a
vast amount of duplication in the fields of transporting, storing,
and delivering commodities. These activities are, as we know,
a part of the process of production proper. But now they be-
come expanded far beyond the limits of what would be socially
necessary under competitive conditions.* Under monopoly only
a part of distributive activities can be considered as productive
of value; the rest are essentially similar to selling in the strict
sense and share with the latter the attribute of using up value
without producing any.

Recent studies of distribution costs give some indication of the
extent to which monopoly has resulted in an expansion of the
machinery of selling and distribution. For example, on the basis
of its report Does Distribution Cost Too Much? (1939), the
Twentieth Century Fund makes the following statements:

Distribution—not production—is now the great frontier of the
American business system. Distribution takes 59 cents of the con-

sumer’s dollar as compared with only 41 cents for production

processes. Workers in distribution increased nine times between
1870 and 1930, while the population increased only three times.®
’ pPop y

Too much significance should not be attached to the precise
figures quoted. Quite apart from criticisms which have been di-
rected at the statistical methods employed, they do not provide
a measure of the growth of unproductive activities in selling and
distribution. Some increase in the relative importance of trans-

* A good example is provided by the effects of the widespread practice
of resale price maintenance, which allows large margins to distributors

and hence encourages the entrance of a greater number than would other-
wise be necessary.
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port, storage, and delivery is certainly to be expected as produc-
tion becomes more diversified and geographically specialized.
How much of the increase is thus socially necessary could be
established only after a long investigation and even then only
within fairly wide limits. In spite of all qualifications, however,
both the direction and importance of the general trend is clear.

The theoretical principles which emerge from the Marxian
analysis of commercial capital and commercial profit are fully
applicable to the growth of selling and unproductive distribu-
tion costs under the influence of monopoly. Surplus value which
would otherwise be available for accumulation is instead diverted
into supporting a swollen selling and distributing mechanism.
The extra profits of monopoly are reduced in this fashion, often
to the point where they appear to be no greater than average
competitive profits so that the very existence of monopoly is
obscured from view. Many new segments of surplus value are
created, for example in the form of profits of advertising firms
or of duplicate and socially unnecessary retail stores. Consump-
tion is raised by the amount paid as wages to additional unpro-
ductive workers, and the same effect, so far as the reproduction
process is concerned, is brought about by the outlays on ma-
terials and equipment necessary for carrying on selling and
much of distribution activities. The net effect of all this is a
slowing down in the rate of expansion of capital and the emer-
gence of a powerful counteracting force to the tendency to
underconsumption.

There is another aspect of the growth of the distributive sys-
tem in the period of monopoly capitalism which deserves brief
consideration. The entire trend is predicated upon a substantial
and continuing rise in the productiveness of labor. Only if this
condition is satisfied is it possible for the proportion of the labor
force engaged in unproductive pursuits to increase without seri-
ous adverse consequences for the general standard of living. Con-
versely, given a steady increase in the productiveness of labor
the stage is set for an expansion of surplus value and the social
classes which are maintained out of surplus value. In his discus-
sion of the views of Barton and Ricardo on machinery, Marx
was at great pains to bring out this aspect of rising labor pro-
ductivity.
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The mass of articles entering into gross income * can Increase
without a concomitant increase in the part of this mass going
to variable capital. The latter can even become smaller. In this
case more is consumed as revenue by the capitalists, landlords,
their hangers-on, the unpmductive classes, the stace, the inter-
mediate classes (employces in trade) ete.’

To this we need only add that the expansion of the sphere of
distribution under the influence of monopoly constitutes a spe-
cific form of a development which Marx treats here only in the
most general terms.

The rise in labor productivity and the disproportionate
growth in the distributive sphere to which it leads under mo-
nopoly capitalism constitute a development with far-reaching
social and political implications. The so-called ‘new middle class’
of industrial bureaucrarts, professionnls, teachers, state employees,
and the like, which incvitably grows up in the wake of central-
ization and rising living standards, is augmented by the army of
salesmen, advertising agents, puﬁlicists, and salaried employees
who form such a largc proportion of those engaged in distribu-
tive activities. These elements of the population are relatively
well paid and hence enjoy a standard of living which, from a
subjective standpoint, ties them more or less closely to the ruling
class of capitalists and landlords. Moreover since under capitalism
a large proportion of them derive their incomes directly or in-
directly from surplus value, so that a diminution of surplus value
would necessarily react upon them unfavorably, there also exists
an objective bond linking their fortunes with those of the ruling
class. For both of these reasons the new middle class tends to
provide social and political support for the capitalists rather than
for the workers; its members constitute, so to speak, a mass army
which readily accepts the leadership of capitalist generals. Con-
trary to widespread opinion, Marx was fully aware of this role
of the new middle class. In his critique of Ricardo’s theory of
machinery Marx put the matter as follows:

*‘Gross income’ is here used in its Ricardian meaning, not in the sense
assigned to it by modern theorists. Translated into Marxian concepts,

Ricardian gross mcome cquals the sum of variable capital plus surplus
value,
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What he [Ricardo] forgets to bring out is the steady growth of
the middle classes standing between the laborers on the one side
and the capitalists and landlords on the other, for the most part
supported directly from revenue, which weigh as a burden on
the laboring base and enhance the security and power of the
upper ten thousand.*

If this was a highly important trend already in Marx’s time, how
much more so has it become in the period of monopoly capi-
talism! Subsequently we shall see how it constitutes one of the

component forces which decide the actual course of capitalist
development.

5. ConcLusioN

Let us now attempt a brief schematic summary of the most

important general effects of monopoly on the functioning of the
capitalist system.

1. Prices of monopolized commodities are raised.

2. The equal profit rates of competitive capitalism are turned
into a hierarchy of profit rates, highest in the most completely
monopolized industries, lowest in the most competitive.

3. Small segments of surplus value are reduced, large segments
increased. This raises the rate of accumulation and hence accen-
tuates both the falling tendency of the average rate of profit
and the tendency to underconsumption.

4. Investment in monopolized industries is choked off; capital
crowds into the more competitive areas. The rate of profit which
is relevant to investment decisions is therefore lowered. This is
a factor in causing depressions independent of both the general
falling tendency of the rate of profit and the tendency to
underconsumption.

5. The labor-saving bias of capitalist technology is enhanced,
and the introduction of new techniques is so arranged as to
minimize the need for new capital.

6. The costs of selling are raised and the distributive system
is expanded beyond what is socially necessary. This in turn has
the following consequences:

a. Monopoly extra profits are reduced, in many cases to no
more than the competitive level.
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b. New segments of surplus value are created, and a large
number of unproductive consumers are brought into exist-
ence. Therefore the rate of accuamulation is reduced and the
rate of consumption increased. This acts as an offsetting
force to the tendency to underconsumption.

c. The new middle class which provides social and political
support for the capitalist class is enlarged.

It will be noted that the effects listed under (6) in a measure
counteract numbers (3), (4), and (5). This, however, is not a
case of simple cancellation of opposed forces. The contradictions
of the accumulation process, which are accentuated by (3), (4),
and (5), are basically symptomatic of the difficulty of containing
rapidly expanding productive forces within the framework of
capitalist property relations. The growth of the distributive sys-
tem under monopoly eases the difficulty and softens the contra-
dictions, but it does so not by making it possible for capitalism
to harness the expanding productive forces, but rather by divert-
ing their use into socially unnecessary and hence wasteful chan-
nels. There is an important difference here which should not be
overlooked. When it is appreciated, the ‘favorable’ effects of
monopoly appear in anything but a favorable light.

XVI
WORLD ECONOMY

1. GENERAL CONSIDERATIONS

THERE never has been and never will be a closed capitalist sys-
tem such as we have been assuming in the greater part of the
foregoing analysis. This does not mean that we are not justified
in making the assumption of a closed system, nor does it mean
that the laws and tendencies of capitalism which have been dis-
covered on the basis of this assumption are non-existent: What
it does mean is that we have been abstracting from certain
aspects of reality in order the more clearly to identify and ana-
lyse others. In dropping the assumption of a closed system we
do not give up what we have already learned; rather we make
it possible to extend and deepen our knowledge along paths
which we have so far deliberately refrained from following.

The real world is one in which a number of nations co-exist
and have relations with one another. Some of these nations are
well-developed - capitalist societies; some are rapidly becoming
capitalist; some have hardly as yet been touched by capitalism;
one is a socialist society. Their mutual relations are not arbitrary
or accidental; no nation could continue to exist in anything like
its present form and for an extended period of time in isolation
from the others. Just as the individuals in society are economi-
cally necessary to each other and hence form an integrated econ-
omy, so the nations of the world are economically necessary to
each other and hence form an integrated world economy. Let
us examine the. character of these international economic rela-
tions.

The basic economic relations of world economy are the ex-
change relations of commodity production. Historically, com-
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modities originated in the sphere of inter-communal trade,* and
the relations among the members of a community have never
been so completely dominated by exchange as have the relations
among the communities themselves. In a single country, even
one in which commodity production is hlg hly devclopcd there
is al ways a wide range of non-exchange économic ulatxonshlps
this is the case, for example, with the relations existing among
managers and workers within a factory or corporation. In the
international sphere, however, non-exchange relations, generally
speaking, play a less prominent role. This fact determines our
approach to the problems of world economy.

Exchange in general arises from a particular form of the social
division of labor. In the same way international exchange corre-
sponds to a particular form of the international division of labor.
The bases of international division of labor at any given time
are in part naturally, in part historically, conditioned. For exam-
ple, one country exports commodities for the production of
which it possesses advantages of climate and natural resources;
another, industrially more advanced, exports commodities which
require a high level of tecl ique and a skilled labor force, and
so on. There are certain near-constants in the pattern of inter-
national division of labor, but there are also highly important

elements which are continually changing because of the different

stages and rates of dcvclopmcnt of the countries involved. This
must never be lost from mind. World economy, being a com-
modity-producing economy, is not regulated according to a plan
which calls for the synchronized growth of its various compo-
nent parts; rather the parts develop by fits and starts and at un-
even rates. Any balance which may result is an accidental re-
sultant of their mutual interaction which possesses a purely
temporary character.

To the extent that capitalism develops in various parts of the

world economy, international economic relations are no longer
confined to simple commodity exchanges; these are supple-
mented by capital movements, i.c. the export by some countries
and the import by others of commodities which have the specific

* As Marx expressed ir, ‘the development of products into commodities

arises through the exchange between (1ﬂ‘cru1t communities, not through
that between members of the same commune,” Capital 1, p. 209.
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characteristics and functions of capital. For C\'ﬂmplc capitalists
in country A send means of pl'()dULthn to capitalists in country
B with which the latter can employ labor power for the purpose
of producing surplus value. The surpius value, however, does
not belong to the capiralists of B, or at least not all of it does;
it must be regularly sent back to the capitalists in A.* Through
transactions of this sort the spread of capirtalism is greatly ac-
celerated and the economic relations between countries are com-
plicated. No longer need the exports of a country balance its
imports; movements of capital in one direction and of surplus
value in the other must also be taken into account.

To what extent do the laws governing value, the rate of sur-
plus value, and the rate of profit apply to world economy? Let
us first consider the case of trade alone, leaving capital export
for subsequent treatment. Given competition and mobility of
resources within the individual countries, commodities will sell
domestically at their values or prices of production—in what
follows this qualification will not be repeated—and both rates of
surplus value and rates of profit will be equalized as between
different lines of industry. As between different countries, how-
ever, no such equilibration can be effected by the processes of
trade alone. The commodities exchanged between two countries
on equal terms need not contain equal quantities of labor; indeed
it would be purely accidental if they did. Exactly the same
would be true of the products of two industries within a coun-
try if transfer of labor from one to the other were impossible.
In other words, the law of value holds only among commodities
which are the products of one and the same homogencous and
mobile labor force; in the case of commodities produced
different countries this condition is generally not satisfied. Simi-
larly, when we speak of the tendency of rates of surplus value
to an cquality under capitalist production, we imply free mo-
bility of labort which, again, is lacking in international cco-
nomic relations. Hence the rate of surplus value (or, alterna-

"C'lpml export is correctly defined by Hilferding as L\POI‘C of value
which is destined to breed surplm valué abroad. It is essential that the
surplus value remain at the disposal of the domestic capital.’ Das Finanz-

kapiral, p. 395.
T See above, p. 65.
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tively, the rate of exploitation) need not be the same in different
countries. Finally, equalization of profit rates presupposes mo-
bility of capital and this we have provisionally ruled out by
assumption. It does not follow, because the laws in question are
valid inside each of the trading countries and not between the
countries, that no effect is produced by international trade.
Trade must in any case increase the mass of use values at the
disposal of all the countries concerned, and it may influence the
height of both the rate of surplus value and the rate of profit
in one or more of them. For example, if country A can get wage
goods more cheaply (in terms of its own labor time) by ex-
change with other countries than it could by producing them at
home, then the same real wage will be manifested in a higher
rate of surplus value, and hence also a higher rate of profit, with
trade than without trade. This was the main burden of Ricardo’s
defense of free trade and explains in good part why the English
capitalists, in the particular circumstances of the mid-nineteenth
century, were so strongly opposed to the Corn Laws. Further, if
trade results in a ‘cheapening of the elements of constant capi-
tal,’ to use Marx’s phrase, the rate of profit is raised.*

It should be particularly noted that trade between two coun-
tries can affect the distribution of rhe value produced within
either one or both of them—for example by altering the rate of
surplus value in the manner already explained—but that it can-
not transfer value from one to the other. A more advanced
country, for example, cannot extract value from a less advanced
country by trade alone; it can do so only through the owner-
ship of capital in the latter. Several Marxian writers have argued
to the contrary, that trade does constitute a method whereby
value is transferred from backward lands to more highly indus-
trialized countries. Thus Otto Bauer, in discussing a trade rela-
tion of this sort, has the following to say:

The capital of the more highly developed country has the
higher organic composition of capital . . . Now Marx has made
it possible for us to understand that—thanks to the tendency to
an equalization of profit rates—the workers of each country do

* It will be recalled that this is one of the ‘counteracting causes’ to the
falling tendency of the rate of profit discussed by Marx.
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not produce value only for zheir own capitalists; rather the sur-
plus value produced by the workers of both countries is divided
berween the capitalists of both countries, not according to the
quantity of labor performed in each of the two but according
to the quantity of capital active in each of the two countries.
Since, howcver, in the more highly developed country 7more
capital goes with the same quantity of labor, therefore the more
highly developed country attracts to itself a larger share of sur-
plus value than corresponds to the quantity of labor performed
in it. It is as though the surplus value produced in both countries
were first heaped up in a single pile and then divided among the
capitalists according to the size of their capitals. The capitalists
of the more developed country thus exploit not only their own
workers, but continually appropriate also a portion of the sur-
plus value produced in the less developed country.®

The trouble with Bauer’s argument is that it assumes what it is
intended to prove. It takes for granted that the equalization of
profit rates as between countries can be brought about through
trade alone, and then ‘deduces that this must imply a transfer of
surplus value from the country with relatively less capital to
the country with relatively more capital. The conclusion indeed
follows from the premise, but the premise is incorrect. It is no
more true that trade equalizes profit rates between two coun-
tries than it is that trade equalizes profit rates between two mo-
nopolized industries within a single country. Bauer applies
Marx’s theory of the equalization of profit rates, which is based
on competition and mobility of capital, to trade between coun-
tries without noticing that the conditions necessary for its valid-
ity are absent.

The situation changes, of course, as soon as we drop the as-
sumption excluding capital exports. Clearly the capitalists in low-
profit countries—generally speaking the countries in which ac-
cumulation has already gone farthest—will export capital to the

* Die Nationalititenfrage und die Sozialdemokratie, pp. 246-7. The same
position is taken by Grossmann, Das Akkunmlations- und Zusammen-
bruchsgesetz des kapitalistischen Systems, pp. 431ff. Grossmann’s attempt
to show that this was also Marx’s view is unconvincing. For a discussion of
Marx’s stand, relative to the conflicting arguments put forward by Smith
and Ricardo on this question, see Dobb, Political Economy and Capitalism,
pp. 229-30. Dobb himself reaches conclusions substantially similar to those
set forth in the text above.

20
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higher—proﬁt countries. The rates of profit will now tend to\f'nrds
a single level, allowing as always for necessary risk premiums.
Moreover the capitalists in the low-profit countries will benefit
doubly. As Dobb explains the matter in reference to investment
in colonial areas:

Not only does it [investment in colonial areas] mean that the
capital exported . . . is invested at a higher rate of profit than
if it had been invested, instead, at home; but it also creates a
tendency for the rate of profit at home . . . to be greater than
it otherwise would have been. The latter occurs because the
plethora of capital seeking investment in the metropolis is re-
duced by reason of the profitable colonial outlet, the pressure
on the labor market is relieved and the capitalist is able to pur-
chase labor-power at home at a lower price . . . Capital thereby
gains doubly: by the higher rate of profit it reaps abroad and by
the higher ‘rate of surplus value’ it can maintain at home . . .}

It should be noted that international equality of profit rates doces
not imply international equality of rates of surplus valuc. So
long as free mobility of labor across national borders is re-
stricted, for whatever reason, the workers of some countries will
continue to be more cxploited than others even if the rate of
profit obtainable by capital should be everywhere the same. !

The general effect of capital export is to retard the ripening
of the contradictions of the accumulation process in the capital-
exporting countries and to hasten their appearance in the capital-
importing countries. In short there is a tendency for the rate of
development of capitalism in the various parts of world cconomy
to be evened out by capital movements.

The foregoing analysis pictures a world economy in which
freedom of trade and frecdom of capital movements are the rule.
If this were a realistic assumption we should be justified in con-
cluding that the results of our closcd-system analysis require but
slight modification to take account of the fact that the world 1s
divided into politically separated regions. Actually, the assump-
tion is far from realistic. The rclations between countries have,
since the beginning of the capiralist epoch, constituted to a pecu-
liar degree the domain of economic policy, that is to say of
state action directed to the achicvement of definite economic
goals. Since, for historical reasons which cannot be examined
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here, there have always been not one but numerous capitalist
states operating in the international sphere, we have to take ac-
count not so much of the effects of a particular, even if chang-
ing, economic policy as of a clash of divergent and often con-
flicting economic policies. This circumstance has a profound
influence on the course of international economic relations; even
more important, perhaps, it reacts upon and modifies the internal
structure of the countries concerned. When we speak of world
economy, therefore, we do not mean merely the extension of
the relations of commodity production (increasingly capitalist)
to the widest conceivable area; we imply also qualitative changes
in the component parts of world economy.

Before proceeding to an examination of the nature and conse-
quences of international economic policies it is desirable to note
some of the basic determinants of state action in this field. It
has already been pointed out in Chapter xur that the state is
brought into action to solve economic problems as thc_v arise
in the course of capitalist development and that, since the capi-
talist class controls the state apparatus, the pressure to this end
is increased in proportion to the importance of the capitalist
interests involved. In the international sphere new problems are
continually emerging, partly, because it is the nature of capi-
talism to change, but even more becausc the different parts of
world economy change at varying tempos so that their posi-
tions relative to one another are all the more unstable. More-
over, cach country has to adapt itself to the changing policies
adopted by the others. Those whose interests are involved in
international trade and capital movements comprise as a rule
large and influential sections of the capitalist class often with the
addition of other important groups, like large landed-proprietors
and independent peasants or farmers who rely on the sale of
commoditics without being themselves capitalists. The latter
groups commonly have some share in state power. The working
class has little direct interest in international matters, since the
commodity which it has to scll, namely labor power, by its
nature must be sold locally and cannot be dealt in across national
boundaries. Consequently the working class exerts little pressure
on the formation of international economic policy, which is left
in the hands of those immediately concerned who are members
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of the ruling class and have access to the state power. Under the
circumstances opposition to the use of state power is at a mini-
mum, and the actual content of economic policy depends upon
the outcome of a conflict of interests among different sections
of the ruling class. Finally, it is very important to note that in
internationai relations any policy which is adopted is at least in
part directed against outsiders and that on this ground it may
easily be possible, by appeal to sentiments of nationalism, patriot-
ism, and hostility to the foreigner, to secure the acquiescence
and even support of subsmntially the whole community. It is
much more difficult to portray state intervention in the internal
life of a nation in this light, and this is unquestionably one of
the decisive reasons why the state has always tended to be much
more active in the international sphere.

