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Introduction
Richard Westra and Alan Zuege

The aim of this collection is to advance and encourage cross-fertilization
between two literatures: the conceptual debate over the foundations of political
economy and concrete research on the world economy today. In meeting this
challenge, the volume assembles original and innovative work from leading
scholars who have written on both topics. The contributors hail from eight
countries — Australia, Canada, France, India, Japan, South Korea, the UK and
USA - and represent important schools of thought in political economy.
Together, they bring a rich variety of intellectual traditions and critical
perspectives to bear on this historical turning point in the global system.

The seeds of the modern debate over the theory of political economy lie
in the development of capitalism in the eighteenth and nineteenth centuries.
The political and social ferment of this period generated a variety of intellec-
tual responses seeking to comprehend this radical social transformation and
to explain the basic workings of the capitalist market which had emerged.
The theories of Adam Smith and David Ricardo, as well as the fundamental
‘critique of political economy’ developed by Karl Marx, advanced alternative
frameworks which, for all their differences, shared the assumption that
beneath the surface of everyday market exchange lies a process of determin-
ation which had to be revealed by theory. The debate over the theory of
‘value’ however, both then and now, has encompassed more than just the
determination of market prices of commodities. Rather, the controversy goes
to the very heart of our understanding of the historical modalities of the
distribution of power and production of wealth in society.

The evolution of the first ‘value debate’ was thus closely bound up with
the flux of social relations in which it was embedded. The sharpening of class
struggles and the appropriation of Ricardo’s labor theory of value by the
socialist movement soon generated a broad challenge to classical political
economy, one which would lay the basis for modern day neo-classical
economics.! What the ‘Marginalist Revolution’ of the 1870s accomplished,
in one sleight of hand, was to shift the terms of debate from the concern
with the social relations of the production of wealth — the source and
distribution of value — to the narrow question of the optimal allocation of
resources under conditions of scarcity. The centerpiece of the ascendant
neo-classical school was a theory of relative prices which purports to
explain the allocation process based on the ‘opportunity cost’ of market par-
ticipants. The broad applicability of this price theory and its ideological role
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in rationalizing the capitalist system in terms of free and voluntary market
exchange secured for neo-classicals a central place in the discipline they
redefined as a ‘separate science’ of Economics, pushing the theory of value
and critical political economy to the margins of debate.

Despite its diminished position, Marxist and radical political economy
developed and transformed throughout the twentieth century.? But the last
25 years in particular have seen an international resurgence of work in
critical economic theory and a reopening of the value debate, culminating
most recently in a remarkable diversification of research on quantitative and
qualitative aspects of political economy. A genuine plurality of positions —
some old, some new — have emerged. Included among these are various
attempts to defend, develop or critique Marx’s conceptual and mathematical
framework connecting values and prices.*> New approaches to the philosophy
and method of political economy have also been proposed, with particularly
intense debate focusing on the role of dialectical logic and the value form in
Marx’s Capital.* Meanwhile, others have sought to reconstruct or strengthen
central pillars of political economy, such as the theories of exploitation,
money, competition and ‘unproductive’ labor.> Collectively, these contribu-
tions at the theoretical, methodological and empirical frontiers of political
economy have helped to rejuvenate interest in heterodox approaches,
especially in the rediscovery and development of Marx’s project, and to
establish firmer foundations for progressive research. To this extent the
contemporary value debate — prominent contributors to which are featured
in the present volume - has arguably produced some of the most original and
sophisticated advancements in critical economic theory to appear for almost
a century, developments that bring a new level of analytical rigor to the
challenge to mainstream economics.

The revitalization of debate in political economy may have expanded and
deepened the critique of conventional economic thought, but it has also
yielded a number of competing theories of value — theories which offer
alternative conceptions of capitalism and diverging explanations of the
observable movements of actually existing capitalist societies. The contro-
versies in value theory include but are by no means limited to textual
disputes, philosophical controversies and mathematical formalizations. While
the value debate retains a focus on the consistency and rigor of rival con-
ceptions of value, a crucial challenge for the new approaches remains to
demonstrate their explanatory potential against real world developments.
The essays in this collection represent a development of the debate on both
of these fronts.

The contributors to this volume articulate and develop a number of
unique approaches which have staked out key positions in recent value-
theoretic debate. In the course of doing so, the distinctions between
different interpretations come into sharper focus, and these distinctions can
be seen to inform different readings of the tendencies of contemporary
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capitalism: the changing technical and social organization of production,
the process of capitalist globalization and international competition, the
development of global finance, the anatomy of market breakdown and
mechanisms of economic crisis, and the impact of consumerism on human
subjectivity, among other themes discussed. These dramatic structural trans-
formations of the past two decades are not mere objects of analysis for the
new thinking in political economy. The growth of economic instability and
social polarization, and the upheavals which follow in their wake, place new
demands on theory to make sense of a changing reality. The renewal of
critical political economy as such is more than just an ‘internal’ debate or
ongoing dispute with orthodox economic theory; it gives intellectual expression
to a growing chorus of resistance to the concrete policies and practices
inspired by that orthodoxy.

The interest in the role of value theory in economic explanation has
grown amidst rising dissatisfaction with the ability of neo-classical economics
and mainstream perspectives to account for changes in the global economy.
The propensity for crises that beset the advanced capitalist economies
throughout the last three decades; the wild policy swings by capitalist states
(administered by political parties of both right and left) initially committed
to full employment and massive social expenditure, now defending neo-
liberal austerity programs and attrition against workers; the emergence of
international financial markets that operate more like global casinos than
providers of liquidity for investment or trade; the growing international
balance-of-payments asymmetries and global polarization of wealth — all of
this is far removed from the mathematically ‘elegant’ models of orthodox
economics with its fossilized assumptions of perfect competition, static
equilibrium, factor price equalization, and so forth. Consequently, even
economists in the mainstream academy have struggled to adapt, revising
neo-classical methodology and extending the scope of their work to encom-
pass areas, such as corporate governance, the global financial architecture,
and various dimensions of institutional change and ‘economic sociology,’
that were previously the domain of critical traditions and research at the
fringes.®

This volume hopes to contribute to the advancement and relevance of
political economy in a number of ways: to present side-by-side a number of
developed schools of thought emerging from recent theoretical, methodo-
logical and empirical debates; to relate them more explicitly to analysis of
the inner workings of capitalism today; and to promote further dialogue
across perspectival and disciplinary boundaries.” The contributors demon-
strate how across complex and topical spheres of research - the impact of
new financial instruments such as ‘derivatives’; the relationship between
money, global finance and economic crises; the role of managerial labor in
corporate governance; globalization and neo-liberal economic policy; the
precise dynamics of capitalist crisis and economic cycles; the limits of
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freedom and equality in the age of consumerism; and the lessons and
relevance of the theory of value for today — critical economics can be a key
which opens the door to rich and elucidative analysis. And it is hoped that,
by bringing closer together the intertwined projects of honing political
economists’ conceptions of capitalism in theory and drawing out their
implications for the current conjuncture, this volume will play an under-
laboring role for debate in political economy for years to come.

We are bombarded today with a new and expanding ‘common sense’
economic vocabulary: international competitiveness, flexibility, the new
economy, financial ‘flu,” market ‘correction,” downsizing, cutbacks, claw-backs
and deregulation (to name but a few buzzwords) are bandied about in academic
circles and the popular press with reckless abandon. To assess the inner
connections and implicit claims that underlie this vocabulary it requires
a proper theory. The contributors to this volume share the view that the
gateway to rendering intelligible the complex and often hidden workings of
the world economy today is critical political economy.

Notes

1. See for example Dasgupta (1985: Chapter 6).

2. Howard and King (1992) provide a detailed history.

3. Surveys from various perspectives may be found in: Fine (1986; and his contribu-
tion to this volume); Freeman and Carchedi (1996), Callari, Roberts and Wolff (1998),
Foley (2000a), and Saad-Filho (2002).

4. For a tiny sampling of this voluminous literature, consult the following sources:
Reuten and Williams (1988), Mohun (1994a), Moseley (1993a), Moseley and
Campbell (1997), Albritton (1999), Albritton and Simoulidis (2002), Brown etal.
(2002), Arthur (1998, 2002: Chapter 1), and Saad-Filho (2002: Chapters 1, 2).

5. Just a few examples of the diverse efforts which have opened up new vistas in value
analysis and empirical research include: the disparate approaches - from Roemer’s
(1986) earlier work to Saad-Filho’s (2002) recent writings — taking up the concept
of exploitation; the growing literature on value and the theory of money (for
recent surveys and discussions see Itoh and Lapavitsas 1998; Nelson 1999; Williams
1999; Freeman 2001a); applications of a developed Marxist theory of competition
by Bryan (1985, 1986, 1995a), Botwinick (1993) and others; and the systematic
empirical work by Moseley (1991), and Shaikh and Tonak (1994) incorporating the
distinction between productive and non-productive labor.

6. On these developments, see Fine (1997).

7. In this sense, the present collection follows upon a previous volume (Albritton
etal. 2001) in the effort to bring various schools of critical political economy into
dialogue over the central questions of applied and theoretical political economy.



Part 1

A Retrospective on the Value
Debate

1

Value Theory and the Study
of Contemporary Capitalism:
A Continuing Commitment

Ben Fine

The dialectics of debate

Controversy has raged over Marx’s labor theory of value from the time that
it was first put forward. The debate has had two closely related aspects. One
has concerned how value should be interpreted. For example does Marx's
theory differ from Ricardo’s and, if so, how and why? Is it a matter of defin-
ition or method? On the other hand, assuming agreement on the nature of
Marx’s value theory, there is the question of whether it is valid or not.

Here the debate has exhibited a paradox. For those who reject the labor
theory of value often do so by appealing to exactly the same factors that
endear it to its supporters. This is most notable in the so-called transformation
problem. Critics of Marx suggest that the divergence between value and
price, in the presence of wages and profits (and differing compositions of
capital) undermines the labor theory of value. But supporters argue that it is
the very divergence between value and price that makes value theory
essential. Not surprisingly, these differences reflect methodological and
theoretical issues. But the paradox in the realm of debate is not accidental
for the reason that the economy, and society more generally, evolve on
a contradictory basis. As society becomes more developed and complex,
does this undermine the validity and necessity for value theory, or does the
latter remain essential as the abstract basis on which to reconstruct and
comprehend complex outcomes?

It is important to recognize that two separate, but closely related, methodo-
logical factors are involved here. The first is whether the features of the
capitalist economy that are common across all of its history are amenable to
explanation by reference to value theory — do we need the labor theory of
value to explain wages and profits, or the course of economic growth and
crises? The second issue is whether particular periods of capitalism, especially
the more developed, reinforce or undermine the validity of value theory — as
in monopolization, for example, or the growth of unproductive labor in the
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‘service’ and other sectors. Whilst contributors to political economy and the
value debate have always confronted each other across these analytical
divides, it has meant that value theory has always been on the defensive.
On the one hand, it is subject to continuing assaults for what are taken to be
its underlying weaknesses. On the other hand, it is perceived to be inflexible
in responding to historically new features of capitalism, both analytically
and empirically. In short, is value theory, for example, appropriate at all as
the basis for a theory of price and, if so, does it remain appropriate for
monopoly pricing?

In this chapter, whilst highlighting this dialectic, I intend to put some
emphasis on the positive case for the labor theory of value rather than, as is
characteristic of most of the favorable literature, seeking to defend the
theory against the mountain of criticism to which it has been subjected.
Almost inevitably, the positive case for value theory has been overshadowed
and influenced by the weight of argument leveled against it. As a result, the
basic reasons and methods underlying Marx’s value theory become inad-
vertently set aside or, as is to be suspected for much of the literature, scarcely
consulted let alone absorbed and understood. Instead, a parody of Marx's
political economy is paraded for ritual attack and defense not least on terms
dictated by bourgeois economics — does Marx’s value theory provide an
adequate theory of equilibrium prices, for example? More constructively
than going through a patient and increasingly futile exercise of responding
to the idea, correct on its own terms, that Marx’s value theory is poor main-
stream economics, I intend to demonstrate that there are fundamentals to
the labor theory of value which are internally coherent. Further, this
coherence provides the basis for unraveling the increasing complexities and
specificities of the capitalism mode of production as they have emerged over
time - even though these complexities have induced rejection of value
theory on the basis of incoherent and inaccurate understandings of it.

At a more mundane level, as a proponent of value theory, the positive
account offered here will also be personal to a greater extent than intellectual
modesty might otherwise reasonably allow. For I do want to illustrate the
arguments offered here by showing how value theory has informed my own
work and to reference it accordingly. It might, thereby, help to inform the
future work of others. To this end, I have frequently only referred to my
own work in the text, although these generally contain useful references to
others. Further, I would here suggest some important sources, other than
Marx himself, that the reader may also wish to consider.!

Smith, Ricardo, Marx

Adam Smith provides an excellent starting point for interrogating the meth-
odological and substantive basis of Marx's value theory. He argues that the
labor theory of value would hold but only in that rude society, or primitive

Ben Fine 5

communism as Marx called it, in which laborers simply hunted deer and
beaver as required for personal consumption. Significantly, in view of the
theme laid out above — does complexity undermine the labor theory of
value? - as soon as the economy developed to allow for the presence of rents
and, ultimately, profits, Smith argued against the labor theory of value. He
replaced it with a components theory of price, with the latter naturally
made up of the contributions or claims from wages, profits and rents. For
Smith, once labor was no longer the sole element in price, the labor theory
of value needed to be jettisoned. The addition of the simplest element of
economic complexity was sufficient for Smith both to draw this conclusion
and to embrace his components theory. This is despite the components
approach itself either being tautological (a price, indeed anything, is neces-
sarily made up of its constituent parts) or erroneous (since the three compon-
ents are not independent of one another as they mutually exhaust net
product).?

Implicitly, and explicitly from the vantage point of Marx’s value theory,
Smith’s contribution raises two crucial methodological issues. The first
concerns the status of the argument in favor of the labor theory of value
when Smith deems that it does hold. For, in a rude society, there would be
no exchange. Whatever you want, you go out and hunt it. This implies that
there are no prices, so there is no need for a value theory at all! Quite clearly,
Smith has gone through an inadvertent mental exercise. Suppose the rude
society were like a capitalist society, would the labor theory of value hold? It
is a totally meaningless question, and this implies there must be consider-
able doubts about the notion of value that Smith has constructed. Of course,
it could be argued that there may be random disposal through exchange of
more or less accidental surplus or specialization and skills in one activity
rather than another. But this then raises the issue of who appropriates, con-
trols and exchanges the surplus, and who gets to have one skill rather than
another. The nature and terms of exchange can be addressed only on the
basis of these prior questions — although I am conscious that, by posing them,
I am increasingly being drawn into a more complicated version of Smith’s
imaginary rude society.

There is in this context considerable difference between Smith and one
aspect of Marx’s own materialist method, one that is highly attractive in terms
of its appeal to realism. For Marx depends upon justifying the use of particular
concepts by demonstrating their correspondence, even if necessarily within
the theory itself, with the realities of the society under consideration. From
this perspective, concepts such as value and price are invalid if applied to
the rude society since the society does not systematically generate them
itself. By whatever intellectual route that value has been derived as a concept,
it is merely a general, mental, ahistorical and asocial construct for Smith.
On his terms, it may or may not be useful in explaining exchange in the
rude society (where the question is irrelevant) or more developed economies
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where revenues also accrue other than to labor. In short, Smith has ideally
constructed a labor theory of value as an instrument for understanding
exchange in the (equally constructed) rude society where there is no exchange
to explain, and has rejected the theory when it is transposed to societies
where there is exchange. In contrast to such instrumentalism in the under-
standing and use of the labor theory of value, Marx’s own approach can be
understood by its first establishing whether value exists or not (Pilling
1980). If not, it has no analytical status — as in Smith’s rude society. When
the answer, however, is in the affirmative, it leads to a number of subsequent
questions — which labor counts toward value, by how much does it count
and by what (social) mechanisms does it do so, and what are the relations
between value and more complex economic and social outcomes?

The second methodological point that arises out of Smith’s rejection of
the labor theory of value is whether value, however defined and understood,
and price should be seen as identical to one another or not. Is value, for
example, some sort of center of gravity around which prices fluctuate? If so,
certain factors determine value and others determine deviation from value.
It is not clear where the boundary should be drawn between them unless
some notion of equilibrium is to be deployed. More specifically, for Smith, it
is a matter of whether value as labor time is identical to price or not. If not,
value has to be amended until it does equal price, as in Smith’s components
theory. Of course, such natural prices, as they are called, are perceived as the
center around which actual price fluctuations occur. This, in itself, involves
the arbitrary division between those factors that determine the natural price
and those that determine the deviations around it. In some sense, one set of
factors is supposedly more fundamental than the other. This opens the way
for any number of factors to enter the fundamental set, as is the case for price
theory based on generalized theories of supply and demand.