2. Economic Poricy 1N THE Periop oFr COMPETITION

In the period of competitive capitalism—roughly the first seven
decades of the nineteenth century—the economic policy of capi-
talist countries with respect to foreign trade conformed more or
less closely to one of two basic patterns. The first, which was
practiced only in England, was the policy of free trade; the
second, which held sway throughout the rest of the capitalist
world, was the policy of limited protection for industrial pro-
duction. For our purposes the policy of limited protection may
be illustrated by the case of the United States. Let us examine
the two in turn.

England emerged from the eighteenth century with her indus-
try far in advance of that of any other country. The textile,
mining, and metallurgical industries, which were the spearheads
of the industrial revolution, were almost from the outset de-
pendent for their prosperity upon the export market and had
nothing to fear from foreign competition. On the other hand
the still politically dominant landed interests were well protected
by a system of tariffs and export bounties: tariffs to check the
import of foreign grain when the English harvest was poor
and prices high, bounties to reduce the domestic supply and
keep the price up when the harvest was good. With the growtt
of population and its concentration in industrial centers, it be-
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came necessary regularly to import agricultural products, and it
soon became clear that the whole system of agricultural protec-
tion stood in sharp contradiction to the interests of industrial
capital. There began the famous struggle for the repeal of the
Corn Laws which ended in 1846 with the victory of free trade
and the stripping of much of its remaining political power from
the landlord class. Hilferding described the underlying issues in
this struggle with admirable clarity:

The manufacturers had nothing to fear from the import of
foreign industrial products since their establishments were tech-
nically and economically far superior. On the other hand, how-
ever, the price of grain constituted the most important element
in the ‘price of labor,” and this factor was all the more important
in determining industrial costs because the organic composition
of capital was still low and the share of living labor in the value
of the total product correspondingly high. The openly avowed
motive of the English tariff campaign was the cheapening on the
one side of raw materials, on the other side of the price of
labor power.2

Ricardo, with his usual frankness, justified free trade largely in
these terms, though for the most part its adherents rested their
case on the advantages, in terms of multiplied use values, which
would allegedly accrue to the great majority of the peoples in
all the trading countries. It is noteworthy thar the working class
took little direct part in the struggle, though it utilized the split
between industrialists and landlords to further its own campaign
for factory legislation.

While the victory of free trade was being won in England a
similar struggle, though with the roles reversed, was going on in
the United States. Here industry was in its infancy and unable
to compete successfully, except on a very restricted basis, with
English products. On the other hand agriculture, and particu-
larly cotton, the mainstay of the southern slave economy, was to
an increasing degree dependent upon the export market. More-
over the agricultural classes were interested in buying industrial
products as cheaply as possible. As a result incipient American
industrialism, particularly in the northeastern states, clamored
for protective tariffs, while agriculture, led by the old south, up-
held the system of free trade. For a considerable period the issue
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was partially resolved through a series of compromises. Tariffs
were imposed, but they were notably more effective in filling
the public treasury than in fostering the growth of industry;
on the whole the system remained more one of free trade than
of protection, but it was genuinely satisfactory to no one. Under
the circumstances the tariff question became one of the central
points of conflict berween the north and the south leading to
the Civil War. With the victory of the north the backbone of
the free-trade interest was broken, and the United Srates entered
upon a course of greatly increased protection for its rapidly
expanding industrics.

We see that the achievement of po litical dominance by indus-
trial c'1pxt'11 led in England to a policy of free trade and in the
United States to a policy of protection at a time when the indus-
trial structure of both countries was largely competitive. It is
therefore incorrect to speak of ‘the’ economic policy of com-
petitive capitalism in the international sphere. There are two
basic policies (of course with minor variants), and which one is
adopted depends upon the stage of devel opmem in which a
country finds itself and its position wis-d-vis the other countries
with which it maintains relations. There is one further point
which needs to be stressed in this connection. The undcxl»mg
theories advanced by the spokesmen of industrial capital in the
two countries were fundamentally identical. Such adherents of
protection in this country as Henry Carcy did not disagree with
the English free tmdcrs as to the ultimate superiority of free
trade. They held, however, that an industrially backward coun-
try like the United States ought to use protection as a transi-
tional device to catch up with England (the so-called infant-
industries argument). When caplml equipment and skills had
been built up to equality with the more advanced country, the
tariffs should be abandoned in favor of free trade and each
country should be allowed to enjoy the full benefits of the mter-
national division of labor. Hence we may say that free trade is
the ideology of competitive capitalism even though it is actually
put into practice only under special conditions.

A sccond aspect of economic policy in the period of competi-
tion concerns the relations between the economically advanced
countries and the backward arcas of the world with economic
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systems still very largely pre-capitalist. In this connection the
main characteristics of the Mercantilist period, from the six-
teenth century well into the cighteenth century, must be re-
called. The major trading nations (Spain, Holland, France, and
England) had built up colonial empires of world-wide scope, a
process involving frequent armed conflict between two or more
of the participants. The underlying purposes of the colonial sys-
tem were three in number: to sccure the safety and property of
the merchants engaged in the colonial trade (primarily monopo-
listic trading companies), to exclude the competition of foreign
merchants, and to regulate the terms of trade berween mother
country and colony in such a way as to ensure that the lion’s
share of the benefit would accrue to the former. Mercantilism
was thus characterized by the pursuit of an active and aggressive
colonial policy.

The nineteenth century witnessed a sharp change. Spain and
Holland had already been reduced to the rank of second-rate
powers no longer able to exercise a decisive influence on the
development of world economy. France, after her defeat in the
Napoleonic wars, turned to the intensive development of her
internal economy on an industrial basis. Lng and, alone among
the great colonial powers, was apparently in a position to extend
the scope of her imperial interests and intensify the exploitation
of the backward areas of the world almost at will. But nothing
of the sort happened; on the contrary, the rise to dominance of
competitive industrial capital altered the tenor of colonial policy.
The claborate restrictions and regulations of the Mercantile sys-
tem were felt to be so many fetters on the freedom of capital to
expand and enter whatever line of activity it chose; the products
of English factories needed no exclusive privileges to conquer
the world; the maintenance of the empire was costly and seemed
to many to be unnecessary. Almost every aspect of Merc'mtlllsm
mdudmg its colomal pollcy came in for severe attack, along
with the Corn Laws, at the hands of the free trade party. To be
sure the actual setting free of the colonies remained no more
than a demand of the radical free traders. The requirements of
security of life and property made hasty action undesirable, and
the vested interests in jobs and pensions of important elements
of the governing class could hardly be ignored. It is even true
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that important new areas were brought under British rule in the
middle years of the century. Nevertheless relations with the
colonies were significantly liberalized, and people everywhere
looked forward confidently to the day when the backward areas,
better educated to the rights and obligations of civil society,
could take their place as self-governing units in a world com-
monwealth of nations.

As to export of capital in the period of competition, it seems
reasonable to say that this had not yet achieved the status of a
major problem influencing the pattern of economic policy. The
rapid growth of population and the advance of industrialization
which characterized the period created vast opportunities for the
accumulation of capital in most of the countries where stable
capitalist relations had been established. Under the circumstances,
and considering the inevitable risks involved, capitalists generally
were not disposed to search for profitable opportunities for in-
vestment outside the boundaries of their own countries. England
again was an exception—Holland and certain financial centers in
a still disunited Germany should be added for the sake of com-
pleteness—but English capital had little trouble in finding lodg-
ment abroad under satisfactory conditions which required a
minimum of attention from the English government. A very
large part of English capital export during this period, it should
be remembered, went to the Americas and particularly the
United States where it mingled with the rising tide of American
accumulation. The problem of creating favorable conditions for
capital investment, by destroying pre-capitalist forms of econ-
omy or warding off the dangers of awakened nationalism in
backward areas, was still largely for the future.

Let us now summarize the main characteristics of economic
policy in the period of competitive capitalism. Clearly the de-
cisive factor overshadowing all others on a world scale was the
pre-eminence of English industrialism. This produced a policy
of free trade in England and a policy of limited protection (over
the opposition of agricultural producers) in the less developed
industrial states. In the colonial sphere, England, even though she
had far outstripped or vanquished her chief rivals, turned away
from the aggressive and expansionist path of the previous period.
Along with the Corn Laws and the monopolistic privileges and
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restrictions of Mercantilism, the colonial system itself fell into
disrepute with the spokesmen of industrial capital, though, for
a variety of reasons, its actual abandonment remained ne more
than a hope for the future. Finally, capital export had not yet
become a major problem influencing economic policy.

3. THE TransFoORMATION oF Economic PoLicy

During the final quarter of the nineteenth century there oc-
curred a sea change in the methods and objectives of economic
policy throughout the capitalist world. Three basic factors were
responsible: (1) the rise of other nations, notably Germany and
the United States, to a position from which they could challenge
England’s industrial supremacy; (2) the emergence of monopoly
capitalism; and (3) the maturing of the contradictions of the ac-
cumulation process in the most advanced capitalist states. For
theoretical purposes it is necessary to analyse these three factors
separately, though in practice they are inextricably interrelated.
Let us begin with the effects of monopoly on economic policy
in the international sphere.

The objective of monopoly is the reaping of extra profits
through raising price and limiting supply. If foreign producers
have access to the monopolist’s market, however, it may be im-
possible to achieve this objective. Consequently monopoly capital
demands tariffs. Moreover it demands tariffs not only high
enough to equalize advantages enjoyed by foreigners—such ad-
vantages indeed may already belong to the monopolist rather
than to his rivals—but rather tariffs high enough to exclude the
foreigner from the market under all conditions. For the mo-
nopolist, ‘the striving for higher tariffs is just as unlimited as the
striving for profits.’® This fact alone signifies a fundamental
change in the character of protectionism, which is well described

by Hilferding:

The old tariff policy had the task . .. of accelerating the
growth of an industry within the protected borders . .

It is otherwise in the period of capitalist monopolies. Now the
mightiest, most-able-to-export industries, about whose capacity
to compete on the world market there can be no doubt and for
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which according to the old theory tariffs should have no interest,
demand high protective duties.®

This is not the end of the story. The restriction of supply which
the monopolist is forced to practicc has serious disadvantages.
It inhibits the optimum utilization of plant capacity and prevents
the full enjoyment of the benefits of large-scale production;
moreover it forces the accumulated capital of the monopolist to
seek outside investment outlets instead of serving the purpose
of expanding his own production facilities. Consequently he
seeks to overcome these disadvantages by entering the export
trade, and in order to assure to himself as large a share as possi-
ble of the world market he is ready to undersell his foreign com-
petitors. This he can afford to do because he is fortified by the
extra-profits of the protected domestic market; but it must not
be assumed that he loses as a result. The lower costs of larger-
scale production may raise the profit on domestic business and
make it possible for him to show more profit on the foreign sales
than he would be able to earn had he invested his capital in some
non-monopolized home industry. This system of ‘subsidizing’
forcign sales from the profits of domestically protected mo-
nopoly is known as ‘dumping.” Hilferding described its implica-
tions as follows:

With the development of the subsidy system, protective
tariffs completely change their function, even turn it into its
opposite. From being a means of defense against foreign con-
quest of domestic markets they become a means of conquering
foreign markets, from a weapon of protection for the weak they
become a weapon of aggression for the strong.®

When several national monopolies in the same industry are
simultancously engaged in strenuous rivalry on the world
market, perhaps each of them resorting to the practice of dump-
ing in an effort to enlarge its share, the kind of cutthroat compe-
tition which was eliminated by the formation of a monopoly at
home is reproduced on an international scale. The result fre-
quently is the same, namcly, the reaching of an agreement, per-
haps in the form of an international cartel, to partition the avail-
able business among the contending parties. Some writers have
seen in thesc international cartels a sign of a growing harmony
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of interests among the capitalist countries. This is an error. Such
an agreement is more in the nature of a peace treaty which is
observed only until one signatory fecls strong enough to break
it with advantage. Since the different countries develop at un-
even rates such a time is sure to come. The international cartel
is merely the means of temporarily stabilizing an existing situa-
tion so that all the members may avoid useless losses; it is never
a means of wiping out the underlying conflict of interests be-
tween national monopolies.*

Two other effects of monopoly must be mentioned. We have
noted that monopoly restricts the field for capital accumulation
and that this heightens the interest of the monopolist in expand-
ing his export market. It also stimulates the search for profitable
foreign fields for the investment of capital; in other words it
gives an impetus to capital export. In so far as the capital seeking
foreign lodgment is that of the monopolist himself, capital ex-
port often takes the special form of ‘direct investment,” that is
to say, the establishment of branch factories in foreign countries.
This is particularly likely to be the case when the monopolist is
prevented, by tariffs or otherwise, from expanding his exports
into the areas in question. Finally, the highest desiderata of mo-
nopoly capital must always remain the extension of the range of
monopolized products on the one hand and the expansion of the
protected market on the other. Both of these objectives call for
expansion of the territory under the political domination of the
monopolist’s own country. The desire of monopolists to have
exclusive access to scarce raw materials which can be used to
exact tribute from the whole world is particularly strong, and
this can be accomplished much more expeditiously when con-
cessions and protection from the state are readily forthcoming,
that 1s to say, if the raw material producing region is under the
control of the monopolist’s state. Colonies producing valuable
raw materials are not only or even primarily sought after to
ensure a source of supply to the mother country, as is often
argued; the purpose is more often to ensure a source of extra
profit to the monopolists of the mother country. The expansion
of the monopolist’s protected market likewise requires terri-

* The point is ably argued by Hilferding, Das Finanzkapital, pp. 392-3
and was stressed by Lenin, Imperialism, Chapter v.
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torial annexations since only in this way can new customers be
brought within the confines of the national tariff system. In this
connection, it makes no difference in principle whether the addi-
tional territory is industrially backward or advanced so long as
the monopolist believes he will be able to take over the market
for his own products. Near-by industrial states and far-away
colonies are equally grist to the monopolist’s mill. Consequently
in the matter of colonial and territorial policy monopoly capital
is expansionist and annexationist.

The significance of the appearance in the world arena of
nations competent to challenge England’s industrial supremacy
requires but little emphasis. If one were to search for turning
points in this development one would unquestionably select the
Civil War in the United States and the Franco-Prussian War (as
the culmination of the German wars of unification) on the conti-
nent of Europe. These events marked the emergence of the
United States and Germany, and to a lesser extent of France in
spite of her military defeat, as powerful industrial nations. Under
the new circumstances, English capital, though it still had little
to fear so far as its domestic market was concerned, had to look
forward to increasingly severe competition on the international
market. It could no longer safely regard the world as its pre-
serve; not only did it have to face the possibility of competition
in new areas, there was even the danger, not immediate perhaps,
of being dislodged from positions in which it had long been en-
trenched.

The immediate outcome was a tightening of the bonds of em-
pire and a revival on all sides of an aggressive colonial policy.
Africa, which had been less than 10 per cent under outside
domination in 1875, was almost completely partitioned by the
European nations during the next twenty-five years. Even the
United States, still deeply engaged in settling the open spaces
of the North American continent, entered the colonial lists
before the close of the century as a result of the Spanish-Ameri-
can War.

Much of this renewed activity in empire building was of a
protective or anticipatory character. When one country lays
claim to an area, it follows as a matter of course that the na-
tionals of other countries will at the very least be at a serious
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disadvantage in doing business there. Consequently, though Eng-
lish capitalists may have little to gain through annexation by
their own country, they may have much to lose through annexa-
tion by France or Germany. As soon as rivals appear on the
scene, each country must make every effort to protect its posi-
tion against the incursions of the others. The result may appear
to be a net loss, but this is only because the measurement is made
from an irrelevant base. What is important is not the loss or gain
compared to the pre-existent situation, but rather the loss or
gain compared to the situation which would have prevailed had
a rival succeeded in stepping in ahead. This is a principle of wide
application in the economics of monopoly; when applied to the
building of colonial empires it may appropriately be referred to
as the principle of protective annexation.* Closely related in
some ways is the urge to annex territories which, though of little
or no present value, nevertheless may become valuable in the
future. This may be called the principle of anticipatory annexa-
tion. Protective and anticipatory annexations played a very im-
portant part in the late-nineteenth-century scramble for still un-
claimed parts of the earth’s surface. Finally, we must not forget
considerations of a strategic nature. An empire must be defensi-
ble from a military standpoint, and this obviously implies the
need for well-placed land and sea bases, lines of communication,
and so forth.

The change in attitude towards colonies which we have been
discussing originated with the appearance of serious rivals to
England’s world industrial supremacy. Our previous analysis of
the effect of monopoly on economic policy should make it clear
that the new colonial policy received a mighty impetus from
the development of monopoly capitalism in the closing decades
of the nineteenth century.

The third fundamental factor contributing to the transforma-
tion of economic policy is the maturing of the contradictions of
the accumulation process in the advanced capitalist countries.
The underlying theory has been presented in detail in Part m

* Marxian writers on imperialism have not as a rule sufficiently stressed
this factor in the extension of colonial empires. A notable exception is

Grossmann, Das Akkumlations- und Zusammenbruchsgesetz des kapital-
istischen Systems, pp. 450 ff.
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and will not be repeated here. We need only recall that both
the falling tendency of the rate of profit and the tendency to
underconsumption put evcx—gmwmg obstacles in the path of
accumulation. To an mumsmg extent accumulation in the ad-
vanced countries takes the form of mpml C\pmt * to backward
regions where wages arc low and profits high, where the poten-
tial abundance of labor supply and the low level of industrializa-
tion obviate, at least for the time, the dangers of underconsump-
tion. But it must not be supposed that capital finds everything
in readiness to receive it in the backward regions. The native
populations have their own accustomed ways of making a living
and are far from eager to enlist in the service of foreign capital
at meager wages. Consequently the areas must be brought under
the jurisdiction of the capitalist state and conditions favorable
to the growth of capitalist relations of production must be forci-
bly created. Hilferding wrote:

As always, when capital finds itself for the first time face to
face with relations which stand in the way of its nced for self-
expansion and which wouid be overcome by economic processcs
only gradually and much too slowly, it appeals to the state
power and puts the latter into the service of forcible expropria-
tion which creates the necessary free wage proletariat, whether
it is a case, as in the early days, of European peasants or the
Indians of Mexico and Peru, or whether it is a case, as today,
of the negroes of Africa.®

This is the first, but not the only, reason why capital export
to backward countries makes for an active colonial policy. A
second reason is that, as more and more advanced countries reach
the stage of capital export, rivalry for the most profitabie fields
of investment becomes intense, and the capitalists of each nation
appeal to their own governments for assistance. This is most
easily given by turning the backward regions into colonies from
which the nationals of other countries can be wholly or par-
tially excluded. Here again protective and anticipatory motives
play a role. Finally, a third motive for a colonial policy emerges.
To quote again from Hilferding:

* As Lenin expressed it, “The necessity for exporting capital arises from

the fact that in a few countries capitalism has become “over-ripe” J
Imperialism, p. 58.
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In the newly opened lands themselves the imported cnpitalism
. . . arouses the ever-growing Opposition of the people, awak-
ened to national consciousness, against the intruders . . . The
old social relations are complctc y revolutionized, the agrarian,
thousand-year-old unity of the ‘nations without a lmt(nv is rent

asunder . . . Capitalism itself gradually gives to the OPPICS\Cd
pcop es the means and the method of '1ch3cvmg their own libera-

tion. The goal, which once was the loftiest of the European
nations, the creation of a national state as a means to economic
and cultural freedom, now becomes theirs. These independence
movements threaten European capital precisely in its most valu-
able . . . fields of exploitation, and to an ever increasing degree
the latter finds that it can maintain its mastery only through the
continual increase of its instrumcnts of force.

Conscqucnty the cry of all capitalists interested in foreign
countries for a strong state power, the authority of which can
protect their interests in the farthest corners of the globe . . .
But export capital feels best satisfied with the complete domina-
tion of the new regions by the state power of its own country.
For then the capital from other countries is excluded, it enjoys
a privileged position, and its profits are guaranteed by the state.
Thus capital export too makes for an imperialist policy.”

It must not be supposed from anything that has been said
about capital export that it directly contributes to a rapid indus-
triglization of backward areas. The fields into which capital
tends to flow are rather government-guaranteed loans for various
kinds of public works, railroads, public utilities, exploitation of
natural resources, and trade: in short, activities which do not
compete with commodity exports from the industrially advanced
countrics. Capital export therefore leads to a very one-sided de-
velopment of the economies of the backward areas. A native
bourgeoisie emerges and attempts to foster the growth of native
industries, but the obstacles are formidable and progress is at
best slow. Meanwhile the destruction of handicraft industry by
cheap manufactured imports drives a larger proportion of the
native population onto the land. In this way we see the genesis
of the fundamental economic contradiction of backward regions,
the ever-mounting agrarian crisis. The interests of both native
bourgeoisie and native masses are sacrificed to the needs of capi-
tal in the advanced countries. Both classes consequently unite in
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a genuinely national movement for freedom from foreign domi-
nation. It is this movement, as Hilferding points out in the quo-
tation above, which forces the imperialist powers to a continual
strengthening of their grip on the backward arcas.®

It should be obvious that in so far as monopoly stimulates
capital export—and we have seen that there is every reason to
believe that it does—it contributes to the new colonial policy
through this channe] as well as through those which have already
been discussed.

We have now seen how monopoly, the challenge to England’s
world economic supremacy, and the maturing of the contradic-
tions of the accumulation process in the advanced countries com-
bined to effect a complete transformation in the character of
economic policy in the closing decades of the nineteenth cen-
tury. For free trade or limited protection there was gradually
substituted unlimited protection; for free competition on the
world market there was substituted the cutthroat competition of
national monopolies now and again mitigated by international
combines of a more or less stable character; for indifference and
even hostility to the colonial empires inherited from the days of
Mercantilism there was substituted a renewed and doubly ag-
gressive colonial policy designed to corner valuable sources of
raw materials, extend the scope of protected markets, and guar-
antee profitable investment outlets for exported capital. We
have, in short, surveyed the emergence of those features of the
latest stage of capitalist development which led Lenin to give to
it the name of ‘Imperialism.” But it goes almost without saying
that such a fundamental overturn in the relations of world econ-
omy could not but have profound effects upon every other
aspect of capitalist economics and capitalist politics. Therefore in
the next chapter we shall devote further attention to the nature
and consequences of imperialism.

* This whole problem is discussed at greater length in the next chapter.

XVII

IMPERIALISM

1. INTRODUCTION

ImpERIALISM may be defined as a stage in the development of
world economy in which (a) several advanced capitalist coun-
tries stand on a competitive footing with respect to the world
market for industrial products; (b) monopoly capital is the
dominant form of capital; and (c) the contradictions of the ac-
cumulation process have reached such maturity that capital ex-
port is an outstanding feature of world economic relations. As
a consequence of these basic economic conditions, we have two
further characteristics: (d) severe rivalry in the world market
leading alternately to cutthroat competition and international
monopoly combines; and (e) the territorial division of ‘unoccu-
pied’ parts of the world among the major capitalist powers (and
their satellites). With minor qualifications, this is the definition
of imperialism proposed by Lenin.* Lenin’s book on imperialism,

® A correct definition of imperialism, according to Lenin, ‘will include
the following five essential features:

_‘l. The concentration of production and capital, developed to such a
high stage that it has created monopolies which play a £cisive role in
economic life,

‘2. The mer?ing of bank capital with industrial capital and the creation,
on the basis of this “finance capital,” of a financial oligarchy.

‘3. The export of capital, as distinguished from the export of com-
modities, becomes of particularly great importance.

‘4. International monopoly combines of capitalists are formed which
divide up the world.

‘5. The territorial division of the world by the greatest capitalist powers
is completed.” Immperialism, p. 81.

Lenin evidently presupposes our point (a), and we have omitted his
item (2). It has already Eeen explained (above, p. 269) that what is sound
in the concegt of ‘finance capital,’ including the dominance of a small
oligarchy of big capitalists, is comprehended in our concept of ‘monopoly
capital.” Consequently, to retain Lenin’s second feature would be either
redundant or misleading.
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it should be remembered, was brief and much of it was devoted
to summarizing supporting facts and figures. The more detailed
theoretical analysis of the preceding chapters may help to
demonstrate the consistency and appropriateness of Lenin’s con-
ception of imperialism.

The international antagonisms of imperialism are fundamen-
tally the antagonisms of rival national capitalist classes. Since
in the international sphere the interests of capital are directly
and quickly translated into terms of state policy, it follows that
these antagonisms assume the form of conflicts between states
and thus, indirectly, between whole nations. The resultant pro-
found effects upon' the internal economic and social structure of
the capitalist countries must now be examined.

2. NatioNaALisM, MILiTArISM, AND Racism

In the formative period of capitalist society, nationalism and
militarism together played an indispensable role. Nationalism
was the expression of the aspiration of the rising middle class
for economic unity and cultural freedom as against the sepa-
ratism and obscurantism of feudal society; militarism was the in-
evitable means to the end. There are those who do not like to
admit that militarism ever played a constructive historical role,
but, as Rqsa Luxemburg put it, ‘if we consider history as it was—
not as it could have been or should have been—we must agree
that war has been an indispensable feature of capitalist develop-
ment.’

In the period of imperialism, nationalism and militarism, still
bound together like Siamese twins, undergo a change in their
character in the advanced countries, though retaining their
earlier function and significance in the case of oppressed nation-
alities and acquiring these characteristics for the first time in the
backward and colonial areas of the world. In the advanced coun-
tries, nationalism and militarism cease to serve the purpose of
realizing internal unification and freedom on a capitalist founda-
tion and instead become weapons in the world struggle among
rival groups of capitalists. Militarism, the use of organized force,
is a necessary aspect of such a struggle, though as long as un-
claimed territory still remains to be occupied it may not lead to
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open conflict between the powers. Nationalism is no less vital,
for without the goals of national honor and greatness, the masses
would lack the enthusiasm and willingness to sacrifice, so neces-
sary to success in the imperialist struggle. This is not to argue,
though the contrary is often implied, that nationalism is an arti-
ficial sentiment deliberately stirred up by capitalists for their
own ends; on the contrary, it is precisely the deep roots which
nationalism struck in wide strata of the people in the formative
period of modern society that makes it such an important factor
in the period of imperialism. In this connection Hilferding cor-
rectly speaks of the ‘remarkable twisting of the national idea’
away from a recognition of the right of self-determination and
independence and towards the glorification of one’s own nation
as against others.* In spite of this, it is significant that nationalism
continues to bear the marks of its origin. Even when it is most
obvious that it is'being invoked in the interests of domination,
the vocabulary of ‘freedom,’ ‘liberation,” ‘self-determination,” and
so on, is faithfully retained.

The rise of militarism to a position of permanent and steadily
growing importance in all the imperialist nations has far-reaching
economic cons:quences. In the first place, it fosters the develop-
ment of a group of specially favored monopolists in those indus-
tries, like steel and shipbuilding, which are most important to
the production of armaments. The munitions magnates have a
direct interest in the maximum expansion of military production;
not only do they benefit in the form of state orders but also
they are afforded safe and lucrative outlets for their accumulated
profits. Hence it is these elements of the captalist class which
take the lead in calling for an aggressive foreign policy. In the
second place, since military expenditures perform the same eco-
nomic function as consumption expenditures,t the expansion of
armies and navies consticutes an increasingly important offsetting
force to the tendency to underconsumption. From the point of
view of the functioning of the economy as a whole, therefore,
it becomes ever more dangerous to restrict the magnitude of

* Das Finanzkapital, p. 427. Several pages by Hilferding on the ideology
of imperialism, including the passage cited here, have been translated and
are presented as Appendix B below.

t8ee above, p. 233.
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military outlays. Finally, to the extent that production of arma-
ments utilizes labor power and means of production for which
there would otherwise be no demand, militarism actually pro-
vides the capitalist class as a whole with increased opportunities
for profitable investment of capital. For all these reasons, and
quite apart from the necessities engendered by imperialist rival-
ries, militarism tends to develop its own expansionist dynamic in

capitalist society. As Rosa Luxemburg, writing in 1899, very

truly said:

What demonstrates best the specific character of present-day
militarism is the fact that it develops generally in all countries
as a consequence, so to speak, of its own internal mechanical
motive power, a phenomenon which was completely unknown
several decades ago. We recognize this in the fatal character of
the impending explosion which is inevitable in spite of the com-
plete inconclusiveness of the objectives and motives of the con-
flict. From a motor of capitalist development militarism has
turned into a capitalist disease.

Along with the transformation in the character of nationalism
and militarism there emerges a new, pseudo-scientific justifica-
tion for the policy of imperialist expansion, namely the theory
of racial superiority. The relation of racial ideology to imperial-
ism was clearly explained by Hilferding:

Since the subordination of foreign nations proceeds by force,
that is to say in a very natural way, it appears to the dominant
nation that it owes its mastery to its special natural qualities, in
other words to its racial characteristics. Thus in racial ideology
there emerges a scientifically-cloaked foundation for the power
lust of finance capital, which in this way demonstrates the cause
and necessity of its operations. In place of the democratic ideal
of equality there steps the oligarchical ideal of mastery.?

It is true that the doctrine of racial superiority as such was not
novel. The Irenchman Gobineau, writing in the 1850s, was one
of the earliest and most influential exponents of the modern
pseudo-science of race. Gobincau’s purpose, as he frankly ad-
mitted, was to combat the rising tide of democratic opinion on
the European continent and to establish the natural right of the
aristocracy to rule over France. The French aristocracy, Gobi-
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neau argued, was originally of Germanic extraction while the
mass of the French people were Gallic or Celtic. Since the Ger-
manic race is ‘superior’ it followed that the aristocracy ruled by
virtue of its inherent characteristics. This theory was not calcu-
lated to arouse much support in France, but several decades later
it was enthusiastically taken up by the exponents of German
expansion and in this way became the starting point of modern
German racial ideology. At about the same time in England,
and to a lesser extent in America, the ‘white man’s burden’ was
being somewhat belatedly discovered and turned into a ‘humani-
tarian’ justification of Anglo-Saxon world domination.

The usefulness of the theory of racial superiority, it was soon
discovered, is not limited to the justification of foreign conquest.
The intensification of social conflict within the advanced capi-
talist countries, which will be more fully analysed presently, has
to be directed as far as possible into innocuous channels—innocu-
ous, that is to say, from the standpoint of capitalist class rule.
The stirring up of antagonisms along racial lines is a convenient
method of directing attention away from class struggle, which,
as Hilferding points out in another connection, ‘for the pos-
sessing class is both fruitless and dangerous.” ¢ Consequently anti-
Semitism, which during the nineteenth century was generally
believed to be disappearing from the more advanced capitalist
countries, is revived and takes its place among the ‘scientific’
discoveries of the new racism. Discrimination against real or
imaginary racial minorities, moreover, has the full sanction of
monopolistic economics, for in this way jobs and investment
opportunities can be denied to the disadvantaged groups, their
wages and profits can be depressed below prevailing levels, and
the favored sections of the population can reap substantial ma-
terial rewards.

3. ImPERIALISM AND THE (CLASSES

In order to analyse the impact of imperialism on the internal
social conflicts of capitalist society, it is necessary to digress
briefly to call attention to certain characteristics of advanced
capitalism which have so far remained largely unremarked.

In the first place, there is a marked tendency for the interests
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of large property-owners to merge under the leadership of mo-
nopoly capital. Under a regime of corporations, the ancient con-
flict between industrialists and big landowners tends to disap-
pear; all sorts of physical assets are merged in the corporate bal-
ance sheet, and corporate securities are a common medium for
the investment of surplus value whether its source be one type
of property or another. Moreover with the development of mo-
nopoly in industry on the one hand, and the opening up of new
agricultural countries on the other, the old dispute over tariff
policy loses its meaning; all sections of the propertied class unite
in demanding protective duties. This is not to say that conflicts
of interest among large property owners can ever be eliminated,
their severity, however, is reduced and has a diminishing signifi-
cance for the formation of ruling-class policy. Hilferding gives
an acute analysis of this trend for the case of Germany; ® in
spite of differences in national conditions, which may assume
great importance in times of crisis, the trend goes forward pari
passu with the accumulation process all over the capitalist world.

Secondly, along with the unification of propertied interests
goes the unification of the interests of the workers. In their
struggle for higher wages, shorter hours, and better working
conditions the workers in one industry after another discover
that their strength lies in organization and co-operation. Conse-
quently trade unionism grows up and spreads to ever wider sec-
tions of the working class. On the basis of experience in co-
operation for the attainment of common ends the workers form
their own political parties to win concessions which lie outside
the reach of the economic struggle alone. On these foundations
there arises a class consciousness and solidarity among the work-
ers which fosters common action and common policies in all
fields and makes possible the achievement of economic gains and
political concessions which would otherwise be unattainable.*

* It is beyond the scope of the present work to investigate in detail
the consequences for the functioning of capitalism of trade unions and
legislation favoring the working class. It may be noted in passing, how-
ever, that the specific introduction of these factors does not suspend any
of the fundamental laws of the accumulation process which have already
been discussed. The primary effect is to raise wages. Since a slowing

down in the rate of population growth also has the tendency to raise
wages, the analysis of the two phenomena is essentially similar. The rate
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This process was already well under way in England by the
middle of the nineteenth century, but in the capitalist world at
large it develops fully only during the imperialist epoch. Thus
so far as capitalists and workers are concerned, imperialism is
characterized by a tightening of class lines and an intensifica-
tion of class struggle. This occurs independently of the special
international characteristics of imperialism.

Thirdly, between capitalists and workers there stands an array
of middle groups belonging to neither of the basic classes of
capitalist society. Some of these are declining in importance, for
example the independent farmers who are gradually succumbing
to the spread of capitalist agriculture and hence tend to become
(in a very few cases) capitalists or (in the vast majority of cases)
wage workers or propertyless tenants; handicraftsmen and genu-
inely independent tradesmen also decline in numbers and impor-
tance: these are, in short, the groups which Marx and Engels had
in mind when they spoke in the Commmnist Manifesto of the
disappearance of ‘the lower strata of the middle class—the small
tradespeople, shopkeepers, and retired tradesmen generally, the
handicraftsmen and peasants.” Alongside these declining sections
of the middle class, however, there are the ‘new middle classes’
which are brought into being by rising living standards, cen-
tralization of capital, and the growth of monopoly. The new
middle classes include such diverse groups as industrial and gov-
ernmental bureaucrats, salesmen, publicists, dealers who are in

of surplus value and hence also the rate of profit is reduced. Capitalists
react to this by stepping up the rate of introduction of new machinery;
the reserve army is swelled. But since trade unions, unemployment insur-
ance, et cetera, prevent the reserve army from exercising its full depress-
ing effect on wages, the process now becomes more or less continuous.
Mechanization leads to a rapid growth of the means of production, but
consumption is not appreciably stimulated since the higher wage rates are
offsee by the greater volume of unemployment. Hence, paradoxically,
trade-union action tends to intensify the tendency to underconsumption.
(For a fuller exposition of the effects of a declining rate of population
growth, see above, pp. 222 f.)

The fact that trade-union action does not greatly improve the position
of the working class as a whole is one of the most important forces
driving it on to political action. When it is discovered that here too
capitalism puts definite limits to the gains which can be realized, the
working class is at length forced by experience to change its goals from
reform within the framework of capitalism to the overthrow of capitalism
and the establishment of a socialist cconomy,
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fact if not in form employees of big capital, professionals, teach-
ers, and so forth. In the period of imperialism, particularly be-
cause of the expansionary effect of monopoly on the distributive
machinery, these groups grow not only absolutely but also as a
proportion of the total population. The numerical importance
of the middle classes, old and new, should not, however, lead us
to evaluate their role as we do that of the capitalists and workers.
Instead of a growing solidarity of interests expressed in closer
organizational unity and more conscious and effective political
action, we find among the middle classes the utmost confusion
and diversity of interests and aims. An objective basis for organ-
izational unity and consciously oriented policy is lacking except
in the case of relatively small groups which are too weak to be
cffective and often work at gross purposes into the bargain.
Hence it is the fate of the middle classes in the period of ripen-
ing capitalist contradictions to be squeezed between the extor-
tions of monopoly capital on the one hand and the demands of
the working class for better conditions and greater security on
the other hand; this much, at any rate, they all have in common,
and it is this which determines the basic attitude characteristic
of nearly all sectors of the middle classes. The attitude in ques-
tion is hostility to both organized capital and organized labor
which can manifest itself in seemingly contradictory ways. On
the one hand the middle classes are the source of various de-
grees of non-proletarian anti-capitalism; on the other hand of
Utopias in which all organized class power is dissolved and the
individual (i.e. the unattached member of a middle-class group)
becomes the basic social unit as in the lost days of simple com-
modity production. We shall see in the next chapter how under
certain circumstances the former of these ideologies is harnessed
to the needs of monopoly capital in the form of fascism.

Let us now attempt to assess the impact of the special features
of imperialism on the various social classes.

As far as the propertied class, under the leadership of mo-
nopoly capital, is concerned, little needs to be added to what
has already been said in this and earlier chapters. Monopoly capi-
tal needs to expand abroad, and for this purpose it requires the
assistance and protection of the state. It is, therefore, here that
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we find the roots of imperialist policy with all its manifold im-
plications.

The interests of the working class in an aggressive and expan-
sionist foreign policy are more complex. In so far as foreign
trade and capital export make possible the importation of cheap
wage goods and enlarge the profits of the capitalist class, it is
clear that opportunities are opened up for the workers to im-
prove their standard of living without necessarily arousing the
bitter hostility of their employers. In this sense the workers
gain. Moreover if, in the absence of capital export and the mili-
tary expenditures incident to an imperialist policy, an advanced
capitalist country would suffer from the effects of a low rate
of profit and underconsumption, then it may be said that the
working class benefits from a higher level of employment than
would otherwise obtain. Against this, however, is to be set the
loss in real wages which the workers bear if military expendi-
tures go beyond a certain point and especially if inter-imperialist
rivalries lead to actual armed conflict. It appears from these con-
siderations that the working class of any country can gain most
from an extension of foreign trade and capital export if the
profits of the capitalists are enhanced, cheap imports of wage
goods are fostered, and there is little danger of a collision with
rival countries. This was precisely the peculiar situation in which
the English working class found itself throughout the greater
part of the nineteenth century, a fact which amply accounts for
the complacent and even favorable attitude which the British
working-class movement adopted towards the extension of
British interests abroad in the years before the First World War.

Even in England conditions gradually changed in this respect.
As Kautsky pointed out as early as 1902:

So long as English industry ruled the world market the English
workers could agree with their capitalists that live and let live
is the best policy. That came to an end as soon as equal, fre-
quently even superior, competitors appeared on the world
market in the shape of Germany and America, Now begins again
in England too the struggle against the trade unions which be-
comes the more intensive in proportion to the sharpness of the
competition among these great industrial powers.®
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As soon, in other words, as international rivalry becomes acute,
each capitalist class attempts to hold its position without sacri-
ficing its profits by depressing wages and lengthening hours in
its own country. Moreover, it must not be forgotten, as Dobb
has stressed, that capital export keeps wages from rising at home
as they would if the capital were invested domestically: Dobb
even regards this as ‘the reason why, fundamentally, the interest
of capital and of labor in this matter are opposed.”” And finally,
with the intensification of imperialist rivalries it becomes increas-
ingly clear to the working class that the end of the process can
only be war, from which it stands to lose much and gain little.
While, therefore, there may be times when the cconomic inter-
ests of the working class are benefited by an imperialist policy,
this cannot last long and ultimately the more fundamental and
lasting opposition of the workers must come to the surface. On
this, as on other issues, the interests and policies of capital and
labor are fundamentally antagonistic.