Again, Marx's approach is different and not arbitrary. Value as labor time
is understood as an abstract and simple category derived from production. It
cannot be directly observed but is the basis on which the more complex
exchange categories, such as price, are constructed both in reality and,
correspondingly, within theory. In other words, the theory has an analytical
structure or structure of abstraction in which more complex categories like
price reproduce rather than displace the simpler categories like value. This
reflects the previous methodological point in that the existence of value has
already been established. It cannot simply be thrown away because of the
complex forms that it assumes and which are its effects. If price is seen as the
form taken by value in exchange, the value/price nexus forges the relation-
ship between producers as a relationship between buyers and sellers of goods.
By analogy with the physical world, the element carbon can assume the
form of either coal or diamonds depending upon the way it is structured and
worked upon by nature. But carbon does not cease to exist nor to be of ana-
lytical relevance simply because it can become a number of different products.
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In short, the value relationship is quantitative in terms of the labor time
expended by individual workers but, qualitatively, it is much more besides.
The existence of complicating factors, some of which are considered funda-
mental and some not — such as equalized profit and random or unsystematic
factors, respectively — is by no means a reason for rejecting value theory but
the very basis on which it is constructed. It is perhaps unfortunate that the
dialectical elaboration of this perspective in terms of essence and appearance,
or substance and form often expresses the second element of each couplet
as mere phenomenal aspects (or forms and appearances). Whilst, in a sense,
appropriate for a grand vision of fundamentals, it can lead to an unwar-
ranted denigration of the importance of critical features of the capitalist
economy. If price is the mere form of value, is profit the mere form of
surplus value, and the financial system the mere monetary form of capital?
On the contrary, these are not symbols of the essence like the monarch
on a banknote but material relations with effects even if they are derived
from the class relations between capital and labor. But I anticipate. The
important point, though, is that value theory does not fall merely by virtue
of the complexity through which it moves through the world of capital and
otherwise.

Turn now to Ricardo. Even though he shared some of the methodological
deficiencies with Smith, he was firmly committed to the labor theory of value.
He was determined to explain as many features as possible of the capitalist
economy on the basis of value theory as he understood it — which is, as for
Smith, the labor time required for production. Ricardo demonstrated that
Smith’s argument was, at least in part, wrong — that the formation of a
separate claim on production other than from labor was not a reason in
itself why price should diverge from value. Rather, if profits as an element of
price were non-zero or increased, this would be at the expense of wages, and
prices could continue to equal value. Unfortunately, for Ricardo, this argu-
ment is only correct as far as the mere presence of profits is concerned. Once
there are differences in what is now termed the composition of capital,
prices do deviate quantitatively from values, with higher prices relative to
values for those products that have high capital-intensity, since they are
liable to command disproportionately larger amounts of profit relative to
labor time of production. Once again, as Ricardo realized giving rise to what
is now termed the transformation problem, the labor theory of value appears
to falter as it confronts the simple distribution of profit between capitalists.

Setting these difficulties aside, Ricardo attempted to explain rent on the
basis of his value theory. He succeeded, by asserting that value should be
determined by the labor time of the worst piece of land in use, with rent
making up the difference in productivity on better lands. But by attempting
to deal with a more complex form, rent, this creates an inconsistency in
Ricardo’s value theory, one that he never resolves. For, there are now two
value theories, one for agriculture on the margin of cultivation, the other
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for manufacturing that is presumably based on average production condi-
tions. Why should value in industry not also be determined at the margin of
the worst producer, other producers reaping profits in the form of what
Marshall termed quasi-rents until, at least, they were eroded by the catch-up
in technique or whatever by the marginal producers.

The extension of Ricardo’s margin to each of the sectors of the economy
provided the basis for the marginalist revolution, especially in conjunction
with dependence upon other factors of production and the incorporation of
the margin on the demand-side in the form of utility maximization by
consumers. This neatly put aside the class content of Ricardo’s value theory,
one that conveyed the idea of a distributional conflict between capital and
labor, with landlords as the passive recipients of (rising) rents attached to
productivity differences across lands (as the worse lands are brought into use).

For Marx’s value theory, these issues have to be treated differently. But
first consider some of the methodological issues raised previously. The
opening chapters of Volume 1 of Capital can be considered to be establishing
that value does exist but only in societies dominated by commodity produc-
tion. The process of exchange necessarily forges an equivalence between the
different types of labor that are used in production, although that equivalence
is rarely, if ever, direct. Rather, the relation between (the labor of) producers
is expressed as a relationship between commodities, as use values, in terms
of relative prices. Only, in part, for convenience is it assumed that commod-
ities exchange at their value for, then, the distinction between value and
price, as previously discussed, can be made prominent. By contrast, those
unaware of this motivation see the abstraction merely as a simplifying
assumption, as unjustified and as inconsistent with Marx’s treatment of
price of production in Volume 3 of Capital. Further, it becomes apparent in
Volume 1 that value is most extensive, indeed predominant, only under the
capitalist mode of production for which, it is not only the proletariat that
joins the market, being both able and compelled to sell its capacity to work.
Means of production and means of consumption are in general also brought
into the orbit of exchange. The value relationship then, as for other modes
of production where commodities are less pervasive, is not simply synonymous
with the market. For it represents a set of entirely different economic
relations between producers and those that command them, as well as
differences in other socio-economic relations, such as access to consumption
and, hence, social reproduction.

In establishing the nature of the value relation, as a relation between
producers and not simply as quanta of labor time, Marx pinpoints the
peculiar character of the money commodity. Initially, this is constructed on
the basis of a particular use value, gold. But Marx, even at this early stage in
his analysis, establishes that gold, as a general equivalent for other com-
modities, soon takes on a symbolic role — first of all with the debasement
of the currency through wear and tear and even clipping and filing, and
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eventually through paper symbols themselves. What this demonstrates is
that the distinction between value and price is such that one can be repre-
sented by the other even with the increasing displacement of commodity
money from the process of exchange.

In short, Marx'’s theory of money is in part based upon the notion that
commodity money is displaced by symbols of money and, hence, indirectly,
symbols of value — although ratification of such symbols ultimately requires
intervention by the state. Paradoxically, it is precisely this displacement in
its most modern form, in which the functions of commodity money or gold
are more or less confined to the reserves of central banks, which leads many
to reject Marx’s monetary theory where they have genuinely considered it.
How can a theory of commodity money, based on value theory, be of rele-
vance when commodity money is no longer in use. In riposte, it can be
argued that Marx’s monetary theory implies the displacement of commodity
money. How this occurs needs to be explored in theoretical and empirical
context, moving beyond the mere symbolic circulation of values as
commodities to incorporate the symbolic, at times fictitious, circulation of
surplus value. But, this is to anticipate, although it does root consideration
of the currently evolving financial system within the bounds of the production
system on which it depends for its profitability however much it might wish
otherwise.

Although the abstraction that value equals price draws the qualitative
distinction between the two and establishes value as a social relation
between producers specific to a commodity producing society, the importance
of this abstraction is arguably more important for another reason - the light
that it sheds on class. For, throughout Volume 1, once value is established as
a legitimate category, Marx is primarily concerned with exchange only to
a limited but crucial extent. His concern is solely with the exchange between
capital and labor, treating the economy, as it were, as a single enterprise. On
this basis, Marx initially addresses a single question - how is it possible that
surplus value can be produced when every commodity exchanges exactly at
its value? His answer is remarkably simple; the commodity labor power, the
capacity to labor, is what is purchased by the capitalist but at a value that
itself bears no necessary quantitative relation as such to the quantity of labor
performed by that capacity. Surplus value arises out of the ability of the
capitalist to extract more working time, and hence value, than is required to
purchase labor power. Interestingly, having answered this question qualita-
tively, the vast majority of Volume 1 is concerned both theoretically and
empirically with how do capitalists extract surplus value quantitatively.
By proposing the concepts of absolute and relative surplus value, Marx
draws attention to the extensive (longer, harder work) and intensive (pro-
ductivity increase through mechanization) methods of production by which
capital exploits labor. Each generally requires the accumulation of capital to
proceed.
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Value theory, then, gives rise to and ties political economy to a number
of notions: the classes of capital and labor are divided by a fundamental
conflict over the production process — this is prior to distributional consider-
ations in contrast to Ricardian-type analyses; accumulation of capital is
imperative for the capitalist system; and there are definite methods by which
the expansion of surplus value is pursued, with Marx suggesting, to be
breathtakingly brief, that productivity is systemically pursued through the
relative displacement of workers from the production process as given amounts
of raw materials are worked up into final products through the use of
machinery, and so on.

Value and capital

However briefly, I have now implicitly covered, and will soon review
explicitly in slightly more depth, what I take to be not only five distinguishing
features of Marx'’s value theory but also those which make it stand out most
positively. Although the distinctiveness of Marx’s value theory in these terms
is not so controversial, it is astonishing in this day of scholarship how little
even those subscribing to some form of Marxism and especially those who
do not, are unaware of, set aside or distort these defining characteristics.
Favorable and defining features of Marx’s method are readily ignored in
dismissing what is presumed to be his faulty economics, with the use of
arguments that are not so favorably endowed methodologically.

First, methodologically, Marx’s value theory is based on a dialectics in
which the concepts employed are shown to have a correspondence to the
reality under study both socially and historically (Harvey 1996). Further,
abstract concepts are based on simple concepts such as value — itself derived
from the notion of the two aspects of the commodity as exchange and use
value — which are reproduced and not displaced by the emergence of more
complex concepts such as price. This method is illustrated by the passage
through the three volumes of Capital. In Volume 1, Marx is concerned with
establishing the nature of value and, then, how - as a category rooted in
capitalist production - (surplus) value is produced. Qualitatively, surplus
value depends upon the exchange between capital and labor. Its origins are
revealed by stripping away, or abstracting from, all other forms of exchange.
Quantitatively, it entails a thorough analysis of how the production process
is directed toward both the intensive and extensive exploitation of labor.
These are coupled to more or less direct consequences — in the accumulation of
capital, the factory system, limits to the length of the working day, the emer-
gence of a credit system, the formation of a reserve army of labor, and so on.

In a sense, then, Volume 1 can be considered as being primarily concerned
with the use value of that very unique commodity, labor power. The focus
of Volume 2 is upon the exchange value of commodities more generally and
how, with the intervention of money, the accumulation and reproduction of
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the capital-labor relation can be sustained. This is not, however, simply
a shift from one sphere of activity, production, to another, exchange, but,
rather, a refinement of the concept of value itself. For Volume 2 is concerned
to show how economic reproduction is simultaneously a balance between
value magnitudes (as in the famous equations) and a balance between use
values across the sectors of means of production and means of consumption
(with a further analysis, often overlooked, of the different ways in which
these values circulate as revenues). This is far from being an analysis of
equilibrium - at which word, all genuine Marxist scholars should reach for
their critical red pen, ready to strike out.

In short, Volume 2 has nothing to do with equilibrium although it can be
interpreted in this way by those seeking analogies with various strands of
orthodox theory. Rather, it reconstructs the concept of value, as understood
in Volume 1 (and not just a quantum of labor time but the whole capital-
labor relation as laid out there) in the more complex form of balance and
movement, at whatever quantitative level, between sectors of the economy.
Interestingly, there is, of course, the notion that use values are no longer
simply defined by their physical properties but that they take on a social
content, peculiar to capitalism, of also being defined by their capacity to
command money through sale, a point to be taken up later. In addition, the
refinement of the concept of value allows a variety of more complex forms
to be defined more rigorously and fully. Unproductive labor is that wage
labor which is not engaged in the production of surplus value (because used
for commerce or non-profit-making services), fixed capital is that part of
constant capital which only releases its value into circulation over a number
of periods of production, and so on.

Volume 3 of Capital is concerned with the distribution of surplus value
but not in the simple sense of who gets how much of the surplus value that
has been produced. Note, however, that even this superficial interpretation
presupposes, correctly in line with Marx’s method, that the surplus value
has to be produced before it is distributed. If, though, the distribution
is simply interpreted as a cake-division exercise, as in the (neo-)Ricardian
(or Sraffian) interpretation, then the concepts of surplus value and profit
collapse and the former simply serves as a superfluous accounting exercise.
In contrast, Marx deals with the distribution of surplus value as a refinement
of the concept of value. The results of the previous two volumes are brought
together and used to develop more complex and concrete categories in
terms of the economic processes by which production and exchange are
integrated.

Thus, the so-called transformation problem addresses the formation of
prices of production. Whilst this has incorrectly been seen as an equilibrium
theory of prices (and the rate of profit), a careful reading, drawing the
distinction properly between the value and organic compositions of capital,
reveals that Marx’s preoccupation is entirely otherwise and remains much
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more sharply and abstractly focused. It is concerned with the question: How
does the inevitable development of productivity at different paces across the
different sectors of the economy allow for the tendency for capital to be
equally rewarded according to the quantity of capital advanced? For, when
the rate of change of productivity differs across sectors, profitability would
change in favor of those performing better. Prices have to adjust, and capital
move, for profitability to move toward equalization. But the situation is
more complex than this in that productivity and corresponding price
changes and movements of capital will have knock-on effects on the input
costs of means of production and in the price of items of consumption.

This is an appropriate starting point for Marx’s law of the tendency of the
rate of profit to fall (LTRPF), and counteracting tendencies, although the
LTRPF and the transformation problem have traditionally been treated
separately — despite sharing in common the capacity to attract target practice
for those seeking to reject Marx'’s value theory. This separation between the
two ‘problems’ — what happens to prices and profits for given values and
what happens to them when values are changing — has been almost universal
even amongst those sympathetic to, and supportive of, Marx. The approach
adopted here is different. The LTRPF is seen as more complex than, and
different from, an empirical prediction or mathematical proof of move-
ments in the rate of profit. Rather, it deals at a relatively abstract level with
the coexistence of the consequences of accumulation, as laid out in Volume 1,
and the need for these is to be coordinated through the mechanisms of
exchange as detailed in Volume 2. Quite apart from a host of socio-economic
change attached to the accumulation of capital, such as monopolization,
urbanization, the reproduction of a reserve army of labor, and so on, the
exchange system has to accommodate the shifting rates of productivity and
profitability analytically laid out in the treatment of the transformation of
values into prices of production. Marx draws the conclusion that this cannot
always be done without the accumulation of capital being punctuated with
crises from time to time.

Volume 3 does, however, go much further than this by confronting the
previously developed categories with capital more generally. Volume 2 has
highlighted the need for commodities to be sold; this can itself become
a specialized activity within exchange undertaken by merchant capital
which tends to earn a rate of profit equal to that of industrial capital but
without itself creating any (surplus) value. Volume 2 has also shown how
money is continuously entering and leaving the circuits of capital, thereby
creating a pool of idle money. Volume 1 suggests that capital prospers to the
extent that it can command money-capital through the credit system. Through
these insights, Marx forms the notion of interest-bearing capital, the
borrowing and lending of money for the purposes of producing surplus value
(upon and around which any number of other forms of credit and money-
dealing can be incorporated or evolve).
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Volume 3 also considers circumstances in which there are potential
obstacles to the accumulation of capital in the form of landed property. In
contrast to Ricardian and most other rent theory that are its variants, Marx
is concerned with how the presence of class relations on the land affects the
access of capital to a vital means of production. The result is to modify the
pace and nature of accumulation, quite apart from the rent that emerges as
a consequence. For this reason, Marx’s theory is organized around the
potential for a lower organic composition of capital (properly understood)
and the necessity for, but the limits that this imposes on, (absolute) rent.
Significantly, this yields the result that there is no such thing as no rent
land. Whilst a totally common and common-sense experience, Ricardian
theory insists otherwise, that the worst land (in use) must pay no rent but
for monopoly rent (which would not distinguish the intervention of land
from monopoly conditions in other sectors or factors of production).

The immediately preceding discussion is intended to show how the
distinctive method of Marx’s value theory is embedded in one particular
interpretation of the flow of argument through the three volumes of
Capital. It is perhaps worth reiterating that on every occasion in which Marx
introduces a more complex concept, this is often deployed positively by
critics (even supporters of Marx) as a means to reject his analysis. Volume 2,
for example, has induced theories of underconsumption, as in the work of
Baran and Sweezy and many others, for which the notion of (unrealized)
potential surplus suffices and value theory as such is no longer necessary.
The transformation of value into price of production and surplus value into
profit is reconstrued as an equilibrium problem. Merchant capital, and even
unproductive labor in the state sector devoted to non-commercial activity
such as education, are conceived of as akin to any other sector of activity
and equally a source of profitability, possibly indirectly. Interest-bearing
capital is indistinguishable from credit in general, to whatever purpose it
might be put, and is geared to the exchange process as a whole and is not
specific to the accumulation of capital and creation of surplus value. And
rent is simply the consequence of a more or less powerful monopoly over
a particular factor of production. Paradoxically, in each of these cases, Marx
is accused of being insufficiently sophisticated, whereas it is his critics who
are generally responsible for collapsing socio-economic structures, process
and agencies into an unduly simplistic mould. It is as if, for example, educa-
tion could produce and appropriate profits in exactly the same way as an
industrial sector, the capitalist economy could be in equilibrium, an inability
to sell prove an insurmountable and chronic problem, and so on.

I have attempted to deal with many of these issues of method in my
writing although others, to whom I refer in these writings to the best of my
knowledge, have done so in greater detail and with greater success and
insight. Fine (1989) provides an elementary overview. Fine and Harris (1979)
provide an early survey of many contributions to Marxist political economy
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as they emerged in the 1970s. It is based on interpreting the relative emphasis
upon, and interaction between, the three structures — on which see below —
of production, exchange and distribution and also, unfortunately, reflects
a heavy Althusserian influence in vogue at the time of writing. Fine (1986)
provides readings on the value debate, including those of my own that have
addressed both the transformation problem and rent theory, with the latter
specifically employed in a historical and empirical account of the British
coal industry in Fine (1990), and oil and diamonds in Fine (1994). Fine
(1982) develops the interpretation of the LTRPF as an abstract law leading to
more complex outcomes and shows how it is the antithesis of alternative
accounts based on comparative statics and, hence, equilibrium. Fine (1985/86,
1988), in debate with Panico (1988), argues for the distinctiveness of Marx’s
theory of interest-bearing capital.