Few worthwhile generalizations about the economic interests
of the middle classes can be made, and this holds true of their
relations to imperialism. Some groups no doubt stand to gain,
others to lose; in still other cases the balance depends upon par-
vicular circumstances or is altogether indeterminate. Lacking
common interests and a common organizational base, the middle
classes are peculiarly unstable and become easily attached to
vague ideals of national greatness or racial superiority, a propen-
sity which is magnified by the difficulc position which they
occupy between organized capital and organized labor in ad-
vanced capitalist society. The nation or the race becomes the
substitute for the solidarity of class interests which their isolated
position in society denies to the middle classes, and at the same
time it offers to them a kind of psychological escape from the
frustrations of their cveryday life. Objectively, therefore, wide
sectors of the middle classes are ripe for enlistment in the cause
of foreign expansion. Monopoly capital appreciates these sus-
ceptibilities of the middle classes and, moreover, knows how to
take advantage of them for its own ends. In this connection it
is a fact of great importance that the vast sums which monopoly
causes to be spent on advertising and publicity bring all the
channels of public opinion under the direct influence of the top
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oligarchy of the ruling class. By playing on the susceptibilities
of the middle classes, and to a less extent of the unorganized sec-
tions of the working class, it is possible to build up formidable
mass support for an aggressive imperialist policy. It is in this con-
nection that the nationalist and racist ideologies, which were ana-
lyzed in the preceding section, acquire their greatest importance.
The advantages to the propertied interests are even greater than
this would indicate. Since, as we have seen, the working class
tends to be hostile to imperialist expansion, its organizations and
policies can be madé to appear ‘unpatriotic’ and ‘selfish.” In this
fashion the hostility of the middle classes to the working class,
which is present in any case, can be intensified. Thus the net
result of imperialism is to bind the middle classes closer to big
capital and to widen the gulf between the middle classes and the
working class.

4. IMPERIALISM AND THE STATE

It goes without saying that the renewed rise of empires and the
growth of militarism imply an augmentation in the power of the
state and an extension of the scope of its functions. The matur-
ing contradictions of the accumulation process in the epoch of
imperialism provide additional grounds for increased state
activity, particularly in the economic sphere.

From the standpoint of the capitalist class there are two basic
methods of countering the growing power and unity of the
working class: repression and concession. Though these two
methods may appear to be contradictory they are in fact com-
plementary, being mixed together in varying proportions at
different times. Both necessitate an expansion in the power and
functions of the state. Thus we observe simultaneously the
growth of the instruments of force designed to guarantlee mn-
ternal ‘law and order’ and the extension of social legislation in
the form of workmen’s compensation, unemployment insurance,
old-age benefit payments, and so forth.

An additional factor impelling the state to interference in the
economic process is the centralization of capital and the growth
of monopoly. The revisionists believed that monopoly would
have the effect of regulating the anarchy of capitalist produc-
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tion, an opinion which, like so much of revisionist theorizing,
has the remarkable quality of being the precise opposite of the
truth. Actually monopoly intensifies the anarchy of capitalist
production: * the various monopolized industries attempt to go
their own way in defiance of the requirements of the system as a
whole. In this way disproportionalities are multiplied and the
equilibrating force of the market is prevented from exercising
its influence. The state is obliged to step in and attempt to sub-
stitute its own action for the ‘law of supply and demand.” More-
over the strategic position of the so-called natural monopolies
(railroads and public utilities) is so strong that the state finds
it necessary to curb their exercise of monopoly power. This
is frequently interpreted as state action in the interests of con-
sumers, and to a degree of course it is; but a more important
consideration is the protection of the vast majority of capitalist
enterprises, which are absolutely dependent on electric power
and transportation, from the exactions of a small number of very
powerful monopolists. The history of railroad regulation in the
United States, for example, would be quite unintelligible in any
other terms. It is interesting to note that Marx recognized the
connection between monopoly and state intervention; the
growth of joint-stock companies, he remarked, ‘establishes a mo-
nopoly in certain spheres and thereby challenges the interference
of the state.”®

Finally, we may note in this connection that the contradic-
tions of the accumulation process and the uneven development
as between branches of industry bring it about that now one
line of production, now another, ceases to expand and becomes
actually unprofitable. In the days of competitive capitalism the
result was a disappearance of numerous firms, the bankruptcy
and ruin of many capitalists. When a declining industry, how-
ever, is the home of great monopolistic combines with ramifica-
tions throughout the economic system, failures and bankruptcies
are a much more serious matter; it becomes necessary for the
state to take a hand by way of loans of public funds, subsidies,
and even in some cases government ownership of the no-longer

* As Lenin expressed it, ‘when monopoly })pcars in some branches of

mdustry, it increases and intensifies the state of chaos inherent in capitalist
production as a whole.' Imperialism, p. 27.
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profitable enterprises. In this fashion capitalist states are forced
to go in for an ever greater degree of ‘socialism.” What is so-
cialized is almost invariably the losses of the capitalists involved.
‘A state monopoly in capitalist society,” Lenin drily remarked,
‘is nothing more than a means of increasing and guaranteeing the
income of millionaires in one branch of industry or another who
are on the verge of bankruptcy.’®

Along with the expansion of the power of the state and the
scope of its economic functions goes a decline in the effective-
ness of parliamentary institutions. In the words of Otto Bauer,
‘Imperialism reduces the power of the legislature [Gesetz-
gebung] as against the executive [Verwaltung].’*® The reasons
for this are not far to seek. Parliament grew out of the struggle
of the capitalist class against the arbitrary exercise of power
by ‘the centralized monarchies which characterized the early
modern pemod its function has always been to check and con-
trol the exercise of governmental power. Consequently parlia-
mentary institutions flourished and reached the peak of their
prestige in the period of competitive capitalism when the func-
tions of the state, particularly in the economic sphere, were re-
duced to a minimum. At that time it was possible to look for-
ward to a day when all the nations of the world would be
under parliamentary governments on the English or American
model. In the period of imperialism, however, a sharp change
occurs. With the tightening of class lines and the increasing
severity of social conflict, parliament becomes more and more
a battle ground for contending parties representing divergent
class and group interests. While on the one hand parliament’s
capacity for positive action declines, on the other hand there
emerges an increasing need for a strong centralized state ready
and able to rule over distant territories, to direct the activities
of fleets and armies, and to solve difficult and complex economic
problems. Under the circumstances, parliament is forced to give
up one after another of its cherished prerogatives and to see
built up under its very eyes the kind of centralized and uncon-
trolled authority against which, in its youth, it had fought so
hard and so well.

So far as the effect of imperialism on the capitalist state is
concerned, we observe on the one hand a vast expansion in
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the power and functions of the state, on the other hand the
decline of parliamentarism. These are not two separate move-
ments but rather two aspects of one and the same development
which is connected in the closest way with the economic and
social characteristics of imperialism in general.

5. Wars or Repivision

Writing of the last quarter of the nineteenth century, Lenin
pointed out that

the characteristic feature of this period is the final partition of
the earth, final not in the sense that a re-partition would be im-
possible—on the contrary, re-partitions are possible and inevita-
ble—but in the sense that the colonial policy of the capitalist
countries has completed the seizure of unoccupied land on our
planet. For the first time the world is now divided up, so that
in the future only re-divisions are possible; i.e. a transfer from
one ‘owner to another, and not of unowned territory to an
‘owner.’ 11

The underlying reasons for this have already been sufficiently
elucidated in these pages; but we may well ask why ‘re-parti-
tions’ should be ‘inevitable.” Why should not the various capi-
talist powers, once the great scramble is over, settle down to a
peaceful exploitation of what they have? The answer is that
capitalism, by its very nature, cannot settle down but must keep
expanding, ind since the various sectors of the world capitalist
economy expand at very different rates, it follows that the
balance of forces is bound to be upset in such a way that one or
more countries will find it both possible and advantageous to
challenge the status quo with respect to territorial boundaries.
The rival national capitalist classes show by their concern over
armies, navies, strategic bases, allies, and so forth, how well they
understand this basic fact of the imperialist period, for it is self-
evident that a redivision of the world can be effected only by
armed force. C
It should be clear from the analysis of the preceding chapter
that the annexationist urge of imperialist nations is by no means
confined to backward, non-industrialized regions. To include

&
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new markets and new sources of raw materials within the pro-
tective tariff walls of one’s own nation is a desideratum of im-
perialist policy whether the areas concerned are pre- c'lpltahst or
capitalist, backward or hlghlv industrialized. This is important
to keep in mind in examining the course of events of the last
three decades, for any theory which denies it is clearly inade-
quate to account for what has actually taken place. It may be
remarked in passing that we here touch upon one of the glaring
weaknesses of the theory of imperialism put forward by Rosa
Luxemburg and her followers. It must also be emphasized that
a picture of world economy which displays only a handful of
advanced imperialist nations surrounded by backward colonial
areas is an oversimplification. In reality there are other elements
to be taken into account: on the one hand small and relatively
advanced industrial nations, some with and some without cm-
pires of their own; on the other hand formally independent
backward countries which in fact occupy a semi-colonial posi-
tion relative to the great powers. In both cases such independ-
ence as these areas enjoy is essentially the outcome of rivalry
among the major imperialist nations.* In peace time these coun-
tries constitute, so to speak, the focal points of imperialist con-
flict; when the balance of forces shifts and the weapons of
diplomacy give way to the weapons of force, they form the
major battle grounds of wars of redivision.

Let us now attempt a very brief summary of the international
conflicts of the twentieth century on the basis of our theory of
imperialism. Such a summary should enable us to get a clearer
view of the limits of imperialism than would otherwise be pos-
sible.

The first war for redivision of the world began in 1914 and
came to an end with the peace treaties of 1918 and 1919. On
both sides it was a war of coalition in which the major con-
testants were respectively England and Germany, the two most
powerful and advanced capitalist nations of Western Europe.

# China, which since the middle of the nineteenth century has been
onc of the main areas of imperialist conflict, is a case in pomt. One of
the most discerning students of Chinese history has very truly noted that

‘all that prevented foreign 1mpcr1allsm from mastering China outught was
rivalry among the imperial powers.” Owen Lattimore, Inner Asian Fron-
tiers of China (1940), p. 144.
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It is impossible to localize the underlying issues, though it is
clear that the area of most immediately severe rivalry was South-
eastern Europe and the Near East, including the Eastern Medi-
terranean. The decay and dissolution of the pre-capitalist
Turkish Empire, which had been in process for some time, cre-
ated a welter of international problems and ambitions which
involved all the European imperialist powers. The actual occa-
sion for the outbreak of the struggle was connected with the
aspirations of the oppressed nationalities of the Balkan region
for national independence and statehood. As the war spread,
however, the issues likewise broadened to include the entire
question of redivision of the world. The peace treaties show
more clearly what the war was about than the particular and
relatively minor disputes which set off the conflagration.

From the outset all the European imperialist nations except
Italy were involved, and Italy joined as soon as her statesmen
believed they could tell which side would emerge victorious.
The two major non-European imperialist powers, the United
States and Japan, were also drawn in. In 1917 the breakdown of
the Tsarist regime in Russia was followed by the Bolshevik revo-
lution, the establishment of the world’s first socialist society,
and Russia’s withdrawal from the imperialist arena. The follow-
ing year the war came to an end with the collapse of German
and Austro-Hungarian resistance. The Treaty of Versailles, the
major imperialist peace treaty, was dominated by England and
France which took for themselves the lion’s share of Germany’s
colonial empire. Important raw-material-producing areas on the
east and west of Germany were awarded to a reconstructed
Poland and to France and Belgium respectively; Germany was
stripped of her navy and merchant marine, and her army was
reduced to a size which it was thought would be sufficient to
maintain the system of capitalist property relations within her
new frontiers. Austria-Hungary broke up into pieces, and a ring
of new states was established in Southeastern and Eastern Europe
to isolate the Soviet Union and to act as a counterweight against
a possible German risorgimento. The United States, while not
profiting from the war in a territorial sense, emerged as eco-
nomically the most powerful nation in the world, a creditor on
a vast scale where a few years before she had still been a heavy
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debtor to the European capital-exporting nations. It was already
clear that the United States would play a key role in future
imperialist conflicts. Italy was too weak at the end of the war
to collect what had been promised her for her entrance on the
Allied side. Finally Japan, which was involved in the hostilities
only peripherally, took advantage of the preoccupation of the
Western powers to extend her territory and sphere of influence
in the Far East; she was, however, as yet too weak to hold all
of her gains and was forced to disgorge by the United States
and England after peace was re-established in Europe.

From the point of view of the structure of world imperialism,
the results of the first major war of redivision may be summed
up as follows: (1) German power was temporarily smashed, and
her colonial empire was taken over by the victorious nations
(chiefly England and France); (2) Austria-Fungary was elimi-
nated from the imperialist scene; (3) the United States emerged
as the economically strongest nation in the world; (4) Italy and
Japan, though on the winning side, were frustrated in their im-
perial ambitions; and, finally, (5) Russia withdrew entirely from
the arena of imperialist rivalry and commenced the task of build-
ing the world’s first socialist society. The basic pattern of the
second war of redivision was already discernible in the results
of the first.

Some of the most important developments of the perind be-
tween wars of redivision will be analysed in detail in the next
chapter. From our present point of view the course of events
was straightforward. Those nations which were left out in the
first partition of the world, and lost or failed to benefit from
the first war of redivision, the nations in which capital had the
least opportunity for internal expansion, soon set about preparing
for a second redivision. The actual campaign began with the
Japanese invasion of Manchuria in 1931 and continued through
the Italian absorption of Ethiopia (1935), the Spanish Civil War
(1936),* the renewed push of Japan into China (1937), and

® The inclusion of the Spanish Civil War perhaps requires a word of
explanation. The Franco rebellion was in reality an instrument of German
and Italian policy; without the support of the fascist nations it would have
been quickly suppressed. Germany and Italy were interested in establish-
ing control over Spanish resources and in strengthening their strategic
position vis-d-vis Britain and France.
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finally the series of direct German aggressions on the European
continent, beginning with the occupation of Austria in 1938 and
continuing in an unbroken succession to the present time. The
Second World War as a whole, however, is not, like the first, a
simple inter-imperialist struggle for redivision of the world. It
is in reality three distinct wars which are merged together only
in a military sense and even in this respect incompletely. The
first of these three wars is a war of redivision on the 1914-18
pattern with Germany, Italy, and Japan on one side and Great
Britain and the United States on the other side; the second 1s a
war between capitalism and socialism - with Germany on one
side and the Soviet Union on the other; the third is an anti-
imperialist war of national independence waged by China against
Japan.*

The special characteristics of the present war, of which there
are many, can be comprehended only when the fact is grasped
that it is not one war which is being fought but three. It is not,
however, our purpose to pursue this question further here but
only to point out that the three-in-one character of the war
brings into sharpest possible relief the limits to the expansion
and even to the continued existence of imperialism as a system
of world economy. Whereas the first period of world-wide hos-
tilities was a period of exclusively inter-imperialist rivalry, at the
present time anti-imperialist struggle is at least as important a
component of the total pattern of conflict. The causes and im-
plications of this will be examined in the next section.

6. Tue Limirs or IMPERIALISM

If we consider the system of imperialism as a whole, rather
than single imperialist nations, it is apparent that it raises up
against itself two types of opponent and that its expansion en-
hances their potential power of opposition. It is here that we
must seek for the factors which will ultimately set the limits
of imperialism and prepare the way for its downfall as a system
of world economy.

The first opposition force arises, as we have already seen, from

* From the Japanese standpoint it is, of course, an imperialist war to
subjugate a semi-independent backward area.
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the internal development of the imperialist countries. Class lines
are drawn ever more tightly and class conflict grows in intensity.
Eventually the working class is forced to adopt an anti-capitalist
position and to set as its goal the attainment of socialism. But in
the era of imperialism, anti-capitalism necessarily means also
anti-imperialism. The special features of imperialist policy, which
make for increased internal exploitation and international war,
serve to enhance the opposition of workers, though the roots
of this working-class attitude are to be found in the structure of
capitalist society in general. We may speak in this connection
of socialist opposition to imperialism. Such opposition is in itself
not capable of preventing the expansion of imperialism. Its real
significance emerges only in the closing stages of a war of re-
division when the economic and social structure of the imperi-
alist powers is seriously weakened and revolutionary situations
mature in the most severely affected areas. Successful socialist
revolutions then become possible; the chain of world imperialism
tends to breal in its weakest links.* This is what took place in
Russia in 1917. The Bolshevik revolution established new socialist
relations of production in Russia with the result that a large
part of the earth’s surface was withdrawn at one stroke from the
world system of imperialism and formed the nucleus for a future
world economy on a socialist basis. It seems safe to predict that
this process will be repeated, perhaps on an even larger scale,

‘before the present international conflict has exhausted itself.

Thus we see that the first limit to imperialism is the result of
the interaction of its national and international aspects. The
crucial opposition force originates within the imperialist nations
but the conditions for its triumph are established by the wars
of redivision which are a recurring feature of imperialism consid-
ered as an international system. This is the dialectic, so to speak,
of the birth and growth of socialism. Moreover the limit to im-
perialism implicit in the rise of socialism is in the long run a
contracting limit. Some of the implications of this fact for the

.' The theory that im‘ferialism breaks first not necessarily in the coun-
tries which are most advanced but rather in the ‘weakest link,’ which is

guite likely to be a relatively backward capitalist nation, was apparently
rst put forward by Lenin. See Joseph Stalin, Leninisnr (1928), pp- 01 1.
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future of world economy will be considered in the final chapter
of the present work.

The second fundamental limit to imperialism arises from the
relations between metropolis and colony.* The introduction of
cheap manufactured commodities and the import of capital into
the colonial economy revolutionize the pre-existing mode of
production. Handicraft industries are dealt a crippling blow;
modern means of transport and communication break down
the local separatism inherent in pre-capitalist production; old
social relations are dissolved; a native bourgeoisie arises and takes
the lead in promoting a spirit of nationalism such as that which
characterized the carly development of capitalism in the now
advanced industrial nations. At the same time, however, the
development of colonial economy is not well balanced. Under
the domination of imperialism, industrialization advances very
slowly, too slowly to absorb the steady flow of handicraft pro-
ducers who are ruined by the competition of machine-made
products from the factories of the advanced regions®The conse-
quence is a swelling of the ranks of the peasantry, increased
pressure on the land, and a deterioration of the productivity and
living standards of the agricultural masses who constitute by far
the largest. section of the colonial populations. Imperialism thus
creates economic problems in the colonies which it is unable to
solve. The essential conditions for improvement are fundamental
changes in the land system, reduction of the numbers dependent
upon agriculture, and increase in the productivity of agriculture,
all objectives which can be attained only in conjunction with a
relatively high rate of industrialization. Imperialism is unwilling
to reform the land system because its rule typically depends
upon the support of the colonial landlord class, both native and
foreign; the interests of producers, and especially monopolisti-
cally organized producers, in the metropolis prevent the erection
of colonial protective-tariff barriers and in other ways inhibit
the growth of industrialism in the backward areas. The inevi-
table consequence is that colonial economy stagnates, and living

* The term ‘colony’ as used here is not to be inte_q;‘reted in a legalistic
sense; it applies equally to the backward areas which are the object of

imperialist economic exploitation even though they may be formally inde-
pendent nations.
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conditions for the great majority of the people tend to become
worse rather than better. All classes of the colonial populations,
with the exception of the landlords and a few relatively small
groups which are in effect agents of imperialist rule, are there-
fore thrown into the struggle for national independence. Along-
side the socialist opposition to imperialism within the advanced
countries we have here the nationalist opposition in the back-
ward countries.