Class, structure, tendency and history

This long account of the first distinctive feature of Marx’s value theory will
allow most of the others to be handled much more briefly. Second, then,
the value theory incorporates a particular understanding of class, one based
on the fundamental conflict between capital and labor over production. The
increasingly complex way in which (surplus) value is reproduced has its
counterpart in an increasingly sophisticated understanding of class and of
class relations. For there is an implication of differentiation of the capitalist
class — by sector, productivity, by fractions across industrial, merchant and
interest-bearing capital — and also of the class of labor by the same factors as
well as by skill, employed or not, and so on (Fine 1998a). Once again,
greater complexity induces a rejection or refinement of Marx’s theory of
class for a range of criteria deployed in finer or alternative forms of stratifi-
cation. This is so even before the social reproduction of the capital-labor
relation is considered where political, ideological and other socio-economic
relations become involved (as in gender, race, nationality, etc.). Whilst it is
essential to avoid economic reductionism (the capital-labor relation as such
cannot inform us any more about these issues than it can about the exact
outcomes for prices and profits), value as a class relationship is an essential
foundation on which to examine other non-economic issues, especially
politics, ideology and the state.

Third, Marx’s value theory is attached to a particular understanding of
socio-economic structures. This is not simply a matter of the basic class
relations from which the logical possibility of other classes can also be
derived by their divergence from the simple but fundamental dichotomy
between capital and labor. The self-employed, for example, constitute a
category that is neither proletariat nor bourgeois but is defined relative to
them. Such derivation of categories also applies to other socio-economic
structures. As is apparent, capital defines a fundamental distinction between

Ben Fine 15

production and exchange, and also between economic and social reproduction,
the latter comprising those relations that are conditioned by, but which are
not incorporated within, the direct orbit of capital — the two most favored
examples being the non-economic interventions, nature and determinants of
the state and the role of the family system (and domestic labor, for example).
These can be identified but not filled out by an abstract analysis of capital
alone.

It is important to recognize that these structural divisions can themselves
only be identified qualitatively. We know that the freedom of labor implies
that it is not reproduced solely by capital, although this by no means implies
that economic and non-economic freedoms are either guaranteed or mutually
exclusive (consider, for example, the right to demonstrate). Similarly, which
particular activities occupy the realm of production, exchange or lie outside
the direct control of capital altogether (as in provision by the state or the
household on a non-commercial basis) is variable both historically and
within and across countries.

Transport and storage, for example, could be incorporated under the
control of either industrial or merchant capital. Privatization and commer-
cialization (introduction of user charges) of public utilities illustrate a shifting
boundary between productive and unproductive labor either between the
public and private sector or even within the public sector itself. And the
domestic provision of consumption goods is generally believed to have been
undermined by the assault of capitalist mass production. But even here, the
shift in structural boundaries has often been in the opposite direction as
capitalist production has enhanced the scope for domestic provision, as in
home entertainment and a host of consumer durables from building tools
through to microwaves. I have attempted to deal with many of these issues
both in theoretical and empirical detail in Fine (1990, 1992, 1998a, b, 2002a),
and Fine and Leopold (1993). Both in identifying structures and in con-
structing appropriate theory and construing empirical evidence, value theory
has proved invaluable.

Value theory has, however, often been rejected on the basis of structuralist
arguments whether the latter are recognized as such. This is especially so in
case of what has been termed categoricism, for which a particular inequality
or difference is identified empirically and then ‘explained’ by being referred
to as a structure. This can take the form of class analysis, as in the notion of
capital and labor in conflict over distribution, or along different lines, as in
theories of patriarchy and racism in which these are used as structures to
explain disadvantage. Inevitably, categoricism is antagonistic to Marxism.
This is not only because it, possibly erroneously, identifies structures that
are perceived both analytically and empirically to contradict emphasis on
class but also because, methodologically, structures are erroneously interpreted
as the most fundamental of categories. To a large extent, such an approach
was encouraged for a time by Althusserianism. But it begs the question of
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where these structures originate and how they are reproduced for, otherwise,
how can they ever change or be transformed.

In short, Marxism in general and value theory in particular do not deny
the existence and significance of socio-economic and other structures but
this is not to embrace a methodology of structuralism, whether categoricism
or not. More specifically, structures need to be analytically justified on the
basis of class relations and the socio-economic processes to which they are
attached. Theory of value is an exemplary illustration as suggested by the
ground already covered above, as in the distinctions between production
and exchange, and between economic and social reproduction. But structures
can also be understood as the consequence of more complex, historically
contingent outcomes, as I have tried to demonstrate with the economic
history of the South African economy, in Fine and Rustomjee (1997), and
the way in which consumption and food systems are constructed and evolved
(Fine and Leopold 1993; Fine etal. 1996; Fine 1998b, 2002a).

Fourth, an important part of these analyses is to specify the socio-economic
processes by which structures are reproduced and transformed. Like class
relations these are abstract and are the basis on which the more complex
structures are reproduced (or not). Often, the underlying processes are
mutually contradictory as in the imperatives toward vertical integration and
disintegration, for deskilling and reskilling, and of crucial significance in
value theory, how productivity increase via the accumulation of capital is
experienced both as a boost to profitability in the form of lower production
costs and as a threat to profitability in the form of more intensive competition
for markets. For equilibrium analyses, these processes interact harmoniously
and, subject to no upward adjustment in wages and rational choice by
capitalists of least cost production techniques, must enhance profitability.
In contrast to Marx'’s theory of the tendency of the rate of profit to fall, there
is no attempt to understand how the forces generated by the accumulation
of capital and productivity increase place enormous strains on the economic
structures and processes of the value system, and the social formation
within which it is embedded.

In this respect, Marx’s value analysis is uniquely successful in the links
that it forges between the theory of value and productivity change. Orthodox
economics does not even address the issue and has always used equilibrium
analysis with given technology, although value as price can change from
one equilibrium to the next in a comparative statics for one set of given
technologies as opposed to another. Ricardo did very little better, with value
being determined in a similar way in industry but in a dynamic but
relatively trivial way for the distinct theory of value used for agriculture. The
value contributed by labor time on better lands increased simply by virtue
of the use of other, possibly equivalent, labor on lands of worst quality.

Smith contributed a much more penetrating if chaotic understanding and
can even be credited with having first addressed the issue of how to define
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value as productivity is changing. This was a consequence of his motivation
to explain the wealth of nations in which he ultimately gave priority to the
growing division of labor as a source of productivity increase. Within the
context of his components theory of value, he argued that wages would
be higher with the growing, and not the level of the, division of labor. It
follows that price depends upon the pace of productivity increase. Although
not in the context of the labor theory of value, this implies that Smith
indirectly establishes an equivalence in the formation of price between
technologies of the past and technologies of the present (through the wages,
profits and rents that are the components of the raw materials, previously
produced, but which are added as indirect costs to the direct cost components
that make up current production). In doing so, he made the elementary error
of overlooking that he cannot use the same wages, and so on, for the indirect
costs as for the direct costs since he has already argued that the latter are
amended by the growing division of labor.

In Fine (1982), I discuss these aspects of Smith’s value theory in greater
detail. What is remarkable is that he unconsciously poses the issue of how do
previously produced materials enter into value when conditions of production
are themselves changing? To my knowledge, only Marx has answered this
question in a non-trivial sense, avoiding both comparative statics (i.e. a
sequence of equilibria for each of which technology is given) and a simple
neutrality in the improvement in productivity for which all prices decline in
proportion. But Marx shifts the analytical terrain on which the issue is
addressed. On the one hand, not surprisingly, the labor theory of value
displaces the components theory. This, in itself, implies an acknowledgement
that different labors, in different sectors, of different skills, exercised at
different times with different levels of productivity are all brought into
equivalence with one another through the system of commodity exchange
(although these differences are often referred to as a rationale for rejecting
the labor theory of value). On the other hand, the outcome is not tied to an
equilibrium theory of natural prices but to the laws of development of cap-
italism as they are expressed through its relations, tendencies and structures.
On the relatively rare occasion on which mainstream economics does
address the sources of productivity increase, in the rapidly expanding and
highly fashionable new or endogenous growth theory, it does so without
benefit of value theory at all and proceeds as if the longstanding and accepted
criticisms attached to the Cambridge Capital Controversy had never existed.?

Fifth, there is the historical aspect to Marx’s value theory. As already
observed, its applicability is limited to those societies in which there is the
presence of commodity exchange that only attains its peak with capitalism.
This is not only to justify the use of value as labor time on materialist grounds
but also an acknowledgement that value is a social relation between producers
whose interaction with one another is through the system of exchange in
complex and potentially historically variable ways. These elementary historical
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and social insights should suffice to recognize that the labor theory of value
is not adequate if based solely on the idea of value as a quantum of embodied
labor. For then, of course, in a sense, we do not need to know anything about
social relations at all in understanding value, as in its application to Smith’s
rude society, just as we do not need to know about other objects or substances
if we want to know how much iron is embodied in a particular object. Of
course, the notion of the labor theory as labor embodied has been seen by
critics from mainstream economics as arbitrary and has led to parodies in terms
of iron or energy theories of value.

From the historical to the contemporary

Once, however, value is seen as a relation that is historically and socially
specific, then it is possible to recognize that value does itself change with
the underlying socio-economic relations by which it is constituted. Interest-
ingly, the historical specificity of value has been the focus of a debate - the
so-called historical transformation problem. Here, the issue has been whether
there was an early period of capitalism or even simple commodity production,
as suggested by Engels, during which commodities exchanged at their
values which was then followed by the situation of developed capitalism for
which exchange at value no longer obtains. According to the argument
offered here, as laid out in Fine (1986), this is an inappropriate way to view
the historical transformation (see also Milonakis 1995). For rather than
a given value exchanging at price in one historical instance and then at
price of production at another instance, the nature of value itself is different
according to whether it is attached, for example, to simple commodity as
opposed to advanced capitalist production - a rather obvious point if value
is seen as a relation of production through which labor time is represented
in exchange. Both the nature of production relations themselves as well
as the way in which they are integrated through exchange are entirely
different.

Whilst such insights are what gives value theory its analytical strength,
the issues concerned are otherwise seen as indicative of weakness. How can
an economic theory based on labor embodied be appropriate both for simple
commodity exchange and for advanced capitalism? And, of course, the
answer is that it cannot, as Smith discovered two hundred years previously
in erroneously confining his particular understanding of the labor theory of
value to the rude society. Today social scientists and commentators tend to
be too sophisticated to review Smith’s arguments and are bedazzled by the
increasingly complex economic and social developments that appear to
reinforce the irrelevance of value theory.

In general, this has led to two broad responses. One is to rely upon
empirical and descriptive analyses, which are relatively void of theoretical
considerations. Where theory is involved, it tends to be simplistic, presuming
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a correspondence between correlation and causation, however many vari-
ables are statistically embroiled together. This implies an absence of relations,
structures and tendencies — an analytical structure of concepts and caus-
ation — except in the sense of categoricism outlined above.

The other response is to be conceptually inventive but without consciously
rooting such innovation within existing theoretical frameworks, and
certainly not within that provided by value theory. The most obvious and
relevant example of this is provided by the theory of post-Fordism, critically
assessed in Fine (1995, 1998a), although it is now being supplemented by
the idea of globalization. For each of these, value theory has ultimately been
totally discarded although, as post-Fordism was initially given a Marxist
gloss by Aglietta (1979), it only took a little time for it to gain its ‘freedom’
from value theory altogether. Consequently, standard concepts within
Marxism, which were rooted theoretically in value theory and historically in
the current phase of capitalism, have more or less disappeared without trace —
notions such as imperialism and monopoly capitalism (with monopoly
being seen as the form in which competition takes place rather than as its
antithesis).

Such flights of fancy pale into insignificance when set against many of
the offerings associated with post-modernism. Here, the critique of Marx's
value theory, especially as it has evolved in the work of Baudrillard,
concerns his neglect of the use value aspect of the commodity. It is wrongly
argued that this is taken to constitute the physical properties of the com-
modity by Marx, and it is also suggested that in the social construction of
use value, the meaning and significance of the commodity to the con-
sumer is almost limitless. In contrast, it is imperative to recognize that the
culture of consumption is a material culture, one that is deeply embedded
in the relations and mechanisms through which those commodities are
produced and eventually find their way into consumption. Value theory
takes as one of its starting points that the commodity must constitute
a social use value (otherwise it cannot be sold) and it must also be pro-
duced; far from precluding an incorporation of the role of the nature and
meaning of the commodity, this is one of its most important determinants
without which the role of other factors, including culture and subjectivity,
become arbitrary. To put it bluntly for a moment, are we really to believe
that the meaning of Coca-Cola, and the way that this meaning is purveyed
through massive advertizing campaigns, is independent of the way in which
Coca-Cola is itself produced, distributed and sold? In short, as has been
argued in Fine and Leopold (1993), and Fine (2002a), an appropriate
understanding of modern consumption depends upon developing and not
rejecting value theory in the context of the social construction of the use
value of the commodity in which this is not artificially detached, as in
much post-modernist discourse, from the value relations by which we have
commodities at all.
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The task we face

The constructive rationale for the labor theory of value that has been out-
lined is well established through Marx’s own work and also, equally,
through the value theory debates that have continued. My own views are
laid out in Fine (1986). In other publications, I have sought to develop and
apply value theory in greater complexity, addressing issues such as privatiza-
tion, the British coal industry, the British economy, women’s employment,
labor market structures and dynamics, the political economy and culture of
consumption in general and of food in particular, the South African
economy, and social capital (the last of these containing references to the
other work, Fine 2001a). Throughout analysis has been rooted in fundamen-
tal principles derived from the labor theory of value, originality deriving
from retaining elements of political economy that enable the reconstruction
of value in more complex forms. Yet, at the outset, I suggested that the
increasing complexity of capitalism simultaneously strengthens the case for
the labor theory of value, to uncover underlying determinants, and strength-
ens the resolution of opponents in view of the apparent inconsistency of
value with those complex outcomes. This means that the intellectual balance
for and against is dependent upon the vigor, resolution and skill with which
value theory is elaborated by its supporters, quite apart from the economic,
political and ideological climate within which the debate is engaged. In the
academic world, mainstream economics has rarely been stronger and has
never been prepared to confront the labor theory of value on any terms
other than as labor embodied in an equilibrium framework, for which
rejection of value is the only possible outcome. Many supporters of value
theory have been seduced by the associated arguments involved. This is
despite ingenious analytical devices that draw piecemeal upon aspects of
capitalist reality.

The most prominent in this vein is the new interpretation of the transform-
ation problem. It suggests that the latter’s problems can be resolved by
treating the value of labor power as the wage revenue (with value equivalent)
received ex post rather than as a quantity of ex ante labor time (attached to
a ‘subsistence’ wage bundle). Without the space to provide details, Fine et al.
(2001), the new solution suffers from collapsing the complex determinants
of the value form (price) into a single step, thereby precluding appropriate
consideration of intermediate factors and processes. Accordingly, its theories
of money, the value of labor power, and the structures and dynamics of the
capitalist economy (especially value formation in the presence of technical
change) are both underdeveloped and insecurely founded within the value
theory that is purportedly being defended. In effect, the new solution is
merely a sociology of exploitation, using the labor theory of value (LTV) to
establish that exploitation obtains whenever wages do not exhaust total
revenue. This exercise is both limited in importance and scarcely needs
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value theory in any case — profits as evidence of exploitation is clear to all who
care to see.

In light of the new interpretation and the more general commentary
above, the prospects for value theory from a radical tradition within economics
have rarely seemed bleaker. But, as first argued in Fine (1997), with Fine
(2002a) referencing subsequent work, economics is currently going through
what might prove to be a change as profound as that of over a century ago,
the marginalist revolution, which established the discipline as we know it
today. This involved a retreat and separation of economics from the other
social sciences because of dependence upon methodological individualism,
equilibrium and the isolation of the economy from society more generally.
Now, orthodox economics is attempting, on the very same theoretical basis, to
colonize the other social sciences suggesting that it can explain institutions,
collective agencies, economic development and political outcomes, and so on.

This is a result of its own internal developments, deriving from information-
theoretic economics, in which the market and non-market, the individual
and the social, are all seen as reducible to optimizing in response to market
(informational) imperfections. How the other social sciences respond is vital
not only for value theory, possibly the most important element with which
to defend properly constituted social theory against the incursions of
economics imperialism, but for the very health of those disciplines. These
have always been much more open to serious treatment and acceptance of
value theory (and Marxism). This is especially so when seeking to cross the
artificial boundaries dividing the academic disciplines and confront eco-
nomic issues in the form of political economy rather than on the basis of the
esoteric and blatantly unreasonable assumptions that are so characteristic of
orthodox economics. In addition, in complete contrast to mainstream
economics, Marxism itself is also treated seriously as an alternative in itself
and as a source of insight for non-Marxist analysis. Also currently, the intel-
lectual environment is one of the uneven retreats across the social sciences
from the excesses of both neo-liberalism and post-modernism. There is
a wish for greater material content to analysis — a return to the real not least
in the warmth with which the nebulous notions of ‘globalization’ and social
capital have been embraced (Fine 2002b). The prospect is for social sciences
other than economics to prove an intellectual battleground in examining
the economics. Given the traditional, and warranted, antipathy of social
sciences toward mainstream economics, the potential for reviving commit-
ment to the labor theory of value is strong. But it has to be won and cannot
be taken for granted.

Notes

This chapter draws on Fine (1998c, 2001b). It was presented to the Conference of
Marxist Economists, Beijing, April 2002, Renmin University. Thanks to Costas
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Lapavitsas, Alfredo Saad-Filho and others for extensive comments and suggestions on
an earlier draft.