The relation between the two major forces opposing imperi-
alism is a complex one which cannot be fully analysed here. We
must be content with a few brief suggestions. There obviously
exists a firm foundation for an alliance between the socialist
opposition to imperialism in the advanced countries and the
nationalist opposition in the colonial countries. The rise and spread
of an independent socialist section of the world, however, intro-
duces certain complications. It was pointed out above that the
colonial bourgeoisie takes the lead in organizing and promoting
movements of national independence, but the ultimate objective
of the colonial bourgeoisie is the establishment of independent
capitalist nations. Consequently it sees enemies in both imperi-
alism and socialism. The colonial working class, on the other
hand, though numerically small, adopts a socialist goal almost
from the outset; while the oppressed agricultural masses are not
unreceptive to socialist ideas and tend to follow the leadership
of those who demonstrate most clearly by their actions that they
mean to win a genuine improvement in conditions. The position
of the colonial bourgeoisie tends more and more to unfit it for
the role of leadership which it assumes in the early stages of the
national movement. It wavers between accepting the support
of the forces of socialism, both external and internal, against im-
perialism, and temporizing with imperialism in order to keep in
check the socialist menace. The result is a policy which always
stops short of decisive action, reverses itself and backtracks, then
once again moves hesitantly forward. Since this is not the kind
of policy which can make a strong appeal to the mass of the
peasantry, and since without such support the national inde-
pendence movement is impotent, it follows that leadership
gradually tends to slip out of the hands of bourgeois elements
and into the hands of the working class in alliance with the more
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advanced sections of the peasantry, which, though not neces-
sarily socialist in their convictions, nevertheless have no stake in
the maintenance of capitalist relations of production after inde-
pendence is achieved. Eventually, therefore, it falls to the lot
of the working class to lead the nationalist opposition to imperi-
alism in the colonial countries just as it stands ac the head of
the socialist opposition to imperialism in the advanced countries.
When this stage has been reached the two great opposition
forces are united not only in their immediate objectives but also
in their ultimate resolve to work for a socialist world economy
as a way out of the growing contradictions of imperialist world
economy. In the long run the colonial bourgeoisie is unable to
play an independent historical role and must split up into two
opposing factions, one of which attempts to save its own pre-
carious privileges by means of an open alliance with imperialism,
while the other remains true to the cause of national independ-
ence even though the price is the acceptance of socialism.

Hence we see, finally, that what started as two independent
forces opposed to imperialism tend to merge into one great
movement. Just as in the advanced capitalist countries them-
selves, so also on a world scale the issue becomes ever more
clearly defined as Imperialism versus Socialism, with the mount-
ing contradictions of imperialism ensuring its own decline and
the concomitant spread of socialism.

XVIII
FASCISM

SPEAKING in general terms, fascism, as it exists in Germany and
Italy, is one form which imperialism assumes in the age of wars
of redivision. The present chapter will be devoted to the elabora-
tion of this theme on the foundation of the theory of imperialism
set forth in the preceding pages.

1. Tue Conbprrions or Fascism

Fascism arises under certain specific historical conditions
which are in turn the product of the impact of imperialist wars
of redivision on the economic and social structure of advanced
capitalist nations. According to military and diplomatic usage,
at the end of a war belligerent nations are put into two cate-
gories, those on the winning side and those on the losing side.
The extent of the damage to the internal social structure of the
various countries, however, provides a more significant basis for
classification. According to the extent and scverity of the damage
suffered it is possible to arrange the countries in a series, ranging
from those which emerge virtually unscathed or even actually
strengthened to those in which the pre-existing structure of eco-
nomic, political, and social relations is completely shattered.
Usually the nations on the winning side stand nearer the top
and those on the losing side ncarer the bottom of the scale, but
the correlation is far from perfect.

It i3 not easy to establish criteria by which to judge the extent
and severity of the damage suffered by a country as a result
of war, but certain related symptoms would no doubt be widely
recognized as indicative: extreme scarcity of food and other
necessaries of life; partial breakdown of ‘law and order’; disor-
ganization, poor discipline, and unreliability in the armed forces;
loss of confidence on the part of the ruling class; and lack of
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regard for established habits of thought and behavior among
wide sectlons of the populatnon Conditions of this sort are
almost certain to give rise to revolutionary struggles which may
cventuate in a decisive victory for the counter-revolution; in an
overthrow of the existing structure of property relations and
the establishment of socialism—as happened in Russia in 1917,
or in a temporary stalemate in which neither of the major con-
tending forces, the working class or the capitalist class, is able
to gain a decisive triumph—as happened in Germany and, less
unambiguously, in other parts of central and eastern Europe in
1918 and 1919. It is the last case which interests us here.

The fact that the revolution stops short of a socialist consum-
mation is, in a very real sense, the key to subsequent develop-
ments. What emerges may best be describcd as a transitional
condition of class equilibrium resting on a foundation of capi-
talist property relations. Juridically this balance of class forces
tends to express itself in an ultra-democratic state form, to which
the name of the ‘people’s republic’ was applied by Otto Bauer.®
The people’s republic leaves the capitalists in control of the
economy but at the same time affords to the working class a
share in state power and freedom to organize and agitate for
the achievement of its own ends. The personnel of the state ap-
paratus is largely unchanged, but the weakness and unreliability
of the armed forces at the disposal of the state obliges the capi-
talists to pursue a policy of temporization and compromise.

The democratic character of the people’s republic gives rise
to a variety of illusions. Liberals see in the sharing of state power
and the compromises which necessarily result an earnest of class
co-operation and the softening of social conflict; revisionists be-
lieve that the people’s republic is merely a stepping stone to the
gradual achievement of socialism. The reality of heightened class
antagonism behind the temporary balance of forces is too often
overlooked. But these optimistic diagnoses are soon discredited
by events. Nothing proves so clearly the unstable and imperma-
nent character of the people’s republic as its inability to melio-
rate the contradictions of capitalist production. These contradic-

* Die Osterreichische Revolution (1923), especially Ch. 16 (‘Die Volks-

republik’). Bauer was under no illusions as to the stability or permanence
of the people’s republic.
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tions, far from being eliminated, are on the contrary intensified.
The gains won by the greatly strengthened trade unions and the
enactment of social legislation under working-class pressure put
burdens on capitalist production which it is ill prepared and
even less willing to bear. Big capital meets this situation in two
ways. Fivst, by tightening up its monopolistic organizations and
squeezing the middle classes. The latter, already impoverished
by the war and the subsequent derangement of economic life
which, in the form of inflation, bears particularly heavily on
those with small savings and no organizations to protect them,
now find that their desperate position is but slightly improved
by the return of ‘law and order,” that they are in effect the
orphan children of the people’s republic. Second, the capitalists
embark upon an intensive campaign of ‘rationalization,” that is
to say the substitution of machinery for labor power and the
intensification of the labor process, thch has the consequence
of swelling the ranks of the reserve army. It is, of course, true
that making good the economic destruction and wastage of the
war period provides the basis for a considerable upswing in
economic activity, an upswing which nearly everywhere in
Europe during the 1920s was encouraged and supported by the
importation of capital from the United States. For a time the
production of means of production is severed from its depend-
ence on the market for consumption goods, but only for a time.
Once the productive mechanism has been substantially rebuilt
the discovery is made that the demand for consumption goods,
depressed as it is by the impoverishment of the middle classes
and by technological unemployment among the workers, is in-
adequate to support high levels of economic activity. A crisis
followed by a sharp decline of production and employment be-
comes unavoidable,

From the standpoint of capitalist production such a crisis
could be mitigated or overcome by the normal imperialist
method of expansion abroad. But it is precisely the countries
which were most severely weakened by the preceding war
which have the least opportunities to follow this course. Their
colonies were taken from them, and their military strength is so
depleted that they cannot pursue an aggressive foreign policy.
Moreover the political influence of the working class under the
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people’s republic is definitely opposed to embarking upon new
imperialist adventures. Hilferding, writing in 1931 and with re-
cent German experience in mind, was so impressed by this state
of affairs that he regarded imperialist expansionism as almost a
thing of the past. ‘It is the stronger control over foreign policy
in the democratic countries, he wrote, ‘which limits to an
extraordinary degree finance capital’s disposal over the state
power.” * This was truc enough at the time it was written, but
unfortunately Hilferding was no longer able, as he once had
been, to draw conclusions from his own analysis.

The argument of this section may be briefly summed up as
follows: a nation, the cconomic and social structure of which
is seriously disrupted as the result of an imperialist war of re-

division, may, failing a successful socialist revolution, enter upon.

a period of class equilibrium on the basis of capitalist relations
of production. Under such conditions, the intensification of the
contradictions of capitalism leads to a severe internal crisis which
cannot be ‘solved’ by resort to the normal methods of imperi-
alist expansion. This is, so to speak, the soil in which fascism
takes root and grows.

2. Fascism’s Rise To PowEer

Both the origins and the mass base of fascism are to be found
in the middle classes, which form such a large section of the
population of capitalist countrics in the period of monopoly
capitalism. Lenin pointed out very clearly the characteristics of
middle-class psychology which, under appropriate circum-
stances, foster and encourage the growth of a fascist movement:

For Marxists it is well established theoretically—and the experi-
ence of all European revolutions and revolutionary movements
has fully confirmed it—that the small proprietor (a social type
that is very widely represented in many European countries),
who, under capitalism, suffers constant oppression and very often
an incredibly sharp and rapid worsening of conditions of life
and even ruin, easily becomes extremely revolutionary, but is
incapable of displaying perseverance, ability to organize, disci-
pline and firmness. The petty bourgeois, ‘furious’ over the hor-
rors of capitalism, is a social phenomenon which like anarchism,
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is characteristic of all capitalist countries. The instability of such
revolutionism, its barrenness, its ability to become swiftly trans-
formed into submission, apathy, phantasy, and even into a ‘mad’
infatuation with one or another bourgeois ‘fad’—all this is a
matter of common knowledge.?

What Lenin here says of the small proprietor applies in varying
degrees to wide sectors of the middle classes. It is precisely these
groups which are most disastrously affected during the period
of class-equilibrium capitalism which may follow an unsuccess-
ful war of redivision. They constitute the core of fascism’s popu-
lar support. Once the movement has begun to make headway,
other eiements of the population are attracted to it, though not
always for the same reasons; these include certain groups of un-
organized workers, independent farmers, part of the army of
unemployed, declassed and criminal eclements (the so-called
lumpenproletariat), and youths from all classes who see ahead
but meager opportnnities for a normal career.

The ideology and program of fascism reflect the social posi-
tion of the middle classes and in this respect are merely an in-
tensification of attitudes which have already been shown to be
characteristic of imperialism.* The chief ingredients have a nega-
tive character, namely, hostility to organized labor on the one
hand and to monopoly capital on the other hand. On the posi-
tive side the middle classes compensate for their lack of common
class interests and solid organiiational bases by glorification of
the nation and the ‘race’ to which they belong. Foreigners and
racial minorities are blamed for misfortunes the nature of which
is not understood. + So far as internal economic and social prob-
lems are concerned the program of fascism is a mass of ill-
digested and often mutually contradictory proposals which are
notable chiefly for their unmistakably demagogic character.
Hardly any of these proposals is novel or original; almost with-
out exception they have appeared and reappeared in ecarlier pe-
riods of social distress. What gives to fascism coherence and
vitality is its stress on nationalism, its demand for the restoration
of a strong state power, and its call for a war of revenge and

* See above, pp. 316,

+ This is not to deny that middle-class support for discrimination against
minorities also rests on grounds of immediate economic advantage
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foreign conquest. It is this which provides a firm foundation
for rapprochement between fascism and the capitalist class.

The attitude of capitalists towards fascism is at first one of
reserve and suspicion; they particularly distrust it for its in-
temperate attacks on financial capital. But as the movement
spreads and gains in pop ilar support, the attitude of capitalists
undergoes a graduzl transformation. Their own position is a
difficult one, caught as they are between the demands of the
organized working class and the ‘encirclement’ of rival capitalist
powers. Ordinarily under such circumstances the capitalist class
would make use of the state power to curb the workers and to
improve its own international position, but now this course is
not open to it. The state is weak and the workers share in its
control. Consequently fascism, once it has proved its right to be
taken seriously, comes to be looked upon as a potentially valu-
able ally against the capitalists’ two worst enemies, the workers
of their own country and the capitalists of foreign countries;
for the gennineness of fascism's hatred of workers and foreigners
is never open to doubt. By means of an alliance with fascism the
capitalist class hopes to re-establish the strong state, subordinate
the working class, and extend its vital ‘living space’ at the ex-

ense of rival imperialist powers. This is the reason for the finan-
cial subsidies by which capitalists support the fascist movement
and, perhaps even more important, for the tolerance which the
capitalist-dominated state personnel displays in dealing with the
violent and illegal methods of fascism.

It must not be supposed, that the capitalists are altogether
happy about the rise of fascism. Unquestionably they would
prefer to solve their problems in their own way if that were
possible. But their impotence forces them to strengthen fascism,
and when at length conditions become generally intolerable and
a new revolutionary situation looms on the horizon, the capi-
talists, from their positions inside the citadel of state power,
throw open the gates and admit the fascist legions.

3. TuE Fascist ‘RevoLutionN’

Once in power, fascism sets out with ruthless energy to de-
stroy the class equilibrium which underlies the indecision and
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paralysis of the people’s republic. Trade unions and working-
class political parties receive the first and hardest tlows; their
organizations are smashed and their leaders killed, imprisoned,
or driven into exile. Next comes the establishment of the strong
state and finally, with these necessary preliminaries attended to,
the swinging into full-scale preparations for a new war of re-
division. In these three steps are comprehended what is often
called the fascist ‘revolution.’

The building up of state power is itself a complex process
which inevitably involves the sloughing off of the middle-class
radical program on the basis of which fascism rose to power.
‘Whether or not this is a deliberate choice on the part of the
fascist leaders is a question which need not even be raised. The
fascist program is self-contradictory and takes no account of the
real character of economic laws; it would be bitterly opposed
by all the powerful elements of the capitalist class. To attempt
to put it into practice would be to court disaster and perhaps to
make forever impossible the realization of the dreams of foreign
conquest which constitute the ideological core of fascism. Not
f)nly can fascism not afford to incur the hostility of capitalists;
it requires their full co-operation, since they occupy the stra-
t:egic positions in the economy and possess the necessary train-
ing and experience to make it run. The capitalists, on their side,
welcome the smashing of the organized power of the working
class and look forward with enthusiasm to the resumption of a
policy of foreign expansionism. Rebuilding the state power
therefore takes place on the basis of an ever-closer alliance be-
tween fascism and capital, particularly monopoly capital in the
all-important heavy industries.

Politically, the establishment of the strong state involves scrap-
ping the paraphernalia of political parties appropriate to parlia-
mentary democracy. But this is not all. Extremist elements
within the fascist party itself are bitterly resentful at what they
can only regard as a betrayal of the fascist program of social
reform, and they insistently press for a ‘second revolution.” The
developing crisis within the ranks of fascism is met by a purge
of the dissident leaders and the integration of the private fascist
armies into the regular armed forces of the state. From this time
on the fascist party loses its independent significance and be-
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comes in effect a mere adjunct of the state apparatus. By these
acts fascism finally and irrevocably transfers its social base from
the middle classes to monopoly capital. There now takes place
an interpenetration of the top fascist leadership and the dominant
circles of monopoly capital which results in the creation of a
new ruling oligarchy disposing in a co-ordinated fashion over
economic and political power. The full energies of the nation are
henceforth directed to réarming; all other considerations of eco-
nomic and social policy are subordinated to the overriding aim
of waging and winning a new imperialist war of redivision.

The accomplishments of the fascist ‘revolution’ are thus the
smashing of the pre-existing class equilibrium, the establishment
of the strong state, and the preparation of the nation for a new
war of redivision. Far from overthrowing capitalist imperialism,
fascism in reality lays bare its monopolistic, violent, and expan-
sionary essence.

4. Tue RuLing Crass UNDER Fascism

There have been so many theories of fascismm which interpret
it as a novel social order, fundamentally neither capitalist nor
socialist in character, that it may not be out of place to formu-
late somewhat more explicitly our own attitude towards this
problem.* The theories in question usually concede that fascism
has retained the forms of capitalism but hold that these forms
merely constitute a screen under cover of which a new ruling
class takes over the real controls and manipulates them for its
own ends. What these ends are is commonly left somewhat
vague, but it is perhaps not inaccurate to say that most writers
conceive of them in terms of power. In pursuit of power the
fascist ruling class, it is alleged, disregards the ‘rules of the capi-
talist game’; consequently fascism is a new society which neither
obeys the laws nor suffers from the contradictions of capitalism.
A full exploration of this thesis would, of course, require an
analysis of concrete fascist societies such as cannot be attempted

* Much of the following analysis is taken from the author’s article,

”>

‘The Illusion of the “Managerial Revolution”,’ Science and Society, Winter
1942,
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here.* But it may be a useful exercise to test the concept of the
new fascist ‘ruling class’ in the light of the theory of capitalism
set forth in this book.

Class affiliation is not a question of social origins. One who
is born into the working class can become a capitalist and vice
versa. Common social origins are important to the thinking and
cohesiveness of a class, but they do not determine its composi-
tion. This is a matter of the position which individuals actually
occupy in society, that is to say their relations to others and to
society as a whole. For Marxism this means, primarily, position
in the structure of cconomic relations which dominate the
totality of social relations. It is by this path that we arrive at
the definition of the ruling class as comprising those persons who
individually or in combination exercise control over the means
of production.

This is a general definition which is unobjectionable as far as it
goes, but it is important to realize that it does not go very far
and that its uncritical application can pe misleading. While it is
correct that the ruling class is made up of those who control the
means of production, the converse is not necessarily true. Con-
trol over the means of production is by no means synonymous
with exploitation of one part of society by another. If the rela-
tion of exploitation does not exist, the concept of a ruling class
is inapplicable; the society is said to be classless. The most un-
ambiguous example of a classless society is provided by what
Marx called ‘simple commodity production’ in which each pro-
ducer owns and works with his own means of production. More-
over, because of its nature as a general definition applying
equally to all class societies, the definition in question furnishes
no clue to the differences between them and hence no criteria
for telling one ruling class from another. To put the problem
crudely, suppose that a new set of individuals acquires control

over the means of production. Is it a new ruling class or just a

new personnel for the old ruling class? The general definition
is of no assistance in answering this question.
“This example should serve to warn us of the impossibility
"For an admirable study of German fascism, see Franz Neumann,

Behemoth, 1942. Neumann's conclusions are substantially identical with
those reached in the present work.
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of treating the problem of the ruling class as an abstract prob-
lem of society in general. We must be historically specific if we
are to make the concept a useful instrument of social analysis.
This means that in the case of every particular ruling class we
must carefully specify the character of the social relations in
which it occupies the dominant position, and the form of con-
trol which it exercises over the means of production. It is these
factors, and these factors alone, which determine the motives
and objectives of the ruling class. In this way we can distinguish
between ruling classes; we shall, in short, have a method of
separating genuine social revolutions (shifts in class rule) from
mere substitutions, more or less thorough as the case may be, of
new faces for old.

Let us now apply these considerations to the case of capitalism.
Here we have two basic classes, apart from intermediate groups
and remnants of earlier social forms, namely, the capitalists who
own the means of production and the class of free wage laborers
who own nothing but their own capacity to work. The impor-
tance of the form of control exercised over the means of produc-
tion cannot be overemphasized. This form is the ownership of
capital, from which, of course, capitalism derives its designation;
exploitation correspondingly takes the form of the production
of surplus value. ‘Capital’ is not simply another name for means
of production; it is means of production reduced to a quali-
tatively homogenecous and quantitatively measurable fund of
value. The concern of the capitalist is not with means of produc-
tion as such, but with capital, and this necessarily means capital
regarded as a quantity, for capital has only one dimension, the
dimension of magnitude.

We have. already seen in earlier chapters that the concern of
the capitalist with the quantity of capital has the consequence
that the expansion of capital becomes his primary and dominant
objective. His social status is decided, and can only be decided,
by the quantity of capital under his control; moreover even if
the capitalist as an individual were content to ‘maintain his capi-
tal intact,” without increase, he could rationally pursue this end
only by striving to expand. Capital ‘naturally’ tends to contract
—the forces of competition and technological change work
wholly in this direction—and this tendency can be defeated only

THE RULING CLASS UNDER FASCISM 339

by a continuous effort to expand. Fundamentally surplus value
is an increment to capital; the fact that the capitalist consumes
a part of his income is a secondary phenomenon.

The objective of expanding capital is thus not one which
capitalists are free to take or leave as they choose; they must pur-
sue it on pain of elimination from the ruling class. This holds
equally for actual owners of capital and for those who, though
not themselves substantial owners, come into the ‘management’
of capital, as not infrequently happens in the modern large cor-
poration. Neither is in any sense a free agent. The ruling class
under capitalism is made up of the functionaries of capital, those
whose motives and objectives are prescribed for them by the
specific historical form of their control over the means of pro-
duction. It was this which caused Marx to remark, in the Preface
to the first edition of Capital: ‘My standpoint, from which the
evolution of the economic formation of society is viewed as a
process of natural history, can less than any other make the indi-
vidual responsible for relations whose creature he socially re-
mains, however much he may subjectively raise himself above
them.