1. Concerning questions of theoretical approach, see for example, among others,
Aglietta (1979), Dobb (1940), Elson (1979a), Fine (1986), Fine and Harris (1979),
Fine etal. (2001), Foley (1986), Lebowitz (1992), Lee (1993), Meek (1956), Rosdolsky
(1977), Rubin (1972), Saad-Filho (2002), Steedman (1977), Steedman etal. (1981),
Sweezy (1970), and Weeks (1981). For discussions focusing on money, see de Brun-
hoff (1976), Arnon (1984) and Itoh and Lapavitsas (1998). For views on Marx’s
method, see Colletti (1973), llyenkov (1982), Moseley (1993a), Oakley (1983, 1984,
1985), Pilling (1980), Reuten and Williams (1989), and Shamsavari (1991).

2. See Fine (1982).

3. See Fine (1980, 2000), Harcourt (1976), and Hodgson (1997) for critical exposition.
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Money, Finance and Competition
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The Rationality and Irrationality
of Money

Simon Clarke

Money is the supreme social fact of modern society. For good and for ill,
money is both the symbol and the substance of wealth and power. The
movements of money constrain and undermine national governments and
daily determine the fate of billions of people. The privileges of the few and
the want of the many are determined by their respective possession and
their lack of money. Yet where are we to find the social theory of money?
How does money acquire its social power? By what social laws is the exercise
of that power determined? Is money a beneficent or a malignant force?
It would seem that the anonymity of the power of money has rendered it
invisible to social theory.

The theology of money: the classical tradition

The so-called ‘primitive’ societies attach mystical powers to gifts and tokens.
But this is nothing compared to the fantastic powers attributed to money in
our own society. While the former have been exhaustively analyzed by
anthropologists, social scientists have very largely been content to leave the
powers of money unexplained. In the true traditions of a Christian ‘civiliza-
tion,’ faith is sufficient ground for attesting that a supernatural power that
has created global devastation is, nevertheless, a force for good. The cult of
money is truly Dr Pangloss’s revenge.

We might expect to find an explanation of the social powers of money in
the works of the theologians of the cult - the economists. However, surpriz-
ing as it may seem, the economists have almost nothing to tell us on this
matter. For the economists money is simply an instrument, a rational
means through which the ‘hidden hand’ realizes its beneficent mission.
Economists since Adam Smith have progressively elaborated their system-
atic models which establish the instrumental rationality of money within
the capitalist economic system, insulated from the reality of a world within
which money is not merely a means, but has become the central end of
social existence.
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The dominant conception of money dates back at least to Aristotle, who
explained the emergence of money in terms of the inconvenience of barter,
defining the primary function of money as its role as means of exchange, but
recognizing also its derivative functions as the measure of value and, at least
implicitly, also as a store of value. Various theories since Aristotle have dif-
fered mainly in the hierarchical relationship they establish between the dif-
ferent functions of money, setting those who follow Aristotle in seeing the
function of means of exchange as being primary against those who have
attributed primacy to other functions, most notably the function of store of
value. This has by no means been a purely academic debate, for the different
views have profound political and policy implications: If the primary func-
tion of money is means of exchange, an increase in the quantity of money
will lead only to rising prices. If the primary function of money is a store of
value, an increase in the quantity of money will lead to falling interest rates
and increasing economic activity. The orthodox view of money is therefore
connected with the quantity theory of money and monetary conservatism.
Unorthodox views of money are connected with the various heresies that
have littered the pages of monetary history: mercantilism, bullionism, free
credit, bimetalism, Keynesianism.

These different views of money have been intimately connected with dif-
ferent views of the relation between money and the state in the regulation
of the social reproduction of the system of social labor. Money and the state
represent complementary forms of social regulation, but the critical ques-
tion is, what should be the relation between them? Should state regulation
be confined within the limits of money? Or should the rule of money be
confined within limits dictated by the state?

These are theoretical questions that have been debated since the dawn of
capitalism. The debate between the two positions has ebbed and flowed,
and there has even been some theoretical advance in the rigor and sophisti-
cation within which the two positions have been formulated, but the debate
has never been resolved. The balance between the two positions alters over
time in a more or less regular cyclical process. At the peak of the cycle one
or the other position is in the ascendant, the alternative being regarded
as an untenable heresy which is propounded by cranks and extremists. In
periods of transition, there is much talk of a ‘third way,” which offers an
appropriate balance between the two extremes, and the pendulum begins
to swing back.

This is a debate that takes place within theory, but the balance of
theoretical forces is not determined by any intellectual considerations but
by the development of the class struggle, above all by the extent to which
the state is politically compelled to moderate the claims of capital in order
to accommodate the aspirations of the mass of the population. This is not
to say that the intellectuals engaged in the debate are the self-conscious
lackeys of the capitalist (or even the working) class. There will always be



Simon Clarke 27

true believers on both sides of the debate, but the weight of conviction
(and publication and academic appointment) will fall on the side that
conforms most closely to the demands of political realism because it
conforms to the realm of immediate political possibility. To be a Hayekian
in the 1960s was to plow as lonely a furrow as to be a Keynesian in the
1980s. To propose a ‘third way’ in the 1980s was to make yourself as
much the object of ridicule as it is to endorse ‘monetarism’ today. Although
the debate is renewed every decade, the terms, and the limitations, of the
debate have not changed for the past two centuries. To identify these
terms and limitations it is worth going back to the beginning of the modern
debate.

Adam Smith and the modern theory of money

Adam Smith, following his friend David Hume, laid the foundations of
modern economics by reasserting the Aristotelian orthodoxy against the
mercantilist heresy, which saw the primary function of money in its role as
store of value and favored state policies oriented to the accumulation of a
monetary hoard. Smith was concerned to demolish the mercantilist myth
that money was an end, that the accumulation of wealth could be identified
with the accumulation of money, and to establish instead the instrumental
rationality of money as a mere means to the superior end of enhancing the
material prosperity of the nation. For Smith ‘it is not for its own sake that
men desire money, but for the sake of what they can purchase with it’
(Smith 1976 Vol. 1: 385), so that the accumulation of money, far from con-
tributing to the prosperity of the nation, constitutes a drain on the national
revenue. According to Smith, the mercantilist prejudice arose as a sophisti-
cal argument devised by the merchants to further their own self-interest by
falsely identifying it with the national interest. The system of monopoly
that hoisted their profits restrained trade and so limited the development of
the productive forces of society.

There are two dimensions to Smith's critique of mercantilism. On the one
hand, Smith argued that money had no value in itself: money is just a com-
modity like any other. The value of money lies in the fact that it is the prod-
uct of labor and in the fact that, like any other desirable commodity, its
possession bestows the power of command over labor. On the other hand,
for Smith this implies that the possession and accumulation of money is
irrational. The accumulation of money involves the expenditure of a con-
siderable amount of labor in order to acquire a reserve of the money com-
modity, but the power of command over labor, that is the only reason for
acquiring money, can only be realized by disbursing the money that has
been acquired. The only purpose of acquiring money is to spend it. Money
is therefore only the mediating term in relations of exchange between indi-
vidual actors, its rationality is purely instrumental.
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Smith’s argument rested on a proposition that has marked all subsequent
economic theory, but that is fundamentally erroneous. It is his assertion
that ‘consumption is the sole end and purpose of all production,” a maxim
that he claimed ‘is so perfectly self-evident that it would be absurd to
attempt to prove it’ (Smith 1976 Vol. 2: 155). Thus the instrumentality of
money is simply asserted. Yet the belief that money is an end is not simply a
mercantilist prejudice, it is of the very essence of the reality of capitalist
society. If money were desired only as a means to the acquisition of con-
sumption goods the appetite of the capitalist for profit would be limited by
his consumption needs. Yet the very dynamism of capitalist accumulation,
on which the justification of the capitalist system rests, depends precisely
on the insatiability of the appetite of the capitalist for money not as a
means, but as an end in itself, as the means to, and expression of, social
power. The great merit of the mercantile system was that it recognized this
uncomfortable fact. Smith can only smuggle in his ‘self-evident’ maxim by
presenting an evaluative proposition as though it were an empirical one.
Indeed it is self-evident that economic activity should be subordinated to
the consumption needs of society. Yet it is just as self-evident that this prop-
osition is violated not simply by the mercantile system, but by the existence
of capitalism itself, with the deleterious consequences of which Smith was
well aware.

However, if money is not an end in itself, but is merely a means of
exchanging one thing for another, the powers attributed to money are not
inherent in money, but derive from its function as a means of exchange.
The rationality of money is the rationality of the system of exchange whose
development it facilitates. Money is the means by which the hidden hand
of the market achieves its ends.

Smith regarded the development of the market as the result of the
propensity in human nature ‘to truck, barter and exchange one thing for
another’ (Smith 1976 Vol. 1: 12), a propensity rooted in the faculty of reason.
The virtue of exchange was that it made it possible for each producer to
specialize according to his or her talents and so stimulated the advance of
the division of labor, of productivity, and so of economic prosperity. As far
as the individual economic actor was concerned, each could make free
judgments of the gains to be made from any particular exchange, gains
rooted in the increased productivity permitted by specialization, and so
could decide whether or not to exchange accordingly. So long as the market
is free, and property and the person are secure, each individual exchange
that takes place will contribute to an increase in individual and social
prosperity. On the other hand, any political or institutional barriers to the
freedom of exchange will prevent advantageous exchanges from taking place,
and so will reduce the national wealth, even if they work to the advantage
of particular individuals. These are the general principles according to
which economists have justified the rule of the market ever since the days of
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Smith. The general conclusion is that free competition allows the individual
to be the best judge of his or her own economic interests and provides the
opportunity to each to act accordingly. Since every agent is free to decide
whether or not to make an exchange, and will choose not to do so if he or
she judges the exchange disadvantageous, nobody can suffer loss as a result
of exchange. Since both parties gain from each and every exchange, the
system of exchange must work to the benefit of all.

Smith established the self-evident rationality of exchange on the basis of
a parable concerning barter in a simple hunter-gatherer society. If Smith’s
little parable is to have any relevance to a capitalist society, it is necessary to
establish that the introduction of money and of capital does not affect the
results of the analysis, so that a capitalist society can be understood on the
basis of this simple model of a barter economy. This Smith achieved, firstly,
by arguing that money is simply an instrument of accounting and exchange
that has no substantive economic significance. Smith’s argument again has
provided the essential framework within which economists have discussed
money ever since. The form of his argument is equally paradigmatic: he
devised a homely parable within which the instrumental rationality of money
is established as self-evident, and rests his case on the extension of the
argument by analogy to the capitalist system.

With the development of exchange the inherent limitations of barter
meant that ‘this power of exchanging must frequently have been very much
clogged and embarrassed in its operations...In order to avoid the incon-
veniency of such situations, every prudent man in every period of society,
after the first establishment of the division of labour, must naturally have
endeavoured to manage his affairs in such a manner as to have at all times
by him, besides the peculiar produce of his own industry, a certain quantity
of some one commodity or another, such as he imagined few people would
be likely to refuse in exchange for the produce of their own industry’ (Smith
1976 Vol. 1: 20). We can all appreciate the inconvenience of barter, so the
rationality of money is clear to all of us. Money simply provides a means of
exchange that enables the barter economy to work more efficiently. We can
now sell our bows and arrows for money, and use the money to buy ven-
ison, rather than having to find a venison-owner who happens to need a
new bow and arrow. The introduction of money makes no difference to our
simple barter model.

But what happens if we cannot find a buyer for our product? Perhaps
nobody wants a bow and arrow? Then we have simply misjudged the needs
of others, and misread the market. We will have to find some other special-
ization that meets others’ needs. Perhaps somebody else is better than us at
making bows and arrows, so that we have to demand less venison in return?
Then our reduced reward simply corresponds to our own incompetence and
if we are dissatisfied we should improve our skills, find a new vocation, or
hunt our own venison. We cannot blame the market for our own failings.
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But perhaps we are highly skilled, and our bows and arrows are much
needed, but nobody has any money to buy them? Would this surely indi-
cate a failure of the market economy to meet human needs? It would indeed,
but in Smith’s ideal world it could not happen. This becomes clear once we
examine the implications of Smith’s conception of money as serving merely
as a means of exchange.

For Adam Smith, there is no reason for wanting to hold money in itself
since ‘it is not for its own sake that men desire money, but for the sake of
what they can purchase with it’ (Smith 1976 Vol. 1: 385). This proposition
rests on Smith’s ‘self-evident’ but absurd claim that ‘consumption is the sole
end and purpose of all production.’

The implication of this ‘self-evident’ maxim, which was drawn out by
Smith’s French popularizer ].-B. Say, is that the money economy continues
to work just like a barter economy. Since nobody has any reason to hold
money, but merely seeks money in order to purchase some other commod-
ity, every sale will be matched by a corresponding purchase as the seller
immediately disposes of the money acquired in the sale by buying some
other commodity. Thus the introduction of money cannot introduce any
barriers to exchange, it simply avoids the inconvenience of barter. If a seller
is unable to find a buyer it can only be because he or she is asking too high
a price. The commodity is not sold simply because the buyer chooses not to
sell it at a price which reflects the evaluation of its worth by potential buyers.
So long as buyers and sellers are prepared to adjust their prices in response
to changing market conditions, reflecting changes in the conditions of pro-
duction and in the needs of consumers, the action of supply and demand
insures that full employment will be maintained. The operation of the market
insures that the system is self-regulating.

Smith, as later economists, was well aware that money did not always
function as effectively as he might have hoped. However, the limitations of
money are in no way inherent in money itself as a social phenomenon.
They arise from human venality and human ignorance that prevent us from
living up to the standards set by this apotheosis of rationality. Thus for
Smith, it is the greed of the merchants, the ignorance of the laboring classes,
and the indolence of the landed class that gives rise to the abuses that make
money into an end of state policy that restricts the growth of the wealth of
the nation.

The classical theory of the market describes a world of freedom of choice
and equality of opportunity, marred only by the attempts of the rich and
powerful to abuse their command of the power of the state to secure their
own gain. Money is the rational instrument by which the hidden hand of
the market asserts itself, and so provides the adequate means of social regu-
lation of economic activity. The proper role of the state is to preserve the
freedom and security of property and to defend the integrity of the currency
on which the smooth functioning of the market depends.
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Money and manufacture: money, capital and the state

We should not forget that Smith wrote as a radical critic of the ancien régime,
the target of his attack being the apparently monolithic configuration of the
absolutist state that united the power of the sovereign, the privilege of the
landed aristocracy and the wealth of the great merchants. Smith was
the model of a disinterested intellectual, although in his work he appealed to
the interests of an emerging class, represented by tenant farmers, small mer-
chants, manufacturers and artisans, which was developing a consciousness
of its own independent interest, in opposition to the system of privilege and
monopoly that Smith condemned. However, Smith had no expectation that
his views would have any political impact because he believed that the
weight of vested interest that he confronted was so strong while the class to
which he appealed had insufficient understanding of its own interest.

Yet Smith had overestimated the strength of the system. While it may
have appeared invincible in the metropolitan heartland, it was a global sys-
tem and it was on the periphery that its fate was sealed. Ironically, the turn-
ing point was the rebellion of the American colonists in 1776, the year that
Smith’s Wealth of Nations was published, followed by the French Revolution
thirteen years later. These two revolutions in turn precipitated the disinte-
gration of the established political order in England. It was trade and money
that had eroded the old order, and money and trade were the pillars on
which the new order was constructed. This dramatic political reconfigur-
ation had equally dramatic intellectual consequences. Within two decades,
Smith'’s theories had been transformed from a radical critique of an old
regime that had confined money and trade within the limits of political
power into the defense of a new regime that sought to confine political
power within the limits of money and trade, the apostle of the new system
being the stockbroker, David Ricardo.

The collapse of the old regime, and the freeing of trade and banking from
political restraint was associated with a succession of economic booms, but
each boom was soon followed by a destructive slump. Moreover, while mer-
chants and bankers profited in the booms, it tended to be the workers and
the manufacturers who were the principal victims of the slumps. These fluc-
tuations, therefore, precipitated conflict between the manufacturing and
banking interests, each appealing to the state to regulate the issue of money
in accordance with the interests of its own estate, which, of course, each
represented as the general interest. It should not be surprising to find, there-
fore, that the theory of money was once again the focus of the class struggle
in social theory. The outcome of this struggle over the theory of money
defined the contours of modern social theory, yet it is another blind spot in
social theory’s consciousness of its own foundations.

The currency issue was the central focus of the class struggle in social the-
ory throughout the first half of the nineteenth century. The key issue in this
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phase of the struggle was that of the relation between money, capital and
the state, and the struggle focused on the question of control of the quan-
tity of money. The bankers accumulated great fortunes by lending money at
interest and by speculating in commercial and financial ventures. The manu-
facturers depended directly and indirectly on the bankers to provide them
with the credit they needed to carry on their business, particularly when
they were buying and selling on distant markets. When trade was flourish-
ing, the bankers would make credit freely available and manufacture could
expand in the wake of, and even in anticipation of, the expansion of
demand. The growth of manufacture led to a growing demand for hands, so
that both waged workers and independent artisans could prosper. At such
times it appeared that all the promise of Smith’s vision was being realized.
However, such booms were never sustained for long. At a certain point there
would be a series of commercial and financial failures, as a result of which
stocks of unsold goods would accumulate.

Just at the point at which the resumption of normal trade called for an
easing of the terms of credit to enable manufactures to maintain production
and their buyers to buy their products, the bankers would turn on the
screws, restrict the supply of money and raise the rate of interest. To the
manufacturers it was evident that their misfortune was the direct result of
the bankers’ abuse of their monopolistic control of money and the solution
for the banks was to provide enough money to meet the legitimate needs of
trade. The currency reformers therefore came forward with various schemes
that would insure that money was always put at the service of production
and of trade. Such schemes ranged from demands for free banking, through
bimetalism and land banks to labor currencies. What all of these schemes
had in common was that their viability depended on the state taking con-
trol, directly or indirectly, of the issue of money in order to insure that the
quantity of money was regulated in accordance with the general interest of
society. Against such schemes, liberal orthodoxy came to be represented by
the currency theorists, who argued that it was precisely money, not the
state, that embodied the general interest of society, so that the economic
activity of society and of the state should equally be subordinated to the
constraints imposed by the natural limitation of the supply of money. Just
what was this natural limitation was a rather more complicated question,
the simplest answer (politically at least) being that it was the supply of gold,
so the 1844 Bank Act in England supposedly restricted the issue of the cur-
rency in accordance with the reserves of gold held at the Bank. This meant
that the terms of credit throughout the economy were determined neither
by the political decisions of government nor by the self-interested decisions
of bankers but in accordance with the inflow and outflow of bullion to and
from the reserves.

The currency theorists won the battle hands down. However, although
their opponents are remembered nowadays only as monetary cranks, the
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battle was not won in social theory but by the outcome of the class struggle
in the real world as both manufacture and banking came to be subordinated
to the expanded reproduction of capital, the manufacturers settled their
differences with their bankers and new lines of class division emerged,
between the employers and their employees. In England the victory of the
currency theorists was associated not only with the 1844 Bank Act, but also
with the repeal of the Corn Laws, the passage of the Factory Acts and the
defeat of Chartism, which were followed by the mid-Victorian boom. More
equivocal victories were achieved in Continental Europe and the United
States with the political settlements following the revolutions of 1848, the
American Civil War and the Franco-Prussian War, which similarly laid the
foundations for the relatively sustained growth of prosperity of the turn of
the century. Divisions within the capitalist class were no longer between its
financial and industrial wings but were increasingly drawn along national
lines, with manufacturers seeking to articulate a common interest with ‘their’
workers not on the line of opposition to the bankers but on a national basis.
The power of the state was not to be directed to the control of money but
to the aggrandizement of national capital by traditional mercantilist means.
The wheel had come full circle.

The critique of money and the challenge of the working class

The liberal theory of money emerged triumphant within the realm of eco-
nomic theory as an expression of the triumph of capital over its concrete
forms of existence, as finance and manufacture were subordinated to the
expanded reproduction of capital. The political opposition to liberal ortho-
doxy no longer came from dissident elements within the capitalist camp,
but increasingly from those whose labor-power was commanded by the
power of capital. The various schemes of utopian co-operativism began as
schemes to contest the power of bankers, but soon developed into schemes
to contest the power of capital. It was not the bankers who were extorting
profit from the honest manufacturer by imposing unnatural rates of interest
on their loans; it was the manufacturer who was exploiting his laborers by
paying them less than the value of their labor-power. The labor theory of
value, which had been developed within economic theory to articulate the
interests of the manufacturers against the parasitic commercial, landowning
and banking interests, was now given a radical twist, expressing the interests
of labor in opposition to capital as a whole.

The focus of this new radicalism was, of course, the theory of money.
All of the evils to which modern society was subject were evils that derived
from the unfettered tyranny of money. The early utopians took many of
their ideas from currency cranks and from romantic conservative critics of
capitalism, but they soon came to develop specifically socialist perspectives
which drew on the experience of the workers who were being herded into
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the new factories, schemes which drew on the contrast between the
co-operation that was a feature of socialized production and the anarchy
that was the distinguishing characteristic of the market, their proposed
solutions moving on from currency reform to schemes for the centralized
regulation of production and trade. This critique came to focus on the
relation between money and the state in the regulation of social production,
so its realization required access to political power. Thus it was closely asso-
ciated with the democratic political struggles that reached their peak in the
1840s. It was through these struggles, and particularly through the defeat of
Chartism and then of the revolutions of 1848, that the class character of the
opposition to capitalism became more clearly defined.

At this stage in the development of the class struggle, of course, a clarifica-
tion of the lines of class division implied the marginalization of the industrial
working class, which even in England still comprised only a minority of the
population. Moreover, most of the working class was unorganized, so the
social base of the radical critique of capitalism developed in the 1840s was
not so much the factory operatives as the skilled workers seeking to defend
the integrity of their trades, many of whose skills were being displaced by the
advance of the factory system. The defeat of Chartism and of the Revolutions
of 1848, therefore, marked the end of this phase of the class struggle in
social theory and the apparently definitive triumph of the capitalist class,
which could turn its attention to extending the intellectual and material
rule of capital across the face of the globe.

However, the struggles of the 1840s left a theoretical legacy in revealing
the need for a critique of money that saw money not just as a means by
which the bankers exploited the manufacturers, but as an articulation of the
social power of capital. This critique had been developed in the 1840s in
fragmentary form, particularly by the Owenites in England, the Proudhon-
ists in France and the True Socialists in Germany. The three rather different
versions of the critique were synthesized and advanced by Dr Karl Marx, of
Trier, and his friend Dr Friedrich Engels, a Manchester cotton manufacturer.
Marx, in particular, devoted most of his life to developing the critique of
money and of liberal monetary theory, which he eventually published in
his Critique of Political Economy, a text which he rewrote half a dozen times
but never completed. I will just draw out the main points of this critique.

The focus of Marx’s critique was Smith’s simple model of a barter economy
within which independent petty producers exchange their own products
and in which money is a pure instrument, with no substantive effects. Marx
argued that Smith’s account ignores the social relations within which pro-
duction takes place and which are the presupposition of any individual act
of exchange. Even Smith’s simple model rests on the existence of particular
social relations that limit the freedom of choice of those involved in the
system of exchange, even before they enter any particular exchange
relations. Once committed to the division of labor, the petty producers are
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already committed to producing not for their own needs, but for the needs
of others, expressed to them through the market in the form of the money
that they obtain in exchange for their product. They can command the
labor of others in order to meet their own needs and satisfy their own
desires only to the extent that they can sell their products in the market in
order to secure the money to buy their own means of consumption, and the
raw materials and tools required for further production. They no longer
have any choice about whether or not to engage in exchange, but merely as
to the terms on which they exchange their products. The propensity to ‘truck,
barter and exchange’ is no longer a natural propensity, but one imposed by
the social relations of production. Money is now a social power that defines
both the opportunities and the limits that confront every member of a
commodity-producing society. Before I have sold my product, I can dream
of unlimited possibilities. Once I confront the harsh reality of the market,
I may find myself fearing for my very survival.

The specialist in making bows and arrows cannot eat those bows and
arrows if they cannot be sold. While conditions are favorable, the market
appears to the bow and arrow maker as a munificent opportunity. But, if
conditions change for the worse, the market appears as a coercive force,
appearing in the form of the pressing need for money. Thus money is no
longer simply a means of exchange, it has become a social power which
regulates social production, rewarding those who can meet its demands, but
penalizing those who do not live up to its standards. Production is no
longer oriented to need, but to money, and so is regulated according to the
imperatives of the market imposed by money.

With the development of the market, not merely as the forum in which
occasional surpluses are exchanged, but as the framework within which the
interdependence of producers within a division of labor is regulated, the
market becomes not merely a convenience, but a system of social relations.
Producers can only survive by submitting themselves regularly to the judg-
ment of the market, which evaluates the social worth of their labors. The
market thus becomes both a material and a moral force, imposing its own
morality through its system of punishment and reward. It is this morality
that is expressed through the social power of money, which is the form in
which the social evaluation of the market is expressed and in which its
rewards are distributed.

In a capitalist society exchange no longer relates petty producers to one
another. Rather it expresses the social relations of production within and
between the capitalist class and the working class. But the division of labor
between capitalists and workers cannot be assimilated to the division of
labor between different talents. What distinguishes capitalist and worker is
not a distinction of talent but a distinction of means. Those petty producers
who are successful may be able to accumulate money wealth beyond their
immediate consumption needs, but those who fail have a pressing demand
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for money to subsist. Smith regards this polarization as a reflection of the
moral differentiation of humanity between the frugal and hard working,
who are able to save, and the idle and dissolute, who fall into dependence.
However, the success of one and the failure of the other is not an expression
of a moral distinction, it is inscribed in the monetary regulation of their
co-operation: success and failure may not be due to any fault or virtue of
either party, nor to any circumstance that either could have foreseen. But,
having failed, the loser falls under the sway of the more fortunate, mortgaging
their possessions, falling into debt, and, losing their own means of production,
being forced to work for someone who has the money to provide for their
subsistence in exchange for the application of their labor-power. Money,
from being a means of exchange and an immobile store of value, has imper-
ceptibly turned into capital: value in motion, money with the miraculous
power of expanding its own value.

As capital, money provides not only command over the products of the
labor of others, it provides command over their labor, or, more precisely,
their labor-power. The exchange economy is no longer based on free and
equal petty producers, it is based on a fundamental inequality, on a class
division between those who have nothing left to sell but their labor-power
and those who have the money to command that labor-power. Since the
latter have no interest in buying labor-power unless they can profit by it,
the price paid for labor-power must be less than the price the capitalist
anticipates receiving for its product, the difference constituting the profit of
the capitalist, a profit which constantly provides him with the means to
expand the capital at his disposal. A growing capital enables the capitalist to
enlarge the scale of production, to revolutionize the methods of production,
to increase his profit, and to drive out all the inefficient petty producers
who remain. The capitalist has no choice in this, for the need constantly to
expand his capital and to transform the methods of production is imposed
on him by the forces of competition. Thus the system is marked by a
growth of capital, on the one side, and a growth of the working class on
the other.

None of this development is the result of free choice, it represents the
working out of the logic of the market economy as money becomes capital,
a logic imposed on capitalist and worker alike through the pressure of com-
petition expressed in the power of money. Those who enter exchange do
not do so of their own free will; they are compelled to exchange in order to
survive, as capitalist or as worker. Once the fateful decision is made to enter
the market economy, a decision that is not, as Smith shows, necessarily an
irrational one (though, as Marx showed, it is most often initiated by the
forcible expropriation of the mass of the population), the logic of the
market and the power of money takes over. The market is no longer simply
a means and money simply an instrument of exchange. The market and
money become the means by which particular social relations are reproduced
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and developed. Thus the rationality of the market cannot be divorced from
the rationality of those social relations.

Once money exists as capital, as we have seen, it ceases to be primarily
a means of exchange, and the circulation of money is dominated by its
circulation as capital. While in Smith’s model there appears no reason to
hold money in an idle hoard, since money is acquired only to secure the
means of consumption, this ceases to be the case once money serves as
capital. The capitalist is seeking not means of consumption, but opportun-
ities for profit so as to enlarge his capital. His aim is to accumulate an ever-
greater hoard of money wealth, and he throws his money into circulation
only in order to enlarge that hoard. If for any reason the opportunities for
profit are closed off, the capitalist will not throw his money into circulation,
but will accumulate it in an idle hoard, so interrupting circulation and pre-
cipitating a crisis as stocks of goods are unsold and the circulation of capital
is further restricted. Thus, with the rise of capital, a commercial crisis ceases
to be an impossibility and becomes the normal reaction to any threat to
prospects of profitable investment: Say’s law of markets ceases to hold. With
the rise of capital the circulation of money is not subordinated to the require-
ments of exchange, rather the possibility of exchange is subordinated to the
demands of the expansion of money as capital. The rise of capital is the
culmination of the inversion from money being a rational means to satisfy-
ing social needs to the satisfaction of social need being subordinated to the
power of money. The rule of the market, the power of money, is the power
of money as capital. Far from being the beneficent means to the realization
of human ends, money is an autonomous social power, the expression, and
means of realization, of the subordination of all human needs to the needs
of capital, to the capitalist thirst for profit.

Marx’s critique of political economy showed that the evils of capitalism
are inseparable from its benefits. The polarization of wealth and poverty,
overabundance and want, overwork and unemployment, boom and slump,
freedom and tyranny are all inherent in the contradictory dynamics of
capital accumulation expressed in the subordination of social production to
the power of money. In particular, and this was the principal political focus of
Marx’s critique, it showed that the schemes of the various currency reformers,
foremost amongst whom were the Proudhonists, could not overcome the
contradictions of capitalism but would only displace them into the political
sphere. The contradictions of capitalism could only be overcome by over-
throwing capitalism and, in particular, the subordination of social labor to
the rule of capital in the form of money.

Money and the state in the world economy today

I will not follow the twists and turns of liberal monetary theory over the
past two centuries, which have added technical sophistication but nothing
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of substance to Smith’s account, nor will I discuss the neutralization of the
implications of the ‘Keynesian Revolution’ by the ‘neo-classical synthesis’
(for a detailed discussion see Clarke 1988), but Marx’s critique of liberal
monetary theory is as valid today as it was when it was first written.
Although capitalism long left the gold standard behind, and the dollar has
lost its pre-eminence, the state today is as effectively confined within the
limits of capital by the movements of world money as it has ever been. The
renewed integration of the world capitalist economy in the past fifty years,
after its fragmentation through revolutions, wars and depression in the first
half of the twentieth century, has led to the close integration of all but
a handful of national economies into the circulation of global capital, and
so confined their governments within limits set by that circulation.

On the one hand, governments are subject to political and electoral
pressures to maintain the growth of incomes and employment, which can
only be achieved by fostering the expansion of the activity of capital on
the national territory. This implies in turn the provision of a secure and
favorable social, labor, legal, fiscal and monetary environment for capitalist
activity on that territory and the freedom of capital, whether in the form of
money or commodities, to cross the national frontiers. On the other hand,
the state’s own activity is directly subordinated to the expanded reproduction
of capital, since its income and expenditure are only moments within that
reproduction. These latter pressures are imposed on the state economically
in the form of the requirement that it finances its expenditure by means
that are, or at least are perceived as being, relatively non-inflationary, and
politically through the reluctance of the majority of the employed population
to pay increased taxes.

These constraints on national governments are by no means absolute.
They are determined by and they express the accumulation of capital and
the development of the class struggle on a global scale. In the middle of the
last century, postwar reconstruction was boosted by the Korean War and the
boom was sustained through the 1950s by the liberalization of international
trade and payments as national government sought to benefit from the
boom by securing the closer integration of their national economies into
the circulation of global capital. In this period, global capital presented
national governments with opportunities rather than constraints. As the
momentum of the postwar boom began to falter and class struggle intensi-
fied in the metropolitan capitalist centers, the emphasis in the 1960s at the
national level moved toward Keynesian interventionism, increasing state
expenditure in the attempt to maintain full-employment. Although such
measures tended to stimulate inflation, while having a limited impact on
the real economy, individual states retained a considerable degree of latitude
during the late 1960s and early 1970s, because the global economic climate,
stimulated by US expenditure on the Vietnam War, was inflationary. The
aftermath of the 1974 oil price shock marked the turning point of the class
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struggle on a global scale. National governments sought to reverse the gains
made by labor in the postwar decades, reinforcing the attempts of capital to
confine labor within the limits of the valorization of capital by pursuing
deflationary policies. Moreover, where capital had confronted the organized
working class through the immediate postwar decades, from the 1970s it
increasingly sought to by-pass the organized working class, fragmenting the
labor force by transferring production facilities and employing unorganized
workers. As a result, the balance of political, financial and fiscal pressures on
the state shifted quite radically in favor of a reduction of state expenditure
and an increasingly strict subordination of state intervention to the power
of capital in its money form.

Accumulation on a world scale was sustained through the last two dec-
ades of the century not by government expenditure and military escapades
but by the mobilization of the reserve army of labor on a global scale and
the inflation of private credit, which stimulated the increasingly speculative
over-accumulation of capital toward the end of the century. The collapse of
a succession of speculative bubbles at the end of the century generalized and
intensified the deflationary pressures in the world economy, imposing
renewed pressure on individual capitals to reduce wages and intensify labor,
while further restricting the freedom of maneuver of national governments
that sought to restore the conditions of accumulation within their national
economies. Capital and the state continued to seek to resolve their crises
at the expense of the working class, removing restrictions on the freedom of
capital to fragment the labor force, intensify labor and reduce wages in the
name of a more ‘flexible’ labor market.

Through the 1960s to the 1980s the organized working class had largely
sought to use its existing strength in the vain attempt to retain its relatively
privileged position in national and global labor markets. However, such a
narrow strategy merely weakened and divided the organized working class at
national and international levels. As Marx had anticipated in the Communist
Manifesto, this experience brought home to the leadership of the labor
movement the need to adopt broader organizing strategies and to bring the
unorganized into the national and international labor movements to build
the basis on which the working class could pursue solidaristic rather than
exclusionary strategies in the face of capital. Of course, this rebuilding of the
labor movement is a long-drawn-out and uneven process, but every small step
forward, however partial and localized, contributes to the strengthening of
organized labor on a global scale and so to the capacity of labor to constitute
itself as the subject, and not merely the object, of social regulation.

3

Value, Finance and Social Classes

Suzanne de Brunhoff

In the period from 1980 to 2000, it was finance, not productive capital and
labor, that appeared all-powerful in the capitalist world. However, in order
to analyze the role finance really plays in capitalism, we have to study its
economic roots. How is it that people can make money from money?
Which social groups are becoming wealthy in this manner? We need a theory
of value not only to formulate proper answers to these questions, but even
to ask them without falling prey to ideological traps.

This chapter therefore begins by focusing on the way in which different
theories of value introduce the concept of money into the study of capitalism
(see section ‘Value, monetary prices and money-capital’). It illustrates how
the labor value theory paves the way for analyses of capital materialized in
a monetary form (hereafter referred to as money-capital) and of capitalist
finance. This is a necessary albeit insufficient precondition for studying the
relationships between the two main categories of capitalists involved in
accumulation: financiers and entrepreneurs (see section ‘Entrepreneurs and
financiers’). We then demonstrate the way in which monetary policy since
the 1980s has impacted the changing balance of power between capital and
labor (see section ‘Monetary policy’). Finally, the effects of these changes on
the position of the working class will be examined (see section ‘Inequalities
and social classes’).