This analysis helps us to solve the problem of the ruling class
under fascism. As we have seen, the forms of capitalism are pre-
served: the means of production retain the form of capital; ex-
ploitation continues to take the form of production of surplus
value. Consequently the ruling class is still the capitalist class.
Its personnel, however, is somewhat altered. For example,
Jewish capitalists may be expropriated, and many fascist leaders
use their political power to acquire important positions in indus-
try. But these new members of the ruling class do not bring with
them a new set of motives and objectives which are at variance
with the outlook of the incumbent capitalists. On the contrary,
they soon adopt as their own the motives and objectives which
inevitably flow from the position in society which they come to
occupy. They are now responsible to capital; like every one else
in this position they must strive to preserve and expand it. As
in the case of all parvenus, however, they bring to their task
greater energy and fewer scruples than those who, by training
and tradition, are accustomed to fulfilling the obligations im-
posed upon the functionary of capital.

23
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The infusion of new blood into the ranks of the capitalist
class is thus one very significant consequence of the victory of
fascism. Another, no less important, is the increasing absorption
of the organs of monopoly capital into the state apparatus.
Chambers of commerce, employers’ associations, cartels, and
other similar bodies are made compulsory and are directly
clothed with the authority of the state; tneir activities in turn
are co-ordinated through a hierarchical series of boards and com-
mittees, leading up to governmental ministries at the top. At each
stage officials and experts are drawn primarily from the experi-
enced personnel of industry and finance, with the addition, how-
ever, of many who have risen to prominence through their po-
litical activity in the fascist movement. Tendencies inherent in
capitalism in its imperialist phase here reach their climax. The
expanding economic functions of the state and the centralization
of capital meet in what might be described as a formal marriage
between the state and monopoly capital. The separate channels
through which the ruling class exercises economic and political
power in a parliamentary democracy are merged into one under
fascism,

It is important not to misunderstand the nature and signifi-
cance of this process. In particular it must be stressed that what
takes place is not the organic unification of all capital into one
gigantic trust—what Hilferding called the ‘general cartel’ *—with
the government, so to speak, as the board of directors. Capital
remains divided into organizationally distinct units which for
the most part have the corporate form. Those who dominate
the largest corporations constitute the ruling oligarchy, while
those attached to smaller units of capital occupy an inferior posi-
tion in the economic and social hierarchy. Moreover within the
ruling oligarchy itself the position of the individual is roughly
proportional to the magnitude of the capital which he repre-
sents, just as, for example, in feudal society the lords holding the
greatest domains outrank their lesser rivals. For this reason the
urge to self-expansion remains as strong as ever in the separate
segments of capital. There are four methods of expansion open
to the larger units of monopoly capital: internal accumulation,
absorption of smaller capitals, expansion abroad, and expansion
at the expense of each other. The last of these, if practiced to
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extremes, can seriously weaken monopoly capital as a whole and
hence must be kept under fairly strict control by the ruling
oligarchy; but no such objection applies to the first three. Con-
sequently the great corporations and combines reinvest their
profits, vie with one another in gobbling up small capitals and
use the state in a variety of ways to extend their ‘living space’
at the expense of foreign nations. Each hopes by skilful exploita-
tion of its opportunities to enhance its relative importance and
power without, however, becoming involved in a costly and
possibly even suicidal struggle with its rivals. The imperative
need for a unified policy against the masses at home and against
the outside world docs not, therefore, prevent monopoly capi-
talists from carrying on a continuous, though largely unob-
served, campaign for expansion and preferment within the
framework of the fascist economy.

At one time I thought fascism could be aptly described as
‘state capitalism,” which I defined as ‘a society which is entirely
capitalist in its class structure but in which there is a high degree
of political centralization of economic power.”* The definition
itself, while perhaps lacking in exactness, is not an incorrect
characterization of fascism, but a consideration of the way in
which other writers, and particularly Marxists, have used the
term ‘state capitalism’ has led me to the conclusion that its appli-
cation to the case of fascism is more likely to be confusing than
helpful. Bukharin’s description of state capitalism may be taken
as more or less typical of the way in which the concept has
often been understood. Starting from a society ‘in which the
capitalist class is unified in a single trust and we have to do
with an organized but at the same time from a class standpoint
antagonistic economic system,’” Bukharin proceeds as follows:

Is accumulation possible here? Naturally. Constant capitat
grows since the consumption of capitalists grows. New branches
of production corresponding to new needs are always arising.
The consumption of workers grows, though definite limits are
placed upon it. In spite of this ‘underconsumption’ of the masses
no crisis arises since the demund of the various branches of pro-
duction for each other’s products as well as the demand for con-
sumption goods . . . is laid down in advance. (Instead of
‘anarchy’ of production—what is from the standpoint of capital
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a rational plan.) If a mistake is made in production goods, the
surplus is added to inventory and a corresponding correction
made in the next production period. If a mistake is made in
workers’ consumption goods the surplus can be divided among
the workers or destroyed. Also in the case of a mistake in the
production of luxury goods ‘the way out’ is clear. Thus there
can be no kind of crisis of general overproduction.. In gengral,
production proceeds smoothly. Capitalists’ consumption provides
the motive for production and for the Productan plan. Conse-
quently there is in this case not a specially rapid development
of production.®

Now whatever the merits of this model for the particular re-
stricted theoretical purposes which Bukharin had in mind, it is
clear that it does not fit the case of fascism, nor for that matter
does it throw light upon any actual tendencies of capitalist pro-
duction. Fascism is not a society ‘in which the capitalist class is
unified in a single trust,’ and it is emphatically not true that
‘capitalists’ consumption provides the motive for production and
for the production plan.” On the contrary, capital, and hence
also the capitalist class, remains divided into organizationally dis-
tinct units; and accumulation remains the dominant motive of
production under fascism as under all other forms of capitalist
society. In the next section we snall attempt to bring out the
implications of these closely related facts.

5. Can Fascism ELiMiINATE THE CONTRADICTIONS OF CAPITALISM?

The contradictions of capitalism arise, as Marx expressed it,
‘from the fact that capital and its self-expansion appear as the
starting and closing point, as the motive and aim of production;
that production is merely production for capital, and not vice
versa, the means of production mere means for an ever expand-
ing system of the life process for the benefit of the sociery of
producers.’ ® This characterization, as we have seen, holds good
for fascism, but there is this difference, that under fascisrn con-
trol over the economic system is centralized, conflicts between
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mists have appropriately called a ‘steered economy’ (gesteuerte
Wirtschaft) in which the individual capitalist must subordinate
himself to a unified national policy. The question naturally
arises, whether complete centralization of economic control in
itself provides a basis for the elimination of the contradictions
of capitalism.

Those who reply to this question in the affirmative commonly
argue that the correctness of their answer has already been
demonstrated in practice. The chiet contradiction of capitalism,
according to this view, consists in economic stagnation, relatively
low levels of production, and mass unemployment. It was capi-
talism’s inability to overcome this condition which set the stage
for fascism’s rise to power. But once in power, fascism quickly
demonstrated its ability to eliminate unemployment and step
up production to maximum levels. Consequcntly it must be con-
cluded that fascism has succeeded in freeing itself from the basic
contradiction of capitalism. While this argument may have a cer-
tain surface plausibility, a closer examination clearly reveals its
fallacious character. Actually the contradiction of capitalism
consists in an inability to utilize the means of production ‘for
an ever expanding system of the life process for the benefit of
the society or producers.” Under certain circumstances this mani-
fests itself in stagnation and unemployment, that is to say, in
the non-utilization of a part of the means of production. Under
other circumstances, however, it manifests itself in the utilization
of the means of production for the purposes of foreign expan-
sion. Stagnation and unemployment on the one hand and mili-
tarism and war on the other are therefore alternative, and to a
large extent mutually exclusive, forms of expression of the con-
tradiction of capitalism. When this fact is understood the
achievement of fascism appears in its true perspective. Fascism
has given no evidence of ability to overcome stagnation and un-
employment through the use of material and human resources
for the expansion of use values for the mass of the people. On
the contrary, it has from the beginning devoted all the resources
at its disposal to the preparation and waging of an imperialist
war of redivision. Under fascism enforced idleness gives way to
violence and bloodshed. This is not an overcoming of the con-
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tradictions of capitalism; rather it is a revelation of how deep-
seated they really are.

Let us suppose, for purposes of carrying the analysis a step
further, that a fascist nation emerges from war with its social
structure intact arid with its territory and colonies vastly ex-
panded. What then would be its probable subsequent dcvelo?-
ment? Would it be able to create a planned and stable economic
order capable alike of avoiding internal depression and of
eschewing further external aggression? If it were legitimate to
assume that the objective of production would, under such cir-
cumstances, be shifted from the accumulation of capital to the
expansion of use values, then we should certainly have to answer
this question in the affirmative, for it is impossible to question
the abstract possibility of a planned economy free of the contra-
dictions of capitalism, We are, however, not dealing with an ab-
stract possibility but with a concrete form of society which can
be understood only in terms of its own history and structure.
From this standpoint there is not the slightest ground for antici-
pating that fascism either could or would abandon accumulation
of capital as the primary objective of economic activity. On 'the
contrary, there is every reason to assume that monopoly capital,
with the full assistance and protection of the state, would set
out at once to exploit for its own self-expansion any new terri-
tories or colonies which might be gained as the result of war.

Nevertheless, it is more than probable that fascism would re-
tain a highly centralized, state-directed economy. We can there-
fore take it for granted that stagnation and mass unemployment
would under no circumstances be allowed to appear. But this
does not imply the elimination of the contradictions of capitalism
any more than the suppression of a symptom implies the cure of
a disease. If, and this seems a likely case, the consumption of the
masses were held under strict control and accumulation were
allowed to proceed at an accelerating tempo, there would inter-
vene a period of boom conditions which might last for a con-
siderable period of time. Eventually, however, the tendency to
underconsumption would begin to make itself felt in the appear-
ance of excess capacity not only in the consumption-goods but
also in the production-goods industries. Fascism would now have
to face again the very same problem which confronted it when
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it first achieved state power. Should means of production be
diverted to raising the living standards of the masses, or should
they be mobilized once more for a new war of conquest? Know-
ing what we do of fascism, and remembering that we have as-
sumed that one adventure in foreign aggression turned out to
be a success, it is not difficult to imagine what the decision
would be.

This is not the only possible course of development. Alterna-
tively, the fascist state might find it advisable to allow living
standards to rise in the metropolis and correspondingly to check
the rate of accumulation to a certain extent. Such a policy would
undoubtedly be feasible for a time, but if it were persisted 1in,
it would certainly entail a falling rate of profit. Since we have
ruled out crisis and depression as a corrective of a decline in
profitability, we must assume that the ruling oligarchy would
find it necessary to initiate deliberate measures to reverse the
trend. This could be done by reducing wages, a device which
never fails to appeal to capitalists but which has the unfortunate
effect of bringing to life the tendency to underconsumption.
The cure is no improvement over the disease. But it is more
likely that the problem would present itself in the form of a
lack of national ‘living space’ and hence would directly result in
a renewed drive for foreign conquest.

Even under the most favorable conditions, therefore, there is
no reason to suppose that fascism would succeed in escaping
from the economic contradictions of capitalism. But to assume
these ‘most favorable conditions’ is really an unwarranted con-
cession to those who believe in the stability of fascism. This ex-
plains why the foregoing analysis has been carefully couched in
the conditional mode. The analysis, it will be recalled, started
from the assumption that fascism emerged from a war of re-
division intact and with greatly expanded territory. As it hap-
pens, the fascist nations are even now engaged in a gigantic war
which was precipitated by their own drive to expansion and
foreign conquest. Not only is there no assurance that they will
be victorious; there is even no assurance that they will survive
in their present form. In other words, fascism has already
demonstrated in the clearest possible way its fundamentally self-
destructive character. Under these conditions, to speculate on
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what will happen to fascism after the present world crisis is past
can easily turn into what Lenin once described, in a similar
connection, as ‘a slurring-over and a blunting of the most pro-
found contradictions of the newest stage of capitalism, instead
of an exposure of their true depth.’’

6. Is Fascism INEVITABLE?

Every capitalist nation, in the period of imperialism, carries
within it the seeds of fascism. The question naturally arises
whether it is inevitable that these seeds should take root and
grow to maturity. Marx, in writing Capital, drew most of his
material from English experience but he was careful to warn
his native country that it could not expect to escape a similar
fate—‘de te fabula narratur.’ In writing of fascism todav must
we issue such a warning to the peoples of the non- ~fascist capi-
talist nations?

If our analysis is correct it would seem to follow that fascism
is not an inevitable stage of capitalist development. Fascism
arises only out of a situation in which the structure of capi-
talism has been severely injured and yet not overthrown. The
approximate class equilibrium which ensues at once intensifies
the underlying difficulties of capitalist production and emascu-
lates the state power. Under these conditions the fascist move-
ment grows to formidable proportions, and when a new eco-
nomic crisis breaks out, as it is bound to do, the capitalist class
embraces fascism as the only way out of its otherwise insoluble
problems. So far as history “allows us to judge—and in questions
of this sort there is no other guide—a prolonged and ‘unsuccess-
ful’ war is the only social phenomenon sufficiently catastrophlc
in its effects to set in train this particular chain of events. It is,
to be sure, not inconceivable that an economic crisis could be so
profound and long-drawn-out as to have substantially the same
results. But this seems unlikely unless the structure of capitalist
rule has already been senouslv undermined; for a capitalist state
which retains relative freedom of action and disposes over strong
armed forces is quite capable of initiating measures, internal or
external or both, which will effectively check an economic de-
pression before it reaches dangerous proportions.
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To maintain the inevitability of fascism it would appear to
be necessary to demonstrate two things: (1) that every capitalist
nation must at some time have its social structure severely dam-
aged by war, and yet (2) that capitalist relations of production
must survive even though in a greatly weakened form. Clearly
neither of these contentions will stand examination. We need
only cite the Soviet Union and the United States to prove the
point. Russia was prostrated as the result of the last war, but
capitalist relations of production did not survive the debacle; a
new socialist society arose on the ruins of capitalism. The United
States, on the other hand, emerged from the last war stronger
than ever, and so far as one can now judge, there is no necessity
to suppose that the internal structure of capitalism will be irre-
parably damaged as a result of the present war. To be sure, if
we had to anticipate an endless succession of wars in the future,
matters would some day almost certainly turn out differently.
But whether there will be a series of further wars in the future
is a question not of a single nation but rather of the character
of world economy as a whole. In this respect there are tendencies
at work today which may completely change the character of
international relations and therewith the course of development
of each individual nation. In the final chapter we shall attempt
to sketch some of the most important considerations which must
be taken into account in forming an opinion about the probable
future of world capitalism.



XIX
LOOKING FORWARD

In attempting to sketch the probable future course of world
capitalism, we must first return to a question posed at the very
end of Part 1. It was there pointed out that so far as the logic
of the reproduction process is concerned it should be possible
for the state, by an appropriate policy of taxation and spending,
so to regulate the rates of consumption and accumulation as to
nullify the tendency te underconsumption. Does this fact per-
haps point the way to a possible future of liberal capitalist
reform?

1. Ture Prosrects oF LiBErAL CapiTaLisT REFORM

For our purposes it will not be necessary to consider the de-
tails of the various proposals for liberal capitalist reform which
have been put forward in recent years. It is sufficient to point
out that those which deserve to be taken seriously derive more
or less directly from the writings of John Maynard Keynes and
that their basic idea in every case is social control over consump-
tion and investment.* Generally speaking their logical con-
sistency cannot be challenged, either on their own grouna or on
the basis of the Marxian analysis of the reproduction process.
The critique of Keynesian theories of liberal capitalist reform
starts, therefore, not from their economic logic but rather from
their faulty (usually implicit) assumptions about the relation-
ship, or perhaps one should say lack of relationship, between

* The fundamental theoretical work is Keynes, The General Theory
of Employment, Interest and Money (1935). The literature based on
Keynes has grown to enormous proportions. A good popular presentation,
which develops the implications for public thcy, will be found in John
Strachey, A Program for Pragress (1940). The leading American exponent

of this school of thought is Alvin H. Hansen; see his Full Recovery or
Stagnation? (1938) and Fiscal Policy and Bu_vme.vs Cycles (1941).
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economics and political action. The Keynesians tear the eco-
nomic system out of its social context and treat it as though
it were a machine to be sent to the repair shop there to be
overhauled by an engineer state. Following the analysis of this
Part it should be possible to deal satisfactorily with this question
in relatively brief compass.

The presupposition of liberal reform is that the state in capi-
talist society is, at least potentially, an organ of society as a
whole which can be made to function in the interests of society
as a whole. Now historically, as we know from the analysis
of Chapter xm, the state in capitalist society has always been first
and foremost the guarantor of capitalist property relations. In
this capacity it has been unmistakably the instrument of capitalist
class rule; its personnel—burcaucratic, executive, and legislative
—has been drawn from strata of the population which accept the
values and objectives of capitalism unquestioningly and as a
matter of course. Again speaking historically, control over capi-
talist accumulation has never for a moment been regarded as a
concern of the state; economic legislation has rather had the aim
of blunting class antagonisms so that accumulation, the normal
aim of capitalist behavior, could go forward smoothly and unin-
terruptedly. All this, it may be said, presupposes relatively un-
limited opportunities for capital to expand. When this condition
no longer obtains, is it not possible that the norms of state policy
should change? If we could postulate that the objectives of capi-
tal would become other than its own self-expansion, then cer-
tainly we could not deny the possibility of an alteration in state
pelicy—even more, we should be obliged te expect such a change
without any shift in the balance of political power. As a matter
of fact, however, there is no reason whatever to assume any
such transformation in the character of capital. Hence our prob-
lem can be reduced to the following more specific form: is it
possible for the state within the framework of 1pmhst society
to act qg'\msr the interests and objectives of capital pmvxded
such action is desirable in the interests of society as a whole?
Let us examine this more closely.

First it must be emphasized that we have to do here not with
concessions which are designed to remove obstacles to accumu-
lation but rather with a deliberate policy of restricting accumu-
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lation and raising consumption with a view to benefitting the
society of producers. It is apparent that capitalists could not be
expected to adopt such a program as their own, at lcast not so
long as another way out exists—and another way out always
does exist along the path of foreign expansion. ‘Where,’ as Lenin
bluntly asked, ‘except in the imagination of sentimental reform-
ists, are there any trusts capable of interesting themselves in the
conditions of the masses instead of in the conquest of colonies?’ 1
Until this question has been satisfactorily answered, we must
continue to assume that monopoly capital will, if it has the
choice, decide for imperialist expansion as against internal re-
form. Moreover we must assume that monopoly capital and its
political representatives will actively oppose any movements de-
signed to realize a program of liberal reform.

Who, then, are to he the bearers of liberal reform and how
are they to cstablish themsclves in a position to put their pro-
posals into practice? Clearly not the capitalists and their repre-
sentatives who already hold the strategic positions; their political
power must, on the contrary, be quietly reduced to negligible
pmpomom What is reqmred apparently is a mass party dedi-

cated to reform which can meet the following specifications:
(a) it must keep itself strictly free of capitalist influence, not
only for a time but permanently; (b) it must acquire power and
climinate capitalists and their representatives ar least from all
critical positions in the state appartus, and it must do so by non-
revo]utionary means; and {c¢) it must establish its position S0
firmly that it would be ovcrwhclmmgly plain that any resistance
by mpmhsts in the economic sphere would be futile. In short,
not only the semblance but also the reality of political power
must somehow fall into the hands of the reform party and re-
main there; and capitalists must be put in a position of holding
their position in the cconomy only on condition of good be-
havior. It can hardly be doubted that a party occupying this
position could proceed without further ado to the complete
elimination of capitalists and the inauguration of a system of
planned production of use values. Moreover since we have as-
sumed that its interest is the general weclfare rather than the
protection of capitalism as such, there seecms to be no reason
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why it would not in fact take this final step along the path of
economic reform.