Value, monetary prices and money-capital

Regardless of whether a given economic theory focuses on utility or on
labor (or has transcended this conundrum in one way or the other), all the-
ories find that their particular conception of value struggles to account for
the phenomenon of monetary pricing. To demonstrate this, we will first
look at neo-classical theory, and then at Keynesian theory, before ultimately
showing how a Marxian conception has made it possible to establish a link
between money-capital and productive capital.
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Neo-classical theory

Neo-classical theory offers no theory of money or nominal prices. As K.J. Arrow
writes, according to this theory, ‘rational individuals are interested in the
commodities they can exchange and produce. The motives are measured in
“real” terms (in terms of goods), not in “nominal” terms (values expressed
in money)’ (Arrow 1981: 139). What is important here is the market price
equilibrium for ‘real’ transactions of goods and services, regardless of the
variation in monetary prices and/or economic imbalances that can result.

The theory of utility-value makes no provision whatsoever for decentralized
market transactions of goods and services carried out with money that has
been ‘properly’ centralized. Instead it resorts to a substitute for one of the
functions of money, that is, it apprehends money in its ‘numeraire’ form
(as Walras calls it). In this conception, one of the n goods that are traded in
a given economy is simply chosen to be a unit of accounting for all of the
n—1 other goods. However, this ‘numeraire’ cannot be used concretely in
decentralized exchanges between individuals.

One way out of this dead end would appear to be a quantitative theory of
the supply of money, that is, a theory that refers to the centralized issuance
of fiduciary money by the State. To preserve the primacy of utility-value as
well as rational individual choices in such a theory, individual demand for
cash holdings (as opposed to an exogenous supply of money) is introduced.
This is another dead end, however, since we end up with the truism that if
the State issues twice as much money, monetary prices will be multiplied by
a factor of two. Individual demands will adjust and the increase in nominal
prices will be ‘neutralized,” meaning that it will not have any economic
effect on ‘real’ relative prices.

Yet there is no indication that this is what actually happens. For example,
as Arrow (1981: 147) reminds us, when the supply of State money increases
we do not know ‘if this increase will take the form of an increase in prices
or in real national income.” Either money is neutral, lacking in internal
consistency and constituting ‘a veil for the real factors which remain
dominant,” or else it has specific effects, notably in those markets where
transactions ‘do not occur instantaneously or simultaneously. Therefore
money becomes valuable as such.” Furthermore, if investment and savings
activities whose ultimate outcomes are marked by a ‘future orientation’
have the effect of changing the conditions in which money is to be used,
what is the value of money? The dominant model according to which
‘prices clear markets at every instant’ does not help us to establish, within
an overall conception of money, any general relationship between ‘monetary
magnitudes’ and ‘real quantities.’

Nor has the considerable development of mathematical models of finance
(and of forward markets) helped us to resolve problems relating to the rela-
tionships between the ‘real economy’ and the financial markets. This failure
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has thwarted the ambitions of those theoreticians who have chosen to
analyze the financial markets’ rising power as a decisive step toward the
determination of ‘complete markets.” The conception of trade amongst
economic agents that dominates neo-classical models is thus incapable
of incorporating money. Consequently it cannot guide the study of the
economic role played by finance in the current period.

Keynesian theory

These issues have already been the subject of numerous discussions over the
years, specifically since the latter half of the nineteenth century when the first
price indexes were being calculated. Keynes touched upon these questions
in his book (1930), A Treatise on Money, in which he situated conceptions of
money in a newly dominant theoretical framework, which included a rejec-
tion of classical political economists’ (and Marx'’s) conception of labor value;
a replacement of these views with marginalist and Walrasian theories; and
a shift in focus from the objective value of money to its ‘purchasing power,’
whose annual variations were to be calculated through a statistical construc-
tion of price indexes for goods and services.

Keynes kept the marginalist conception of value, but rejected the notion
of a general equilibrium of relative ‘real’ prices. He also introduced distinct
categories of economic agents, and in doing so paved the way for studies of
the different financial behaviors of employees, entrepreneurs and rentiers.

For Keynes, once money has been conceived as a State institution, hence
defined in a centralized manner as a unit of accounting that applies to all
transactions, the construction of a suitable price index becomes a central
theoretical challenge. The only thing that has changed is the historical form
of money. For instance, the credit money that banks create, and which by
Keynes’ time had already become the most important factor in the facilitation
of transactions, is linked through the Central Bank and its monetary policy
to modern Fiat Money. What is important in Keynes's Treatise is the way in
which the purchasing power of ‘Current Money’ is calculated and managed
with a view toward the spending, saving and investment behavior of differ-
ent categories of economic agents.

Private monetary behaviors vary depending on whether the agents involved
are employees, entrepreneurs or financiers. Hence the many different price
indexes that Keynes proposed before beginning his search for which type of
monetary behavior has the most crucial macroeconomic effects. This is
a pragmatic conception of the role of money. Constructing his theory in this
way, Keynes avoided a challenge set by Jevons and Edgeworth, concerning
the origins of price fluctuations. According to these authors, ‘there are two
distinct sets of influences (one due to “changes on the side of money,” the
other due to “changes on the side of things”) which affect prices relatively
to one another’ (Keynes 1930: 81-88). According to Keynes, this question is
impossible to solve because it has been formulated incorrectly. He refuses
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any reference to a ‘real price’ equilibrium in the market for goods and services.
From the beginning, Keynes argues that prices are monetary in nature. To
build price indexes corresponding to the different types of transactions, the
benchmarks chosen have to be the right ones, that is, based on economic
magnitudes that are significant.

The two main standards the Treatise proposes are the ‘Consumption
Standard’ for retail prices and the ‘Labor Power of Money or Earnings Stand-
ard’ (Keynes 1930: 57-64) for wages. ‘In practice, the best we can achieve is
to take as our index of the Labor Power of Money...the average hourly
money-earnings of the whole body of workers of every grade’ (1930: 63).
These are the standards ‘in terms of which the monetary unit should be
stabilized.” Moreover, the Earnings standard can indicate how ‘changes in
the efficiency of human effort should be reflected in changed money-earnings
or in changed money-prices.” These ideas can be used to steer monetary
policies to stabilize prices.

Keynes criticized Irving Fisher’s quantitative conception of money which
he called a ‘truism.” At the international level, he rejected Cassel’s exchange
rate theory of money, as it was based on the notion of Purchasing Power
Parity. In these conceptions, monetary prices are linked to fundamental
prices and to magnitudes that supposedly constitute the ‘real economy,’ this
being an underlying reference to national and international monetary
transactions. This dichotomy does not help us understand the economic
status of money.

Here the issue of the value of money itself is replaced by issues concerning
the rules for building relevant kinds of monetary price indexes, that is,
indexes that display variations in the purchasing power of money. Keynes
does not break with marginalist conceptions of utility-value, but he does
transform their field of application and alter the nature of the relationship
between monetary and economic disequilibrium. Money is the central insti-
tution of all transactions, but all the various categories of economic agents
do not have the same access to money, nor do they have the same relation-
ship to it. This approach was subsequently developed in The General Theory
of Employment, Interest and Money (1936).

Here Keynes introduces money as a liquid asset, something that distin-
guishes it from all other forms of goods and wealth (tangible and intan-
gible assets). This is the basis of a monetary interest rate’s uniqueness. It is
also the basis of the particular influence of the ‘preference for liquidity’ as
opposed to capital spending or financial investment. The demand for
money has two separate aspects: one which is transactional and precau-
tionary (L1); and the other which is speculative and varies with interest
rates L2(i) and asset prices. It is this second form that explains the arbitrage
between investment and liquidity - in this conception, money, as the
only asset that is perfectly liquid, is distinct from other tangible and
intangible assets. This is what makes the preference for liquidity so
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dangerous when it materializes to the detriment of the real funding needs
of an economy.

This analysis highlights the effects of the private appropriation of money
as a financial asset. Keynes indicates that most available money belongs to
the rich rentiers, people who are concerned with their own needs and not
with economic growth or employment. He contrasts such agents with others
who are economically active, such as wage-earning workers and entrepre-
neurs whose expenditures underpin economic growth.

This conception, together with studies of the irrational nature of stock
market behavior, continues to have considerable influence even today. The
excessive power of international private finance in economic decision-making,
the destabilizing role of speculation, the parasitic behavior of rich rentiers —
all of these are criticized by opponents of current capitalist globalization
who call for new policies to regulate financial flows.

Nevertheless, if we really want to understand the structures of capital and
the relationship between private finance and capitalist accumulation, we
need to undertake a broader range of analyses. Keynes’s approach does not
explain the complex role that money-capital performs with respect to the
production-capital that entrepreneurs use. It does not further our under-
standing of the nature of the various oppositions between capital and
labor. For this, we should look at another conception of money and money-
capital — the approach that Marx introduced and was based on a labor value
theory.

Labor value theory

The labor value of money refers to the view that classical economists and
Marx shared, before and after the establishment of the gold standard in the
nineteenth century, of gold as a commodity (i.e. as a product of labor).
Today, capitalism operates with a Fiat Money regime, but this is not a good
reason to avoid discussing the relationship between money and the labor
value. On the contrary, the gold standard was operative at a time (in the latter
half of the nineteenth century) when theories of utility-value and neo-classical
equilibrium focused on money’s status out of ‘real’ goods and services.
More generally, the rejection of the labor value of money has left us with
unanswered questions about the economic roots of monetary prices and
money-capital.

Marx’s theory suggests, first of all, that money usage is not the result of
choices made by individuals to use money because it is useful as a means of
exchange in a decentralized economy operating according to ‘real’ relative
prices. When Marx analyzes circulation of commodities at the beginning of
Capital, he shows that money is an objective central constraint in commodity
trading. It is an expression of a social division of labor in which the prod-
ucts of decentralized individual labor are validated socially in the form of
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commodities that are bought and/or sold for money. Sales and purchases of
commodities, C, are made through money, M. This means that commodities
circulate with monetary prices, and that the money that is circulating has
a value. This value comprises an omnipresent core benchmark in the circu-
lation of commodities, for which money constitutes a ‘general equivalent.’
Money becomes the general form of wealth.

State intervention attributes a unit of accounting function to this mon-
etary standard, turning money into a mandatory currency benchmark for all
transactions taking place within a national territory. Here the monetary
constraint is also an international foreign exchange constraint between
different currencies.

The domination of credit-money in capitalism has modified these monetary
constraints without eliminating them. This applies not only when accounts
are being settled, but also when purchase/sales prices are being set. All
contracts for commercial transactions are based on monetary prices. This
includes wages and the buying and selling of labor power. Money wages are
set with reference to the prices of commodities that the workforce needs to
reproduce itself.

On the other hand, Marx criticized the different utopias of ‘labor-money,’
that is, the possibility of distributing product purchase vouchers to workers
depending on the number of hours of work they supplied. For Marx, labor
has no inherent value. Instead, it is the commodity that the worker produces
through his/her ‘socially necessary’ labor that has a value. Here the ‘work-
force’ is also seen as a commodity, one that is a basic given of the capitalist
system and whose value depends on the commodities required for its
production and reproduction. So you cannot suppress money and keep
commodities in circulation.

Now that gold, which Marx had once deemed to be the ‘general equivalent,’
has been taken out of the money-prices equation, various Marxian authors
have tried to come up with new and different definitions of the objective
value of money. They continue to grant a key role to Marx’s monetary con-
straint (i.e. the relationship between money and the value that is produced
through labor). And the money form of capital remains vital to the circula-
tion process of capital: M—C-M’, where the capitalist has money-capital
(M, that she/he owns or has borrowed); production of commodities by means
of purchased commodities, C (including the labor force); and gets M’ (M +m)
at the end of the production process, when the new commodities are sold
(if there is no crisis). It is out of the surplus labor that employees provide,
above and beyond the labor cost for which they are remunerated, that surplus
value m is born, this being a source of capitalist profit that is split amongst
entrepreneurs and providers of money-capital.

How can this simplified presentation of the relationship between money,
capital and labor elucidate the connections between finance and capitalist
production? This is the subject of the next section.
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Entrepreneurs and financiers

We have seen that according to Keynes, the relationship that an economic
agent has with money depends on the category to which she/he belongs
(wage-earning employees, entrepreneurs, rentiers/financiers). The preference
for liquidity will have a given economic effect (i.e. speculative financial
behavior, which is related to variations in the interest rate of money). Asset
prices fluctuate irrationally under the influence of contagious psychological
factors. Despite the usefulness of this conception at a descriptive level, it
does not help us to analyze the relationships between the ‘real’ capitalist
economy and finance.

The connection that Marx makes between the creation of value through
labor, money and the different forms of capital is a better way of analyzing
capitalist structures. Money-capital can be the property of a capitalist entre-
preneur, or else it can be borrowed. In the latter case, the profits derived
from employees’ surplus work are split between the entrepreneur and the
creditor. Here Marx has reproduced the classical concept of interest as a
secondary type of income, one that is derived from profit. The financial
sector is not a producer of value. Marx often refers to its parasitical nature,
and to the way in which the particularities of credit crises influence general
trading conditions.

However, both capital in its money form and finance play a specific role
in the modalities of capital accumulation. Marx demonstrates this by intro-
ducing the ‘credit system’ that he considers typical of developed capitalism.
He also discusses its effects on the changes in inter-firm relationships (Marx
1967a: 626-28). The money-capital centralization and distribution system
has become ‘a terrible weapon in the battle of competition and is finally
transformed into an enormous social mechanism for the centralization of
capital.” Marx includes several institutions in this account, notably the
banking system and the stock exchange. It is the existence of a stock market
that enables mergers and acquisitions to occur. In this way finance has its
own type of circulation, one that lends it its functional nature within cap-
italism. Marx gives as an example the building of the railways, heavy invest-
ments that could only be achieved via a concentration of funds by means of
joint-stock companies.

The ‘credit system’ is an ambiguous notion. Though it is a functional
structure, it is at the same time a parasite of the money form of capital
(as opposed to its commodity-form and wage-form). Unlike productive
equipment and other commodities that wage-earning workers put to use,
money-capital is somewhat abstract and mobile. For a creditor lending the
funds that are needed to launch a productive process, the returns on the
circulation of capital M—C—M’ are in fact derived from M- M’, even if this
ultimately depends on the actual production of surplus value. The diverse
nature of the capitalist ‘credit system’ contributes to the relative autonomy
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of money-capital, which seems to be able to create profits without production
and surplus labor.

This illusion sometimes extends to the valuation of all individually
owned assets, including ‘human capital.” Here these assets are capitalized
using a monetary interest rate. This leads to pseudo-capitalization, which,
when applied to money-capital, is what Marx calls ‘Fictitious Capital’ (Marx
1967b: 466-70).

It is the relative autonomy of the financial markets (where rights to real
products circulate without any direct relationship to the creation of value)
that underpins the general ignorance as to how essential the labor value
theory really is in helping us to understand how revenues can be fashioned
out of capital. The fundamental nature of the relationship between capital
and productive labor seems to have become secondary to that of the
relationship between finance and economy.

In modern capitalism, the enormous success of private finance between
1980 and 2000 has been accompanied by a massive centralization of
money-capital in large institutions such as Anglo-American pension funds
and mutual funds. Stock market investments and sharply rising share prices
have become the symbols of social wealth, especially in the United States.
Yet the relationship between American economic growth during the latter
half of the 1990s and the sheer amplitude of share price rises, especially
when compared with variations in corporate profit,' remains unexplained.

Expert analyses are torn between two contradictory ideas: rational financial
markets that allocate capital efficiently; and the irrational fluctuations (be it
‘irrational exuberance’ or else defiance) that cause price variations in these
markets and bear no direct relationship to fluctuations in the economic
cycle.

The notion of the financial markets’ rationality has served as a means of
justifying the considerable success of deregulated international finance. The
idea that this constitutes a positive economic driver has been encapsulated
in notions of ‘good corporate governance’ and ‘the creation of shareholder
value.” Shareholders have been appointed the true owners of companies and
the high returns they demand have come to be seen as profit norms that
must be satisfied. Many pundits construe this capitalist stimulant as a
fundamental factor in the growth of the ‘new economy’ (even though the
financial market’s economic rationality has been disproved in 1996, with
the observation of an ‘irrational exuberance’ manifested in the gap between
rising share prices and corporate profits). Nor has a recurrence of monetary
and financial crises, notably in 1997/98, been enough to quell the ideology
which holds that financial markets are rational.

The continuous drop in share prices in May and June 2002 was widely
attributed to a loss of confidence in the Stock Exchange itself, the result of
a series of financial scandals. Fraudulent accounting practices and the
concealment of losses by top managers of several large firms (such as Enron
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in the United States) certainly played a role in the weakening of the market.
However, this explanation did not take note that securities were already ‘over-
valued,’ indicative of a speculative bubble driven by the market’s ‘irrational
exuberance.” Some, reminded of the 1929 Wall Street Crash and its fallout
in the 1930s, called for a restoration of confidence via greater transparency, reg-
ulatory compliance and closer monitoring of the ‘real owners’ of capital,
that is, large institutions such as pension funds (Economist 2002: 63-66).

In the 1990s complementarities between top managers and financiers
increased. Both required high profits and the creation of value for share-
holders. Finance-linked standards helped reinforce the power of capital
versus labor. However at the end of the decade, when profits began to fall,
the decline of high and quick profitability affected the capitalist coalition
of entrepreneurs and financiers. Scandals were attributed to the greed
of top executives, which deflected responsibility away from owners of
money-capital.

The complex relationship between corporate profits and financial returns
cannot be analyzed properly with hypotheses based on the simple oppos-
ition between rational/irrational financial markets and the ‘real’ productive
economy. The links between entrepreneurs and financiers must be under-
stood in the light of their respective roles in the accumulation of capital.
These two categories of actors are complementary, inasmuch as productive
capital needs money-capital, which then creams off part of the profits that
are generated in production. This is the basis of capitalist solidarity vis-a-vis
workers. On the other hand, the distribution between entrepreneurs and
financiers of the gains that are derived from the use of capital does not result
from some calculation regarding the equilibrium of a balance of power
between these two groups. The history of capitalism shows that there have
been phases during which the influence of financial capital was on the rise,
and others during which corporate executives were in command. However,
a mixture of complementarities and tensions between productive and finan-
cial capital (the composite that Marx suggested) has been a constant in both
of these situations.

Thus the private centralization of money in capitalism’s own ‘credit system’
relies on the specific attributes that money assumes within the process of
capitalist circulation. There is a specific need for money to be relatively
stable, inasmuch as it is a unit of accounting as well as a means of making
payments. The private financial centralization of funds cannot in and of
itself guarantee this stability at a general level of circulation. Rather, this
depends on the State’s mode of intervention and on its central monetary
role (which is qualitative and not quantitative) as a public expression of the
monetary constraint. The same has been true with the gold standard regime,
with money minting rules and the international circulation of currencies.
The modern Fiat Money regime has reinforced this need whilst complicating
the conditions in which it can be satisfied. The considerable success of
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private finance in the capitalist world today has been promoted by policies
of monetary disinflation and financial deregulation.

Monetary policy is situated at the very limit of the private centralization
of funds (and of the stabilizing monetary influence of state-run Central
Banks). With respect to international financial circulation, the absence of
a single global currency raises doubts over the role of monetary policy in
terms of currency exchange rates. This issue has become particularly poignant
since the advent of the floating exchange rate regime that has turned
currencies into financial market assets lacking any benchmark in an objective
international standard.

Monetary policy

It is crucial to understand how the State intervenes in today’s so-called glob-
alized economy. Capitalism has always had an international dimension but
in the world economy today, because of the position that the multinational
companies fulfill and due to the free movement of capital, the role of the
State seems to have been considerably reduced. In terms of monetary policy,
this weakening of the State has raised doubts over public policies aimed at
price stabilization.

State intervention is still symbolized today by the influence of monetary
policies. This was not the case in the aftermath of the 1930s and the World
War 11, a period marked by major public spending and extensive regulations
covering some of the modalities of capitalist accumulation (specifically
finance and wages). Back then, international monetary policy was dependent
on the relaunching of commercial trade with mutual convertibility of
currencies, and domestic monetary policy on the needs of public finance.
Central Bank demands for independence, tied to the primary objective of
protecting one’s currency against inflation, began to meet with a favorable
reception. In the developed capitalist world, the official monetary bench-
mark after 1945 was the US dollar, convertible into gold at an official rate of
$35 per ounce. Other currencies’ exchange parities were supposed to be
pegged to the gold-dollar, and supervised by the International Monetary
Fund (IMF). Born out of the 1944 Bretton Woods Agreements, this public
financial institution’s mission at the time was to make short-term loans to
member countries experiencing provisional balance of payment and
exchange rate difficulties. This system changed following the dollar crises of
the late 1960s and early 1970s. Currency speculation compounded the
effects of rising international commercial trade, an outflow of US capital
and a re-opening of the private gold market. The major capitalist currencies
started to function via floating exchange rates and became dependent on
the financial markets.

The dollar has been the international benchmark currency since the 1980s,
even though its exchange rate is no longer tied to an objective monetary
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standard. At the international economic level, the dollar’s monetary domin-
ation is based on the United States’ hegemony as a global power. The United
States is the world’s biggest commercial trader, main financial market and
a principal source of technological innovation. Moreover, it is home to most,
as well as the largest, multinational firms. At the same time, the chronic
deficit in the American balance of payments is funded by inflows of private
foreign capital, predominately from Europe and Japan. To a certain extent,
these flows are what underpin the dollar’s relative strength.

At an institutional level, the American Central Bank (the Federal Reserve,
or Fed) is supposed to insure price stability and full employment, whereas
the only mission of the new European Central Bank (ECB) is to intervene
against inflation, which is not supposed to rise above 2 percent annually.
The Fed does not set any reference rates, although in practice it would
appear that its threshold for current or anticipated price increases from 3 to
3.5 percent. The ECB has been intensely criticized for an anti-inflationist
rigidity deemed to be anti-growth, although it did not raise interest rates in
2002, even when the 2 percent inflation threshold was crossed. Conversely,
few commented upon the Fed’s forecasting error in 2000, when it raised
interest rates sharply even though a recession was just starting to break out
in the American manufacturing industry. Even so, the Fed only changed its
posture in January 2001.

The main instrument of the Central Bank is the manipulation of the
interest rate at which it lends reserve money to banks in the banking
system. There has been much discussion regarding the Central Bank’s role
in economic growth. We agree they do impact upon the general conditions
of credit required by an economy; conditions that are transmitted via banks.
Utilization of another mode of Central Bank intervention, that is, a direct
restriction of the quantity of money in circulation, is rare. This would be the
product of a quantitativist or monetarist conception of monetary policy,
and it was applied in the United States and Great Britain between 1979 and
the early 1980s, against a specific backdrop of economic and monetary
crisis. This was altered by the political ‘counter-revolution’ of Thatcher in
Britain and Reagan in the United States, before diffusing internationally.

The social aspect of this counter-revolution consisted of changes in the
compromise between capital and labor, to the detriment of the latter. We
will return to this point below. For now we restrict ourselves to the role that
US monetary policy has played, led by the Federal Reserve Bank.

During the 1970s, the dollar crisis reflected both an inflation of domestic
US prices and a weakness in the dollar’s exchange rate versus the Japanese
yen and the German mark. These events were supported by the latter two
countries’ commercial surpluses. An analogous crisis affected the British pound
and other, less important European currencies such as the French franc. In
some capitalist countries, monetary crisis came along with an economic crisis
that stemmed from lower profit rates — a condition known as stagflation.
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In 1979 and until mid-1982 Paul Volcker (Chairman of the Fed at the
time) implemented an extremely restrictive monetary policy that was quan-
titativist in nature. The purpose was to revive the dollar’s strength. The
effects of this disinflation policy were sudden and severe, as it restricted the
supply of central money to members of the banking system. Interest rates
skyrocketed, thereby suffocating credit and triggering a recession despite an
increased public deficit as a result of the policies of the Reagan Administration.
This deficit was not a Keynesian measure. The tax cuts it involved benefited
the rich and welfare spending came under a great deal of pressure. Labor
unrest was brutally confronted, the purpose being to restore the confidence
and profits of capitalists. In this new environment, once monetary policy
had refocused on interest rates in mid-1982, financial markets which had
regained confidence in the strength of money and capital could begin their
march upward.

Analogous policies (albeit in different forms) were also practiced in other
major capitalist countries, and forced upon those countries whose currencies
were dependent on the key currencies. One example was France in 1983,
with the measures taken against domestic inflation and the franc’s depreci-
ation. To stay in the European Monetary System that had been built around
the Deutsche mark in 1979, French Socialists (in power at the time) pushed
through a ‘competitive disinflation’ monetary policy along with a policy
of budgetary and wage-related ‘austerity.” The IMF often forces these kinds
of policies (albeit with the approval of local leadership) on emerging coun-
tries whose currencies are highly dependent on the majors. Thatcher and
Reagan’s ‘counter-revolution,” notably the new power of money and of
money-capital, crystallized the elements of what came to be known as
neo-liberalism.

At the international level, the foreign exchange relationships between the
major capitalist currencies did not really reflect the Central Banks’ actual
monetary policies. In a floating rate system, exchange rates are managed by
the financial markets. Speculation on the relative prices of currencies can
provoke large fluctuations that have nothing to do with the so-called ‘eco-
nomic fundamentals.” Neither the reference to ‘interest rate parity’ nor the
doctrine of ‘purchasing power parity’ can explain such variations. When the
outcomes that derive from these ideas lead people to say that the dollar is
‘over-valued’ against the Euro, such affirmations are not based on an object-
ive criterion of value. The main practical issue is to insure that the major
currencies’ exchange rates are kept relatively stable through the application
of ad hoc Central Bank policies. This is what happened in 1985 when the
Reagan Administration officially asked its G7 allies to help the United States
reduce the ‘value’ of the dollar, when its excessive strength was harming
American exports. Since then there have been similar ad hoc interventions
involving currency purchases/sales by Central Banks, but these one-off
actions have been of a consensual variety. In a deregulated free floating
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system, there is no institutional benchmark to define acceptable variations
between the major currencies’ exchange rates.

Financial market-friendly monetary policies have had to contend with other
contradictions as well. Reference lending rate manipulations have been
undermined to a certain extent by the further development of the financial
markets — something that these very same policies had encouraged. The
question is not only how such Central Bank policies affect non-inflationary
growth, but also which policy levers are at their disposal (i.e. the reference
lending rate, or, where quantitative restrictions apply, the amount of money
being supplied to the banks). This question is not addressed here through
the notion of ‘free banking,’ a conception that is generally rejected as
impracticable, notably because it eliminates a central unit of account. Other
variants of the thesis of the decline of Central Banks are based on changes
in money forms, like the new electronic form. Still, in both cases, money is
primarily seen as an individual asset rather than a definite condition imposed
on all capitalist transactions.?

Discussions of Central Bank capacity for action focus on the new financial
landscape at the end of the 1990s. Some American analysts (Woodford
2002) claim that a powerful private centralization of financial assets has
taken place. This modifies bank practices as well as the conditions in
which these are provided with available liquidities. So the volume of bank-
ing reserves in the Federal Funds system has declined although the market
for these reserves of Fiat Money remains the Central Banks’ primary
theater of intervention. Banking system practices have changed. They are
now more oriented toward the management of all sorts of financial assets,
with one pre-condition that allowed this to happen - the deregulation of
their activities. Furthermore, transactional liquidities for all economic
agents seem to be increasingly predicated on the new conditions for
accessing money (i.e. bank-managed credit cards, the constant shift from
current accounts to interest-bearing term accounts, etc.). This would
appear to have created a new type of individual liquidity management
behavior.

All of these changes have raised questions about how important Fed Fund
rate manipulations really are. It looks possible that the role of monetary
policy will be increasingly limited to massive but temporary interventions
during major liquidity crises or, to the contrary, the daily management of
interbank operational balances.

A more detailed analysis of these new types of financial behavior is clearly
indispensable, but it would have to stay connected to the fundamental
elements discussed above, with their affirmation of the central role that
money plays in all capitalist commercial transactions, including those that
are financial in nature (i.e. private financial accumulation of the M —M’ variety,
regardless of its specific centralizing effects on liquid funds). Secondly,
changes in individual monetary behavior should be analyzed in the light of
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the fundamental disparities between the different social classes’ access to
money and to money-capital.

Inequalities and social classes

The connection between labor value theory and the class oppositions
between workers and capitalists was well established in classical political
economics. Marx modified this with his conception of the exploitation of
industrial wage labor, this being the basic producer of value and of surplus
value. By so doing, he situated working classes in the capitalist countries at
the very heart of anti-capitalist social struggle. We should examine to what
extent this conception remains valid today.

Income and wealth inequalities have been rising in the developed capitalist
countries since the 1980s. The increased wealth of these countries, in contrast
to the countries of the South, has not benefited all Northern workers equally.
Even so, this situation has not exacerbated class conflict. On the contrary,
the working class seems to have become all but invisible: the labor unions
have weakened considerably, there have been fewer conflicts over wages,
and European communist parties have shrunk and/or disappeared. Paradox-
ically, all of these changes have coincided with an increase in social inequal-
ities. Whereas the balance of power between capital and labor has changed
to the detriment of the latter, under the aegis of money-capital and finance,
the working classes in the developed capitalist countries have endured this
situation without mobilizing themselves on a mass scale in order to resist it.
We will point to a few elements necessary for an analysis of this situation.

It was indicated above that monetary disinflation policies have had
a selective class effect. Of course, their overall objective has been to stabilize
monetary prices, and this impacts the whole of the economy. However,
these policies are part of a worldview oriented to the restoration of profits —
a perspective based on the notion that money-capital and finance should
have a pre-eminent role in the accumulation of capital. They have helped to
facilitate corporate restructurings, the new ‘corporate governance’ that has
fed off of changing forms of labor exploitation, and the moderation of
workers’ wage demands. This has transformed the entire value creation and
distribution chain, including employees involved in the provision of
peripheral services, even though it is mostly industrial workers who are
evoked here.

The monetarist policies of 1979 and the early 1980s were accompanied by
attacks on wage-earners and their social rights. More generally, the inverse
relationship between higher wages and higher employment has been an
underlying assumption of monetary policies. First there was the statistical
relationship between these ‘variables’ represented in the Phillips Curve.
Then, in the 1960s, came the calculation of the ‘Non-Accelerating Inflation
Rate of Unemployment’ (NAIRU), formulated by post-Keynesian economists.
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Here wages and jobs should be thought of as dependent variables of non-
inflationary growth, that is, price rises were to stay below a given threshold.
Productivity gains were supposed to nurture profits instead of wages.

A problem was posed when the United States experienced inflation-free
quasi-full employment, starting in 1996. According to some analysts, this
situation stemmed from the fact that American workers have been the ones
to enjoy the fruits of growth, to the detriment of companies and shareholders.
Wages have risen and wage-earners (as consumers) have been able to benefit
from lower prices, something that firms have been forced to accept due to
competition. Yet, this is an erroneous interpretation. In reality, the analysts’
own figures show that workers on the whole have needed 15 years to make
up for the drop in their wages since the 1980s. Furthermore, only skilled
workers in open-ended contracts had actually succeeded in catching up,
unlike temporary workers, despite the higher official minimum wage.

This working class division does not have its origins in the 1990s, nor has
it only taken place in the United States. In the early twentieth century,
Lenin was already calling the stratum of best-paid skilled workers a ‘labor
aristocracy.” What should now be discussed are the new forms taken by this
division, and their new effects.

We also have to account for capitalist globalization, that is, when capital
mobility translates into an industrial relocation to the so-called ‘emerging’
and ‘transition’ countries. Even if this relocation primarily affects those jobs
that are relatively less skilled, it also touches upon sectors of activity (i.e. steel
or automobile) in which skilled workers are employed. In the developed
capitalist countries these changes provoke sector-specific or nationalist reac-
tions rather than any unitary and internationalist mobilization. While the
new ‘balance of power’ between capital and labor has been detrimental to
the latter, workers’ class solidarity has been seriously eroded.

There is another aspect of this division between workers that is just as
paradoxical — the access of certain workers to company shares. In the opinion
of some, this access modifies workers’ class position in relation to the own-
ership of capital. On this note, some observers have even started to talk
about a ‘worker capitalism’ that workers’ pension funds have specifically
fostered. In fact, when Wall Street was in its growth phase, and in the
context of the increasing wealth of corporate executives supplementing
their pay through stock options, American unions were asking that stock
options be allocated to all workers. Access to financial wealth was seen as
one way of offsetting wage moderation.

Yet, data on household financial wealth has revealed a highly unequal
distribution. Access to individual financial ownership has escaped the grasp
of most workers and employees. Inversely, when combined with the new
forms of credit (discussed above), access to finance (even where this has
been modest and indirect) has probably increased wealth-related individual-
ism to the detriment of anti-capitalist worker solidarity. Referring to worker
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deposits at savings institutions, Marx spoke of a new link in the golden
chain that ties workers to capital. However this was never a basis for class
compromises.

The contrast between workers’ class position and their class-related
demands is then analyzed differently, in the light of the world restructuring
of production (relocation, development of subcontracting and external-
ization, etc.). Industrial employment has diminished in relative terms in
developed countries, with some analysts suggesting that the trend points in
the direction of its disappearance. If this were the case, profits from inter-
national capital would mainly stem from an over-exploitation of labor in
‘developing countries,” feeding the rent revenues paid to the populations in
the developed capitalist countries where money-capital and the main finan-
cial markets are found. The labor value theory would not be disproved by
such capitalist globalization, but it would be modified by it.

For example, it is said that industry in France (as in the United States and
Britain) is now less important than services today when the economy is
considered as a whole. And within factories themselves, about half of the
workers have ‘tertiary’ tasks (handling, maintenance, transportation, etc.).
In some accounts, the productive working class has thus been disappearing
from the developed capitalist countries at the same time as it has been
participating in the extraction of rents from the Third World.

It would certainly be necessary to analyze how social classes (and their
relationships to the modern capitalist world) have changed with respect to
the creation of value by labor. However, the idea that the working class has
had a tendency to disappear from the developed capitalist countries, along
with other ideas relating to the rent-receiving status of those skilled workers
who still have a job, remain highly questionable. In these views there
appears to be some confusion regarding workers’ reduced visibility as union
members and political activists, and their class-related economic position,
which has been maintained.

As indicated above, one form of the compromise between labor and
capital was torn asunder by the changes that took place during the 1980s.
Central Banks took part in this, with their monetary policies that were so
beneficial to money-capital. Public finances were also involved, with fiscal
reforms that benefited the rich and the corporate sector, and through the
restrictions on the Welfare State. The various deregulations and privatiza-
tions of public services also worked in the same direction. All of this means
that we still have to ascertain the contours of the new social compromise
that has yet to be established.