The conditions outlined in the preceding paragraph will no
doubt appear wildly exaggerated to the proponents of liberal
reform. Judging from the historical record, however, we can
say with confidence that they are in no sense overdrawn. The
first two (freedom from capitalist influence and elimination of
capitalists from all key positions in the state apparatus) are essen-
tial if the sharing of state power is to be avoided, and it clearly
must be avoided if a long-term program of reform is to be
formulated and pur into practice. The third (reduction of capi-
talists to a position in which they hold economic power only on
suffrance) is equally necessary as a means of avoiding friction
and an eventual showdown between the economic power of the
capitalists and the political power of the party of reform. One
who has conscientiously studied the history of reform move-
ments in capitalist countries, from English Chartism of a century
ago through the Social Democratic and Labor governments, the
Popular Fronts and New Deals of our own time, would find it
difficult to assert that the conditions for long-term success are
less stringent than these. If this be granted, a rather surprising
conclusion follows, namely, that the elimination of the contra-
dictions of capitalism via the road of liberal reform is, viewed
from a political standpoint, no less a task than the gradual
achievement of socialism. In fact, we are justified in saying that
the two movements, liberal reformism and gradualist socialism,
have virtually identical political content; by comparison the
avowed difference in ultimate aims is a matter of distinctly
secondary importance.

If experience shows the necessary conditions for a successful
movement of reform, it also indicates no less clearly the impossi-
bility of their fulfilment. The rise to power of a political party
of the required type is conceivable only in an abstract world
from which the permeating social and political power of capital
has been banished. In the sober world of reality, capital holds
the strategic positions, Money, social prestige, the burcaucracy,
and the armed forces of the state, the channels of public com-
munication—all these are controlled by capital, and they are
being and will continue to be used to the utmost to maintain
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the position of capital. Movements of reform are born into and
grow up in a society dominated materially and ideologically by
capital. If they accept that society, even if (as they imagine)
only provisionally, they must attempt to get along with it, and
in so doing they are inevirably swallowed up by it. Ambitious
leaders are easily corrupted (from the standpoint of their
avowed aims), potential followers are frightened away by in-
timidation or propaganda; as a consequence we have what might
easily be considered the outstanding characteristic of all move-
ments of reform, the progressive bartering of principles for re-
spectability and votes. The outcome is not the reform of capi-
talism, but the bankruptcy of reform. This is neither an accident
nor a sign of the immorality of human nature; it is a law of
capitalist politics.

The rule of capital would indeed be secure if it were threat-
ened by nothing more dangerous than reform, whether of a
liberal or socialist orientation. But, of course, this is not the case.
The really deadly enemy of capitalism is its own self-contra-
dictory character—‘the real barrier of -capitalist production is
capital itself.” * In seeking a way out of its self-imposed difficul-
ties, capital plunges the world into one crisis after another,
finally setting loose forces which it is no longer able to control.
The perspective is certainly not a pleasant one, but in our final
section we shall attempt to show that it has a more hopeful side
for those who care to sce it

2. Tue DicrLine or WorLp CAPITALISM

If one thing should be clear from our analysis of imperialism
it is that the course of capitalism in its latest phase cannot be
regarded as a problem of a closed system or of a group of dis-
crete individual countries. Each capitalist nation is a part of a
world system; for each—and hence also for the system as a
whole—the controlling consideration is the interaction of in-
ternal and external pressures. Expressed schematically, the basic
internal contradiction of capitalist production drives to external
expansion and conflict. The latter, in turn, leads to a restruc-
turization of the internal field which now here, now there re-
leases the forces of a new world order (socialism). So far as any
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single country is concerned there is, at least as yet, no ground
for assuming that the birth of socialism can be either a gradual
or a pcaccful process; up to now socialism has come into the
world as a result of a revolutionary overturn and has established
its position only after a bloody civil war let loose by its enemies.

This undoubted fact may easily give rise to an over-mechani-
cal, and hence false, picture of the probable future process of
capitalist decline. Again we must insist that we are dealing with
a process of world-wide scope. While the transition from capi-
talism to socialism in a single country may be, in its decisive
phase, an abrupt one, this is by no means the case on a world
scale. From a world point of view, the transition may well be
long drawn-out and gradual, and it may pass through several
phases differing markedly one from another. It is this problem
which primarily interests us in these concluding remarks.

Before the Russian revolution of 1917, Marxists generally as-
sumed, though without much explicit discussion of the prob-
lem, that the socialist revolution would occur more or less simul-
taneously in at least all of the advanced European capitalist
nations. This view continued to predominate in the stormy post-
war years, when it seemed likely that the revolution would suc-
ceed in central Europe, particularly in Germany, and spread
from there to the rest of the continent., After the revolutionary
wave had subsided, however, and the temporary stabilization of
capitalism was seen to be an accomplished fact—roughly by the
end of 1923—the problem in question came up for urgent recon-
sideration. Socialists had been able to maintain themselves in
power only in Russia; the problem now was whether they could
proceed to the building of a genuine socialist society in Russia
alone, or whether they would have to wait until socialism tri-
umphed in the rest of Europe, meanwhile holding the fort and
devoting their best encrgies to strengthening and assisting their
comrades abroad.

This was the sctting of the famous ‘socialism in one country’
debate which received so much attention in the Russian Com-
munist Party during the year 1924. There were two schools of
thought; one, of which Trotsky was the outstanding spokesman,
held to the traditional view that socialism could triumph only
on an international scale; the other, led by Stalin, took the posi-
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tion that it would be possible to build up a socialist society in
one country, even a country so technically backward and poor
as Russia. So far as Russian policy was concerned, the debate was
definitively settled in favor of Stalin’s view at the Fourteenth
Congress of the Communist Party of the Soviet Union, held in
the middle of 1925. The policy which later developed into the
five-year plans and the collectivization of agriculture was really
decided upon at this time.

From our present point of view it is important to examine
somewhat more closely the arguments put forward by Stalin
in this debate, for they are directly related to the problem under
consideration, the process of capitalist decline on a world scale.
In 1926 Stalin reviewed the debate over socialism in one country.
The fundamental issue, he said, must be broken down into two
distinct parts:

First of all there is the question: Can socialism possibly be estab-
lished in one country alone by that country’s unaided strength?
This question must be answered in the affirmative. Then there is
the question: can a country where the dictatorship of the pro-
letariat has been established, regard itself as fully safeguarded
against foreign intervention, and the consequent restoration of
the old regime, unless the revolution has been victorious in a
number of other countries? This question must be answered in
the negative.*

In brief, socialism can be built up in one country, but its perma-
nence is assured only when socialism has been victorious on an
international scale. This solution of the problem, it will be seen,
has the effect of setting a task for Russian socialism without
diminishing its interest in the establishment of socialism else-
where. The probable course of the world revolution’ remained
a vital concern to the Bolsheviks. Hence it is not surprising that
this question constituted, so to speak, a branch of the socialism-
in-one-country problem. In a work dating from the end of
1924,® Stalin set forth his views concerning the path to world
socialism,

*Leninism, p. 153. This book is a collection of writings and speeches

by Stalin up to carly 1939. The quotation is taken from ‘Problems of
Leninism,” dated 25 January 1926.
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In the first place, he held, the Russian revolution has made
necessary a revision of formerly received opinion on this subject.

The roads leading to the world revolution are not so straight-
forward as they were wont to appear in days gone by when
there had as yet been no victory of the revolution in a single
land, and when a fully-fledged imperialism . . . was still in the
womb of time. A new factor has come to the fore: the variations
in the rate of development of capitalist countries, under the con-
ditions that are created by a developed imperialism, conditions
which lead inevitably to wars, to a general weakening of the
capitalist front, and to the possibility of achieving the victory of
socialism in individual countries.*

The old idea ‘that the revolution would develop by way of the
regular “maturing” of the elements of socialism, and that the
more developed, “more advanced” countries would take the
lead’ has to be abandoned.® Instead the profound antagonisms
among the capitalist powers, between the capitalist powers and
their colonies, and finally between the imperialist world and the
Soviet Union open up a new prospect:

What is most likely to happen is that the world revolution will
develop in such a way that a certain number_of additional coun-
tries will cut themselves adrift from the comity of imperialist
states, and that the proletariat of these countries will be sup-
ported in this revolutionary act by the proletariat of the impe-
rialistic states . . . Further, the very development of the world
revolution, the very process of separating a number of additional
countries from the imperialist states, will be all the quicker and
more thoroughgoing in proportion as socialism shall have struck
roots in the first victorious country, in proportion as that coun-
try shall have transformed itself into the base whence the de-
velopment of the world revolution can proceed, in proportion as
that country shall have become the crowbar getting a solid pry
and setting the whole structure of imperialism rocking.®

What is the probable subsequent course of this development?
In Stalin’s opinion,

It is more than likely that, in the course of the development of
the world revolution, there will come into existence—side by side
with the foci of imperialism in the various capitalist lands and

24
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with the system of these lands throughout the world—foci of
socialism in various soviet countries, and a system of these foci
throughout the world. As the outcome of this developnient
there will ensue a struggle between the rival systems, and its
history will be the history of the world revolution.®

And, finally, the Russian revolution is evaluated in the following
terms:

The worldwide significance of the Qctober revolution lies not
only in the fact that it was the first step taken by any country
whatsoever to shatter imperialism, that it brought into being the
first little island of socialism in the ocean of imperialism, but
likewise in the fact that the October revolution is the first stage
in the world revolution and has set up a powerful base whence
the world revolution can continue to develop.®

This analysis goes considerably beyond previous Marxian
thought on the larger aspects of the transition from capitalism
to socialism. In place of the untenable assumption of a single
international revolution, we have here the picture of a series of
revolutions in separate countries building up step by step to a
world-wide socialist system capable of meeting world capitalism
on at least equal terms. The process culminates in a final struggle
between the rival systems from which socialism at length
emerges in sole possession of the field.

The question may be raised whether this theory is not some-
what overschematic. So far as the broad outlines are concerned
it is not inconsistent with the conclusions reached in Chapter
xvit above, namely that socialism grows up side-by-side with
imperialism and gradually extends its scope at the expense of
imperialism. But does this necessarily imply an eventual clear-cut
and decisive conflict between the two systems? Such a possi-
bility cannot be denied, yet there are reasons for thinking that
it is far from inevitable. Let us examine a possible alternative
course of development.

It is necessary to point out first of all that it wauld never
have been possible for the Soviet Union to survive and become
the nucleus of a world socialist system had it not been for the
antagonisms of imperialism. These antagonisms are, as we already
know, of three kinds: internal class conflicts, inter-capitalist
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rivalries, and antagonisms between advanced nations and back-
ward or colonial countries. All three played an important role
in permitting the Soviet Union to maintain its independence and
build up its strength. Without going into the matter in detail,
we may note the following well-known circumstances in support
of this contention. The opposition of the European working
class was perhaps of decisive importance in bringing qbout the
failure of foreign intervention in the immediate post~wan"period.
The resistance of China to Japanese penetration has for more
than ten years been an important factor in keeping Japan from
an attack on Soviet Siberia. Finally, and most important for the
present situation, Anglo-German (to a lesser extent Franco-
German) rivalry made it possible for the Soviet Union to avoid
a united onslaught by the capitalist powers from the west. In
short, by exploiting the fissures in the structure of world im-
perialism, the Soviet Union has managed to keep alive as a center
of socialism in spite of unquestioned economic and military infe-
riority. Not, of course, that the Soviet Union has escaped re-
newed intervention, but when this intervention came it was not
the joint enterprise of a united capitalist world bent upon exter-
minating socialism; it was rather a desperate gamble by one im-
perialist power which realized that to succeed at all it must
eliminate the potential threat of the Soviet Union from its rear.

This means that even in a period during which socialism has
been relatively weak, a mere ‘island in the ocean of imperialism,’
the capitalist powers have not been able to pull themselves to-
gether sufficiently to submerge it. The question now arises
whether, when the socialist nucleus has grown in size anc
strength, the capitalist powers will then be able to compose their
differences, internal and external, for a final showdown betweer
the two world systems. This is a crucial question.

It may be said, and certainly not without justification, tha
hitherto the weakness of socialism has been a source of protec
tion. So long as socialism is only an island in an ocean of imperi
alism, it does not exercise a decisive influence on the structur
of imperialism. The antagonism between socialism and imper
alism as a whole is still overshadowed by the intra-imperialit
antagonisms; there thus arises the opportunity for socialism t
exploit these antagonisms to its own advantage without jeoparc
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izing its existence. So much is clear. Moreover, there seems to be
little doubt that as socialism grows in extent and power it will
exercise an ever stronger influence on the structure of imperi-
alism. But here a difference of opinicn becomes possible. Will
the growth of socialism have on balance a consolidating or a
disintegrating cffect on imperialism? 1i the former, then Stalin’s
prognosis would seem to be justified. Intra-imperialist antago-
nisms would decline in importance, and the conflict between
socialism and impcrialism would come increasingly to the fore,
leading eventually to a showdown for world supremacy. If, on
the other hand, the growth of socialism should have a disinte-
grating effect on imperialism, matters would work out quite
differently. In this case the obstacles to the expansion of socialism
would be undermined by the very process of expansion; imperi-
alism in retreat might here and there fight rearguard actions, but
it would never be able to consolidate its dwindling forces for a
final and decisive battle.
It is difficult to say which of these alternative developments
is the more likely, chiefly because there are tendencies working
_in both directions at the same time. On the one hand, the rival-
ries among the imperialist powers will in all probability be miti-
gated by any further growth of socialism; but on the other hand
internal class conflicts and the antagonisms between the advanced
countries and the colonial countries will be tintensified. The
existence of these contradictory trends within the structure of
imperialism is not a matter of conjecture; both were clearly dis-
cernible in the period preceding the outbreak of the present war.
Appeasement, which was the policy of powerful elements in the
ruling classes of all capitalist nations, represented fundamentally
an attempt to put aside intra-imperialist conflicts, at least for the
time being, in favor of a joint campaign against the Soviet
Union. It can hardly be doubted that a further growth of social-
ism during or after the war will add to and strengthen the
adherents of this policy, though naturally the form which it
takes in the future will not be identical with the pre-war form.
This is one side of the picture. On the other side there is strong
evidence that the existence of the Soviet Union, and its con-
sistently anti-imperialist policy, exercised a strong disintegrating
effect on the cohesiveness of the total structure of imperialism,
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a fact which can be seen most clearly in the rapid growth of the
nationalist and socialist movements in China and India, countries
which it is no exaggeration to say constitute the pivot of modern
colonial exploitation. Here again it can hardly be denied that this
trend will also be intensified by any further growth of socialism.
Particularly would this be the case if one of the advanced
western European countries were to go socialist, for this would
have an enormous effect on the working classes in all the other
western countries.

While it is certainly impossible to speak with assurance about
the outcome of a process in which so many variables are at work,
nevertheless it appears not unlikely that the disintegrating effects
on imperialism of a further growth of socialism will outweigh
the consolidating effects. If so, the present World War may also
be the last. It may turn out that imperialism has suffered a
mortal wound from which it will never recover to set the world
ablaze again. In order to convince ourselves that this is not an
altogether fanrastic perspective, it may be well to conclude by
tracing out 2 possibie—one could hardly say probable—course of
development which would substantiate our theory.

We start with the assumption of a military defeat of German
fascism. This happy event, it may be postulated, would be fol-
lowed by the collapse of capitalist rule and the victory of
socialism over substantially the entire European continent, not
merely in Germany and the occupied countries, but also in
France, Italy, and Spain. Anglo-American attempts at interven-
tion are not excluded, but it seems hardly likely that they would
meet with success; the opposition of the British Workilng class
would probably be the decisive factor here. Socialism would
now have an impregnable base extending from the Atlantic to
the Pacific and including the most advanced centers of industry
outside the United States. A firm alliance with the colonial and
semi-colonial countries of Asia would follow, and the expulsion
of imperialist influence, beth Japanese and western, from the
Asiatic mainland would be only a matter of time. Japancse capi-
talism, which is to a peculiar degreec dependent upon foreign
expansion, could hardly survive such a blow. The evolution
of the entire Far Last, including India, China, and Japan, in a
socialist direction would now be assured, though it could not
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be expected that the process would be free of severe internal
conflicts.

Meanwhile, what about Great Britain, the non-Asiatic parts
of the British Empire, and the United States? It is not impossible
that Great Britain herself would go socialist along with the rest
of western Europe, of which she is in a very 1011 sense a part.
If this were to happen, our subsequent Amlvsm would hold a
fortiori, but let us assume that capitalism succeeds in maintaining
its hold in Britain. Even so, the effects of the war and the loss
of a large part of the empire would so weaken Britain’s position
that she would no longer be capable of pursuing an independent
course in world affairs; Britain, the dominions, and any remain-
ing colonial arcas would of necessity come under the protection
and even domination of the United States. It scems quite clear
that a victory of socialism in the United States as an immediate
result of the war is out of the question; capitalism is still very
firmly entrenched in the United States, and the forces of social-
ism are as yet of negligible importance. The United States would
therefore become the center of a much shrunken imperialist
system which, according to our assumptions, would include
Britain, the dominions, and probably Latin American and parts
of Africa.

The question now arises whether the world socialist system
based on Europe and Russia and the world 1mpcrnhst system
based on North America would inevitably clash in a gtruggle
for supremacy. That such a clash would be possible cannot be
denied; that it would be inevitable, however, cannot be asserted.
There is an alternative possibility which, by comparison, may
even be said to have the character of a probability. It must be
remembered that socialism is founded upon a non-antagonistic
and non-exploitative economy. It follows from this that the
socialist system would be able at once to turn its energies to
raising living standards within its borders through the planned
production of use values. Even under such conditions, and with
the assistance of the most advanced techniques, however, the
well-nigh bottomless pit of unsatisfied needs which will exist at
the end of the war in the European and Asiatic countries would
require many years to fill. During this period the socialist sys-
tem would have no incentive to turn its attention outward—
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whatever the case might be at a later stage of development. Con-
sequently it may be safely assumed that the initiative in starting
a new war would have to come from the imperialist side. Cer-
tainly, however, before this could occur a period of recupera-
tion and reorganization would have to intervene, and it may
even be doubted whether the imperialist sector would ever be
able to recover completely from the disruption of the war, the
defection of colonial areas, and the loss of foreign assets. The
contradictions of capitalist production would soon make them-
selves felt again in a peace economy. In short, the process of
stabilization would be long drawn-out and difficult at best. In
the meantime what would be the effect on the social structure
of imperialism of the victory of socialism in so large a part of
the world and the steady rise of living standards in the areas
affected? Is it not clear that the working classes in the advanced
industrial areas and the masses in the backward countries still
enmeshed in the imperialist system would be powerfully at-
tracted to the new socialist system? Would not the ruling impe-
rialist oligarchy find it increasingly difficuit, and in time even
impossible, to organize a crusade against the new and vastly
expanded socialist system? The answer seems to be obvious.
We must conclude that, because of the differences in their
underlying economies, the socialist sector of the world would
quickly stabilize itself and push forward to higher standards of
living while the imperialist sector would flounder in the diffi-
culties with which we are already sufficiently familiar. Never-
theless, it must be granted that this does not finally settle the
matter, for it is inconceivable that the two systems should con-
tinue to exist side by side indefinitely. It seems not unlikely
that the gravitational pull, so to speak, of the fundamentally
stronger and more stable socialist system would exercise a pro-
gressively disintegrating effect on the structure of the imperialist
system, first paralysing its capacity for aggression and then chip-
ping out bit by bit the cement which holds it together as a
cohesive social structure. Under these circumstances, paradoxi-
cally enough, a peaceful transition to socialism would for the
ﬁrst time become a genuine possibility. If—and it secems by no
means unthinkable—democratic forms in the Anglo—Amemcan
countries were to survive even so great an upheaval as we have
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pictured, it would now be possible to fill them with a socialist
content. Once socialism has had an opportunity to demonstrate
its superiority on a large scale and under reasonably favorable
conditions, the effect not only on the working class ‘but also on
the great majority of the middle classes still living under capi-
talist conditions can be counted upon to be unpreccdently
powerful. The adherents of socialism will multiply by leaps and
bounds; the small oligarchy whose social existence is bound up
with the old order will be weakened, deprived of its interna-
tional support and eventually rendered impotent. In the later
stages of the world revolution, democracy may at long last be
able to fulfil the promises which have so far remained unhonored
amid the frustrations of a self-contradictory economic system.

The foregoing analysis has been developed in opposition to
Stalin’s theory of an eventual showdown between the rival so-
cialist and imperialist systems. This does not mean that the two
views are mutually contradxctorv they are merely indications
of alternative possxblc courses of dcveiopment In this connection
it is interesting to note that Stalin himself recognized the possi-
bility of a pattern such as we have outlined. In the Foundations
of Leninism Stalin explains why the transition to socialism can-
not be expected to be peaceful, and then adds the following
comment:

No doubt in the distant future, if the proletariat has triumphed
in the chief countries that are now capitalist, and if the present
capitalist encirclement has given place to a socialist encirclement,
it will be possible for a ‘peaceful’ transition to be effected in
certain capitalist countries where the capitalists, in view of the
‘unfavorable’ international situation, will deem it advisable ‘of
their own accord’ to make extensive concessions to the prole-
tariat. But this is to look far ahead, and to contemplate extremely
hypothetical possibilities. As concerns the near future, there is
no warrant for any such expectations.’

Undoubtedly this skepticism was justified in 1924, and it may
prove to be today as well. But if we are justificd in assuming
a military defeat of fascism in the present war, the rclatively
near future will bring a sharp change in perspectives. Yester-
days ‘extremely hypothetical possibilities’ may be on tomor-
row’s order of business.
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In the meantime—and unless conditions change much more
rapidly than seems likely between the time when this chapter
is written and the time when it is published—the great majority
of readers will no doubt feel that our analysis is far-fetched and
unreal, to use no stronger terms. Underlying trends do not
always show on the surface. But the issue need not be debated
here; we gladly leave it to the future to decide.
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ON REPRODUCTION SCHEMES

BY

Suicero Tsuru

Tuis appendix consists of a few explanatory notes on the repro-
duction scheme of Marx. In the first two parts, a diagrammatic
presentation of the scheme is given in comparison with Ques-
nay’s tableau économique. And in the last part, aggregative cate-
gories which are the elements of Marx’s reproduction scheme
are compared with the set of aggregates most widely used in
modern economics, namely, the one associated with the eco-
nomics of John M. Keynes.

1. Quesnay’s TABLEAU

The society Quesnay visualized consists of three classes: (1)
the ‘productive’ class of farmers whose labor alone yields a sur-
plus, (2) the class which appropriates this surplus, including the
landlords, the Church, and the state, and (3) the ‘sterile’ class
of manufacturers. His tableau was intended to portray, under
simplifying assumptions, how the total annual product of such
a society circulates between these three classes and enables an-
nual reproduction to take place. For this purpose it is imagined
figuratively that exchanges take place in a Jump sum at the end
of a year, enabling the complete disposition of the goods pro-
duced during that year and at the same time placing all the
factors of production in readiness where they are wanted as
the new year begins. Quesnay’s simple presentation of the circu-
lation process of such a society by the use of lines has not always
been readily understood. At least it led Eugen Diihring to sus-
pect Quesnay of some mathematical fantasy. As an alternative
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method of presentation, we propose here a diagram for the
tablean économique.

Diagram 1 depicts the situation before the exchange. The pro-
ductive class hold five billion dollars’ worth of their own gross
product, three of food and two of raw materials, and in addi-
tion, two billion dollars in money which is used solely as a
medium of exchange and is assumed to be held by them only
for expositional reasons. The landlords hold nothing, but have a
claim on the productive class for rent to the amount of two
billion delars—the amount equal to the net product arising in
agricuiture. The sterile class hold two billion dollars’ worth of
manufactured products.

To begin with, the productive class pays rent in money (two
billion dollars) to the landlords—the action which is indicated in
the diagram by the two arrows cmanating from the solid thick
line and pointing to the landlords’ section. Other arrows indicate
the direction in which this money flows as it effects the circula-
tion of goods produced. The landlords buy with one billion
dollars food for their consumption, thercby returning one half
of the money advanced by the productive class to its point of
origin. With another half of the rent revenue, the landlords pur-
chase manufactured goods frem the sterile class, who in turn use

FOOD FOOD RAW MATERIAL
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Productive class
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this money to buy food from the productive class. Thereupon
the latter class purchase with that money the manufactured
goods from the sterile class who in turn buy the farm product
(to be used as raw materials in the next period) from the pro-
ductive class, thereby returning another one billion dollars of
money to its point of origin. In addition, the productive class
‘buy’ from themselves one billion dollars of their own product
as food and another one billion dollars’ worth as raw materials
for the next period. These constitute internal exchange within
the class, and are, therefore, placed on the second deck in the
diagram.

Diagram 2 depicts the situation after all sales and purchases
are ended. Each of the three classes is in possession of the goods
needed to embark upon a new period of production, and the
money, which served its function as a medium of exchange, has
returned to its point of origin.

2. Marx’s REPRODUCTION SCHEME

Marx thought highly of Quesnay’s tableau économique and
was indebted to it for developing his own reproduction scheme.
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et Vg Ca + Sacz
SCz

Consumers Goods

Diacram 3

His first attempt along this line was also a diagram of simple
reproduction making use of lines in the manner of Quesnay.*
This diagram, complicated as it was with fourteen ascending and
seven descending lines, was not finally used in exposition and
gave way to the now familiar form of equational tablean. How-
ever, it may facilitate the understanding of the latter if we resort
to the diagrammatic technique which we used for Quesnay’s
tableau above. Both similarities and dissimilarities between the
two tableaus will thereby be graphically brought out.

Since the elements and principles of Marx’s reproduction
scheme are fully discussed in the text, it is sufficient here to state
that we shall illustrate the case of extended reproduction which
may be formulated equationally as follows: ¥

* See Marx’s letter to Engels as of 6 July 1863.

T See above, p. 163. Here we have consolidated Sci - SAc. into Se, inas-
much as we are not interested in the comparison with the case of simple
reproduction.
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Diagrams 3 and 4 portray the circulation of commodities in
this scheme. In contrast to Quesnay’s tableau, three corners are
now occupied by the holders of three basic commodities: con-
sumers’ goods, producers’ goods, and labor power. Technical
devices for simplification are similar to those in Quesnay’s case.
The solid thick line again indicates the point at which money
is advanced and the arrows show the direction in which money
flows. The points of origin of money, however, are somewhat
arbitrary; several different patterns may be drawn with essen-
tially the same result for our purpose. The three aggregates,
Cy, Sacy, and Sca, constitute demand for goods produced within
their respective branches and are exchanged internally. There-
fore, they are placed on the second deck. The exchange process
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of the other clements is clearly shown in Diagram 3. Capitalists
in the first branch, or the producers’ goods branch, advance
money to workers who purchase with it consumers’ goods from
capitalists in the second branch, or the consumers’ goods branch.
The latter in turn purchase producers’ goods in partial fulfilment
of their demand for such goods, returning thereby the money
originally advanced by capitalists in the first branch to its point
of origin Similarly for other exchanges. When all the trans-
actions are completed, no commodity remains unsold, all the
factors of production are agam placed in readiness for the new
period, and all the money is back at the point of origin. (See
Diagram 4.) Reproduction on an enlarged scale is indicated by
the addition of shaded areas in Diagram 4—the addition to that
which was the amount for each aggregate at the end of the
preceding period.

If we now revert to the equations of extended reproduction
cited above, we may observe that they are a synthetic product
of two logically distinct phases of social circulation. On the one
hand, each equation may be interpreted as revealing the cost
structure, or the proportion in which factor payments are made.
Thus such relations as that between constant capital and variable
capital and that between surplus value and variable capital may
be explicitly embodied in the equation. On the other hand, the
equation may be interpreted as revealing the demand structure,
or the character and the magnitude of demand arising out of
different factor payments. Thus the factor payment S, or the
surplus value in the first branch, for example, is shown to gener-
ate three kinds of demand, S¢; amount of consumers’ goods de-
manded by capitalists, Sac; amount of producers’ goods de-
manded also by the same capitalists, and Sav, amount of con-
sumers’ goods demanded by workers.

It may further be observed that the bridge between the two
phases is not characterized by a uniform number of meta-
morphoses for all the aggregates. Co, e.g., exists in the first in-
stance as an aliquot part of consumers’ goods, is sold for money,
and then exchanged agamst C. amount of producers’ goods. ¥V,
too exists in the first instance as an aliquot part of consumers’
goods and is then sold for money; but its next metamorphosis
is against the commodity called labor power, which in turn
generates demand for consumers’ goods (assuming that workers

ON REPRODUCTION SCHEMES 371

do not save). Further, Savs may be interpreted to involve one
additional metamorphosis, if we treat the payment of surplus
value as factor payment. Such difference in the number of meta-
morphoses needed to bridge the two phases is accounted for by
the implicit manner in which the commodity labor power is
treated. Diagram 3, by making the position of the commodity
labor power cxphcxt enables us to trace clearly the process of
circulation implied in the synthetic shorthand of the equations
of the reproduction scheme.

3. CoMPARABILITY WITH THE KEYNESIAN AGGREGATES

The foregoing analysis paves the way to a discussion of the
comparability between the elements of Marx’s reproduction
scheme and the Keynesian aggregates. One aspect of such a
problem, for example, may be phrased as follows: what corre-
sponds in the Marxian scheme to that which is called net na-
tional income by Keynes? If some of us are tempted to reply in
unguarded haste that it is variable capital plus surplus value, it
only goes to show how easily we tend to forget the implicit
assumptions which shroud each analytical scheme of interpreta-
tion.

Although a type of society implied in Marx’s extended repro-
duction scheme is drastically simple, and a type of society to
which the Keynesian aggregates are applied can be of any de-
gree of complexity, the essentials may be brought out by taking
as our point of departure the reproduction scheme as it is found
in Marx. The latter implies, for one thing, that no fixed capital
exists; and, for another, that what is not consumed is immediately
invested; and thirdly, that capitalists in the first branch do not
invest in the second branch and vice versa. Then, again, we have:

Cy + Vi + Scy + Sacy 4 Savy = Wy
Co 4+ Vo 4 Scu -+ Sacy + Save = W
Adding the two equations, we obtain: (C; + C: = C and so on)
CH+V +8+4 Sac +Sqv =W
This total, W, corresponds to what Keynes designates by 4,* or

*J. M. Keynes, The General Theory of Employment, Interest and
Money, 1936, Ch. 6.
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the gross proceeds of sales both to consumers and betwcen
entrepreneurs. Transactions between entrepreneurs, or A; of
Keynes, may be written as the sum of C and Sac. Since he de-
fines consumption as the difference between 4 and A;, we ob-
tain:

Consumption = W — (C + Sac) = V + Sc + Sav

Now, as to investment. It may be recalled that Keynes defines
investment as the difference between G’, or the net value con-
servable from what was on hand at the beginning of the period,
and G, or the value of the means of production on hand at the

end of the period. In terms of the elements of the reproduction

scheme, it is clear that G’ consists of C amount of producers’

goods and V amount of labor power,* while G consists of C and
V plus Sac and Sav. Thus we obtain for investment:

Investment = G — G’ = (C + V + Sac + Sav) — (C+ V)
= Sac 4 Sav

It may strike one as peculiar that labor power is to be counted
as a part of the means of production on hand. In the strict logic
of capitalism, however, such treatment is perfectly consistent.
Additional labor power is just as much a part of the net national
product as would be, for example, 2 new robot-machine. True,
Keynes never treats the commodity labor power as belonging to
the category of investment goods. But from his standpoint, labor
power may be regarded as the limiting case of goods-in-process,
for the minute labor power is bought by an entrepreneur, the
latter can be said to be in possession of an asset in the sense of
renderable service.

Now, equivalent expressions for such other terms as user cost,
saving, and national income can be derived from the above. In
the definitions of Keynes, user cost, U, is equal to 4, plus G’
minus G (ignoring again B), or:

U= (C+ Sac) + (C+ V) — (C + V + Sac 4+ Sav)
= C — Sav
* We ignore Keynes' B’ as insignificant in this case. B’ is the sum which

the entrepreneur would have spent on the maintenance and improvement
of his capital equipment if he had decided not to use it to produce output.
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As for saving, Keynes equates it to entrepreneurial transactions
(A;) minus user cost (U), or:

Saving = (C + Sac) — (C — Sav) = Sac + Sav

which is found to be naturally equal to investment. And finally,
Keynes defines-his national income as equal to the difference be-
tween the gross proceeds of sales (4) and user cost (U), or:

National income = W — (C - Sav)

= V 4 Sc + Sac + Sav + Sav

It is to be noted that Sav appears twice in the national income.
In other words, it appears that Sav is registered twice as income
and exchanged only once against goods. Such appearance is de-

ceptive, however. Actually, Sav stands for three metamorphoses
as follows: *

(1) C-M ... Produced goods (C) to the amount of
Sav are sold against money and capi-
talists realize their surplus value.

(2) a. M—C’ ... Capitalists buy the commodity labor
power (C').

b. C’—~M ... Or, from workers’ point of view, they
sell their labor power against money.

(3) M-C” ... Workers buy consumers’ goods (C”).

In this series of exchanges, the money receipt appears twice
as incomne, i.e. in (1) and (2)b, and each time is subsequently ex-
changed against commodity, i.e. C’ and C”. Since the process
(2) is not made explicit in the reproduction scheme, the same
symbol Sav is made to stand for both phases, i.e. (1) to (2) and
(2) to (3). It has already been observed in the previous section
that if our abstract representation of the actual circulation net-
work is limited to a part of the realm of commodities, any ex-
change against a commodity which is left out will not be regis-
tered and will be indicated only by wagnitude in the meta-
morphosis involving a commadity explicit in our scheme.

The foregoing discussion on the translation of the Keynesian

* Here the symbol C is used in the sense of a commodity and not in
the sense of constant capital.
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into the Marxian aggregates is not complete. A number of minor

points are omitted entirely, such for example as the problem of

inter-household transactions (or service industries), the problem
of what Keynes calls the ‘supplementary cost,’ and so on. Such
an exercise in conceptual translation, however, is in itself of little
positive significance, and we need not carry through the task to
the final detail.

A translation such as we have attempted should rather be
looked upon as a way of enabling ns to understand significant
differences between the two systems of interpretation, in terms
which are commensurate with both.

Aprrenpix B
THE IDEOLOGY OF IMPERIALISM *

[T ideology of finance capital] is entirely opposed to that of
liberalism; finance capital wants not freedom but dominance; it
has no taste for the independence of the individual capitalist but
rather demands his regimentation; it abhors the anarchy of com-
petition and desires organization, to be sure only to be able to
resume competition on a higher level. In order to achieve this
and at the same time to maintain and augment its power, it needs
the state to guarantee the home market through protection and
thereby to facilitate the conquest of foreign markets. It requires
a politically powerful state which need take no account of the
opposed interests of other states in formulating its commercial
policy. It needs a strong state which recognizes finance capital’s
interests abroad and uses political power to extort favorable
treaties from smaller states, a state which can exert its influence
all over the world in order to be able to turn the entire world
into a sphere for investment. Finance capital, finally, needs a
state which is strong enough to carry out a policy of expansion
and to gather in new colonies. Where liberalism was an oppo-
nent of state power politics and wished to insure its own domi-
nance against the older power of aristocracy and bureaucracy,
to which end it confined the state’s instruments of power within
the smallest possible compass, there finance capital demands
power politics without limit; and it would do so even if the out-
lays for army and navy did not directly assure to the most
powerful capitalist groups an important market with enormous
monopolistic profits.

The demand for a policy of expansion revolutionizes the entire
Weltanschauung of the bourgeoisie. The bourgeoisic ceases to
be peaceful and humanitarian. The old freetraders believed in

* Translated from Rudolf Hilferding, Das Finanzkapital, 1910, pp. 426-9.
The title is added.
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free trade not only as the best economic policy, but also as the
beginning of an era of peace. Finance capital has long since
abandoned any such notions. It does not believe in the harmony
of capitalist interests, but knows that the competitive struggle
approaches ever closer to a political battle for power. The ideal
of peace dies out; in place of the ideal of humanity steps that
of the might and power of the state. The modern state, how-
ever, had its origin in the strivings of nations toward unity. The
national aspiration, which found its natural limit in the formation
of the nation as the foundation of the state—because it recog-
nized the right of every nation to its own state form and there-
forc saw the borders of the state in the natural borders of the
nation—is now transformed into the aspiration of one nation for
dominance over others. As an ideal there now appears the con-
quest of world mastery for onc’s own nation, a striving as un-
limited as capital’s striving -for profit from which it springs.
Capital becomes the conqueror of the world, and with every
new land conquered sets a new border which must be over-
stepped. This striving becomes an economic necessity, since any
holding back lowers the profit of finance capital, reduces its
ability to compete and finally can make of a smaller economic
region a mere tributary of a larger one. Economically grounded,
it is ideologically justified by that remarkable twisting of the
national idea, which no longer recognizes the right of every
nation to political self-determination and independence, and
which is no longer an expression of the democratic belief in the
equality of all nationalitics. Rather the economic advantage of
monopoly is mirrored in the favored place which must be
ascribed to one’s own nation. The latter appears as chosen above
all others. Since the subordination of foreign nations proceeds
by force, that is to say in a very natural way, it appears to the
dominant nation that it owes its mastery to its special natural
qualities, in other words to its racial characteristics. Thus in
racial ideology there emerges a scientifically-cloaked foundation
for the power lust of finance capital, which in this way demon-
strates the cause and necessity of its operations. In place of the
democratic ideal of equality steps an oligarchical ideal of
mastery.

If in the field of foreign policy this ideal seems to include the
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whole nation, in internal affairs it stresses the standpoint of
mastery as against the working class. At the same time, the grow-
ing power of the workers increases the effort of capital to en-
hance the state power as security against the demands of the
proletariat.

In this way the ideology of imperialism arises on the grave
of the old liberal ideals. It scoffs at the naiveté of liberalism.
What an illusion, in a world of capitalistic struggle where the
superiority of arms alone decides, to believe in a harmony of
interests! What an illusion to look forward to the reign of
eternal peace and to preach international law where only force
decides the fate of peoples! What idiocy to want to extend the
legal relations existing within a state beyond its borders! What
irrc§ponsiblc business disturbances are created by this humani-
tarian nonsense which makes a problem out of the workers; dis-
covers social reform at home; and, in the colonies, wants to
abolish contract slavery, the only possibility of rational exploita-
tion! Eternal justice is a lovely dream, but one never even built
a railroad out of moralizing. How can we conquer the world if
we want to wait for competition to get religion [anf die
Bekebrung der Konkurrenz warten wollen]?

In place of the faded ideals of the bourgeoisie, however, impe-
rialism injects this dissolution of all illusions only to awaken a
new and greater illusion. Imperialism is sober in weighing the
real conflict of capitalist interest groups which both quarrel and
unite among themselves. But it becomes transported and intoxi-
cated when it reveals its own ideal. The imperialist wants nothing
for himself; he is also, however, no illusionist and dreamer who
dissolves the hopeless confusion of races in all stages of civiliza-
tion and with all sorts of possibilities for development into the
bloodless concept of mankind. With hard, clear eyes he looks
at the crowd of peoples and perceives above themn all his own
nation. It is real; it lives in the mighty state, always becoming
greater and more powerful; and its glorification justifies all his
strivings. The renunciation of individual interest in favor of the
higher general interest, which constitutes the condition of every
vital social ideology, is thereby achieved; the state, which is
extraneous to the people, and the nation are thereby bound to-
gether; and the national idea is made the driving force of policy.
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Class antagonisms are abolished in the service of the tot:'nlity.
Common action of the nation united for the goal of national
greatness takes-the place of class struggle which for the pos-
sessing class is both fruitless and dangerous. _ .
This ideal which seems to unite shattered bourgeois society
with a new bond, must receive an even more ecstatic acceptance
since all the time the disintegration of bourgeois society proceeds

apace.
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