In reality, despite the relocation of some jobs to the ‘emerging’ or ‘transition’
economies, a national manufacturing sector will have to be maintained in
the developed capitalist countries if they want to maintain their dominant
position in the international economy, particularly with respect to techno-
logy and the new goods they must diffuse to preserve their wealth (notably
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military equipment). The neo-liberal policies that encourage the globaliza-
tion of capital are not incompatible with nationalism - quite the contrary.

One new element of compromise between capital and labor has been
witnessed in the financial compensation of wage moderation, that is, through
access to finance. However, in addition to the aforementioned structural
class limitations of this phenomenon, there is also the risk that the financial
markets may decline and share prices drop. If this is accompanied by
a recession, the working class will be weakened by a wave of dismissals, at
the same time that aggravated pressure from the capital side will put further
pressure on whatever remains of the previous social compromise. For
example, in 2002 the unemployment benefit reforms that were being
prepared in Europe, whether they involve lower payments or tighter restric-
tions on eligibility, were intended to make workers even more dependent
on the needs of capital. Curiously, this has been the straw that broke the
camel’s back: in Italy and Spain, such reforms have led to general strikes
being organized by unions that have protested very little about everything
else until now.

While the economic position of the working class has been altered in the
big capitalist countries, what changed the most during the 1980s and 1990s
was the weakening of the economic and political expression of ‘class con-
sciousness.” Such expressions typically emanated from organized workers
who rallied others to the struggle against the excesses of capitalist domin-
ation. For 20 years these have been symbolized by the vagaries of deregulated
finance, which all across the world have reinforced the power of money
versus labor. It is yet unclear how this will change after 2000.

The reforms demanded by the various opponents of ‘neo-liberal globaliza-
tion’ in their efforts to limit the excesses of finance also vitally concern the
balance of power between capital and labor. The political outcome of these
struggles will depend on the participation of workers, who remain at the
heart of the contradictions of modern capitalism.

Notes

1. The most common method for evaluating this is the price-earnings ratio, which
compares share prices and company profits. Since the 1980s this indicator has
risen considerably on Wall Street, the world’s leading financial market, reaching
levels of 30/1. Another evaluation, according to the Tobin Q (that is the ratio of
share prices to the physical replacement of physical capital such as factories,
machineries, etc.) also indicates that financial assets are ‘over-valued.’

2. See the section above outlining the labor value theory of money.
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Bridging Differences: Value Theory,
International Finance and the
Construction of Global Capital

Dick Bryan

In the now vast literature about globalization, there is little engagement
from within Marxian economic theory. The Communist Manifesto has been
widely cited, even by conservatives, for its perspicacity in depicting capitalism
as a system that expands across the globe. But few look to Marxian economic
analysis to explain the process of that expansion.

Marxian categories are not ready-made for the depiction of global integration
in the twenty-first century, but the categories do expose neatly some key
tensions that drive current accumulation. This chapter uses Marx’s circuit of
capital and his conception of money to explore some such tensions. The circuit
of capital and money is not an obvious combination. Money appears in the
circuit as a unit of measure (means of exchange and store of value), but its
intrinsic value is not called into question. On the other hand, Marx’s theory
of money addresses directly (though imprecisely) the ways the monetary
unit and commodity values are related.

This chapter uses the tension between these two dimensions of money
(unit of measure and produced commodity) to explore the ways in which
modern forms of international finance, financial derivatives, have transformed
the role of ‘money’ and given new meaning to the circuit of capital as a way of
depicting the economic contradictions of globally integrated accumulation.

The circuit of capital and globalization

The circuit of capital, presented by Marx in Volume 2 of Capital, is a simple
but elegant device for depicting accumulation. As a circuit, its starting and
end points are arbitrary, although each different starting point exposes a
different facet of the circuit. Marx presented the general form of the circuit
asC'-P-C"-M"-C".

Commodity inputs (C’) are converted via production (P) into commodity
outputs of expanded value (C”) which are then sold (M”—-C"), to be converted
back into a new, expanded value of inputs. Marx saw C’—C” as the general
form of the circuit because it shows capitalism in general as a system of ‘the
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immense collection of commodities,” as he put it in the very first paragraph
of Capital. Note also that Marx’s depiction starts with C” — indicating that
surplus value is already presumed at the ‘start’ of the circuit. This is what
characterizes it as the general form of the circuit — it already presumes
a developed capitalist economy.

Marx described the circuit M—C—-P—-C’— M’ as the circuit of the individual
capitalist. A capitalist starts with a store of money and, via production, converts
it into a larger store of money. The individual capitalist pursues monetary
profit and the circuit illustrates the process by which surplus value is converted
into money profit.

The circuit, in either representation, is a visual characterization of accu-
mulation as a process of (expanded) reproduction. It could easily be read as
a mechanical statement of perpetual growth. Yet the ‘dashes’ that link the
circuit are each points of negotiated settlement - there is nothing pre-
determined about any of the rates of conversion around the circuit. Nor is
there any guarantee that the circuit will keep going at its current rate — hence
each point of conversion on the circuit is also a point of potential crisis.

In these ways the circuit is an implicit depiction of capitalist competition —
who (which part of capital) can get their hands on the surplus value created
by labor in the process of production, and what do they do with it? The circuit
shows that competition is not just a market relationship between producers
in the same industry, but between all capitals. Each point of negotiated
settlement in the conversion of capital from M to C to P is determining the
distribution of total surplus value among the constituent components of the
circuit — money lenders, suppliers of commodity inputs (including labor
power), industrialists and merchants. Who gets what is expressed by terms
of exchange within the circuit, and we understand these terms of exchange
as complex political as well as formal market processes.

But this circuit has been of limited use in the analysis of concrete historical
processes of accumulation because it has been understood at a level of
abstraction that presumed a competitive (perfectly competitive) framework.
There is always the presumption that as capital moves around the circuit,
the value of capital is maintained - that the value of capital in the money
form (M) is equal to the value of capital in the commodity form (C).! The
point here is not that monopoly rents are thought impossible (M- C - M and
C—-M-C are readily understood as processes that involve monopoly rents)
but the underlying notion is that monopoly ‘distorts’ the price rate of
exchange.

The identification of historical processes as a theoretical distortion is always
analytically dubious, and we should not lose sight of the fact that Marx
developed the circuit as an abstraction, not intended to be directly applicable
to concrete analysis. But if the circuit is to be utilized as a way of interpreting
concrete accumulation, there is an outstanding need to theorize the move-
ments in the circuit in a way that does not simply presume that value is
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sustained as it moves between the forms of M, C and P. This issue will be
addressed shortly.

Nonetheless, the circuit has been put to work effectively in identifying
spatial (especially cross-territorial) tensions in the movement of capital.
Writing over 30 years ago, Palloix (1971, 1973) presented a seminal work
showing the circuit in a spatial dimension, and used it to depict the ‘inter-
nationalization’ of capital. Palloix argued how the circuit could be used to
understand multinational firms (the dominant conception of global integra-
tion in the 1970s), and extended it to a framework for understanding the
internationalization of capital as a social relation.

As Marxist theory fell from grace in the 1980s, Palloix’s work failed to
receive the recognition it deserved. His framework provided a simple but
elegant approach to analyzing the spatial transformation of capital in the
1980s and beyond. But in an untimely theoretical rupture, the political
scientists discovered ‘international political economy’ and the rest, as they
say, was history. Palloix’s framework was pushed aside and a discourse of
‘international regimes’ and debates between ‘realists’ and ‘constructivists’
took over. Palloix’s work remains implicitly utilized in economic
geography (though with the Marxism of the original source often diluted
by several generations of re-telling) and Marx’s original circuit
appears occasionally in Marxist essays; notably in John Weeks’ writing on
competition.?

Time and space in the circuit of capital

This essay applies Palloix’s spatial development of the circuit of capital and
adds the dimension of time to consider globally integrated finance. In the
process, I hope to show how developments in finance actually bring the
circuit to life by addressing the presumption that the value of capital is
preserved (and inherently expanded) as it moves around the circuit through
space and over time. To clarify, let me repeat the above presumption in a spatial
and temporal framework.

Spatial and temporal expansion of capital in the forms of money and
commodities depicts globalization as a ‘logic of capital.” Competition between
and within different forms of capital (money, production and commodities),
in playing out this ‘logic,” signals the question of the commensuration of
capital as it expands across space and through time. We are inclined to simply
assume that the value of capital is spontaneously preserved as it changes form,
time and location: that the circuit ‘tracks’ the movement of capital of
unquestioned stable value.

But there are potential problems. Capital, we know, has different values in
different times. A stock of money decreases in value at the rate of inflation.
Capital equipment will both deteriorate over time, and its replacement cost
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will change with innovation in its method of production. Innovation in
production technology also means that commodities produced at different
times embody different socially necessary labor times.

The same concern applies to space. Space is not uniform, and the com-
mensuration of capital in different sites and forms is a moot point. Does a
machine in Paris have the same value as that of a machine in Hanoi, where
notions of socially necessary labor time are different from those in Paris? In
the context of globalization, there is an additional question of how we
know that the value of capital is preserved in an M- C—-M transaction when
the two ‘Ms’ may be different currencies.

In general, my concern is how we understand value on a global scale out-
side of assumptions (abstractions) which insure that Ms and Cs and Ps are
themselves of consistent value. I want to stay with the space dimension to
explore some issues related to how space is segmented and will return to the
time dimension shortly.

In addressing the spatial expansion of capital, Marx and Engels wrote
extensively and dramatically in the Communist Manifesto of the spread of
capital both physically and as a system of calculation. For example, they
contended that ‘old established national industries [are dislodged by] new
industries that no longer work up indigenous raw material but raw material
drawn from the remotest zones [and] whose products are consumed...in
every quarter of the globe,” and that the bourgeoisie uses cheap prices as ‘the
heavy artillery with which it batters down all Chinese walls.” Such phrases
we could readily understand as a depiction of capitalism incorporating the
whole world into an integrated circuit of capital.®* While it was a perspica-
cious depiction of capitalism’s expansion 150 years on, there is a danger of
Marxism sliding into a ‘borderless globe’ vision of a closed value system.
This would see China simply ‘entering’ the circuit, with value moving freely
in, out and around China and individual capitalists expanding their indi-
vidual circuits to include China in various ways.

But the problem made stark is that we know that ‘globalization’ is not
about the construction of a ‘borderless globe’ or a ‘global level playing field’:
it remains constructed by spatial ‘differences’ of all sorts; the most conspicuous
being nationality or regionality. Business in China is done ‘differently’ from
that in the United States. Japanese capital markets operate ‘differently’
from European ones.

Conversely, we are not just talking about interacting national circuits of
capital, as if globalization were simply an arms-length transaction between
discrete national units. Global integration both transcends and at the same
time reproduces (national) difference: it breaks down the legal and techno-
logical barriers between Japanese and European capital markets, yet these
markets display clear differences in stock prices and interest rates. Indeed,
national (and other) differences are thereby accentuated precisely because
they cannot be attributed simply to ‘artificial barriers’ in international
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capital markets. But how are we to comprehend this ambiguity within a
single, integrated theory of value?

Note that the word ‘difference,’ in relation to the process of accumulation
being ‘different’ in different countries, is conspicuously vague in its use
above - of course there is difference around the world. The critical question
is ‘difference’ with respect to what? There is no immediate, absolute answer
here; indeed, I want to hold off a direct answer to that question and
consider the analytical object of constituting ‘difference,” for Marxism has
to construct a distinct, Marxist notion of ‘difference’ that is specific to its
theory of value.

Difference: defining what needs to be commensurated

In explaining ‘difference,’ the temptation is to talk of the world as ‘fractured’
or ‘divided’ by political (and cultural) space. The problem with those con-
ceptions is that they start from the notion that the world is, in the first
instance, a unified, seamless totality (there is a single unit of value; a uniform
process of accumulation), and ‘then’ segmented (fractured/divided) by the
intrusion of territory. They conflate the process of abstraction (an integrated
world) with a historical process (the conflicts and contradictions by which
capital expanded across the globe).* The notion of the world fractured or
divided by political space is, therefore, both predicated on an ideal type
(uniform, apolitical, non-territorial space: the borderless globe), and limited
in its depiction of the possible significant sources of ‘difference.’

This ideal type appears conspicuously in the way neo-classical economists
constitute ‘difference’ (especially nationality) as economic distortion, and
Marxian value theory is in danger of the same slide. For the neo-classicals,
nationality may be understood economically in terms of immobile factors
(products of nature, immobile labor) yet capital is excluded from being
classified by this spatial fixity. Hence when capital retains characteristics of
nationality, a series of neo-classical riddles arise that have no analytical
answer, for example:

¢ why does arbitrage not eradicate mutually profitable financial swaps con-
tracts?

¢ why does share ownership stay based in ‘local’ companies?

¢ why do exchange rates not gravitate to purchasing power parity (PPP)?

These questions have a common premise: that for capital the globe is inte-
grated as a single economic entity, in which difference is either eradicated
by cross national movement or arbitraged into insignificance. Hence the
conventional neo-classical answer to these riddles is that time will solve
them: the market will overcome difference. Difference is eradicated by
efficiency; ongoing difference is a market distortion.®
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The issue Marxism needs to address is quite distinct from this neo-classical
framing. The ‘differences’ that matter are not those that are (or could poten-
tially be) eradicated by increased market efficiency: they are the differences
that are integral to accumulation. Our object, therefore, is not to constitute
an equilibrium that eradicates difference, but to identify the irreducible
differences that must be bridged in the process of globally integrated accu-
mulation. These irreducible differences then set the problem for a theory of
value: how to systematically cross those bridges in a way that shows that
difference is both mediated and reproduced at the same time. In the process,
we also come closer to explaining why mutual benefit in swaps contracts is
not arbitraged away, why share portfolios remain locally focused, and why
exchange rates do not gravitate to PPP.

So how is this ‘difference’ crossed concretely, such that we can talk about
capital (and class) as a global phenomenon despite the reproduction of
spatial (and temporal) difference? My proposition is that it is through the
operation of globally integrated financial markets. The huge growth in
volumes in these markets in the last 20 years is, I suggest, driven almost
entirely by capital’s need for mechanisms that will bridge differences. While
finance is not the sole mechanism of global integration and commensuration,
it will here be the focus of analysis both as illustrative of a general answer,
and as the key to a general answer.

Finance and derivatives

A radical response to this question of why arbitrage does not generate a
borderless globe will invoke the power of a small number of large international
financial houses. It will point out that these institutions allocate funds
around the world according to a global profit maximizing agenda, in which
they use ‘hot money’ for short-term speculative gain and manipulation of
national government policy for securing long-term concessions, generating
a ‘casino capitalism.” It is a story of the capacity of big capitals to play on
‘difference’ of all sorts for their own advantage. Mounting evidence of this
style of analysis is not difficult, but, as with all explanations based on monop-
oly power, the underlying process of accumulation is downplayed in favor
of a radical spin that focuses on the anti-social nature of large corporations.

Marxian value theory needs an explanation on its own terms. Reversion
to the monopolistic side of capitalism does not sit with a theory that focuses
on the competitive momentum that drives capitalism. Indeed, the emphasis
in institutional power is directly compatible with the neo-classical pre-
occupation with distortions, sharing the premise that if it were it not for
monopolies, there would indeed be a global level playing field, with
arbitrage eradicating ‘differences.’

An alternative explanation can be found in looking in practice at the way
non-equivalence in value is being bridged in global capital markets. I use the
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term ‘bridging’ because it is a continual process: ‘difference’ is not eradicated
(as in an arbitrage model), for difference is being continually reproduced,
but it needs to be mediated on an ongoing, though variable, basis.

Let me be more specific, though at the danger of being too narrow. When
we think of global money we immediately hit the problem that money (more
generally a financial asset) is always denominated in a particular national
currency: there is no universal, singular monetary unit. We use exchange rates
to ‘convert’ between currencies. For the neo-classicals, the original vision
was that exchange rates would gravitate to PPP — the law of one price — by
arbitrage in foreign exchange markets. Different national forms of money
would not be an issue because their rate of conversion would always be at
a rate that guaranteed the perpetuation of ‘real’ value (purchasing power).
Marxism is in danger of the same presumption, and there are plenty of
times when Marx simply assumed that exchange rates would spontaneously
‘convert’ one national value unit to another. For example, in discussing
national differences in wages (Capital 1, Chapter 22), Marx concluded the
following in relation to the national differences in the productivity and
intensity of labor:

The different quantities of commodities of the same kind, produced in
different countries in the same working time, have, therefore, unequal
international values, which are expressed in different prices, i.e. in sums
of money according to international values. The relative value of money
will therefore be less in the nation with a more developed capitalist mode
of production than in the nation with a less developed capitalism (Marx
1867: 702).

What is meant in a global setting by ‘unequal international values’ is quite
a matter of concern, but our central focus is in the international role of
money. Here, the exchange rate is presumed to reconcile these two ‘national
values’ with international values.®

But we know that exchange rates do not adhere to this calculation: All
differences are not eradicated by the global integration of financial markets.
So how are different ‘national values’ reconciled, and how are different
currencies commensurated, such that we can consider the global profit
calculations of an individual company? In a globalized circuit of capital,
how do we reconcile the value of ‘C’ produced in different countries with
labor power of different values? And how do we know that the value of ‘M’
(money capital) is sustained around the circuit as it crosses exchange rates?
Conversely, what becomes of the concept of money capital (M) if its value is
continually changing between currencies?

The answer to these ‘problems’ is found empirically, for individual capitalists
confront it daily: they do not want the value of their assets to vary at the
whim of foreign exchange rates, so they hedge in derivatives markets: they
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use a vast array of financial instruments such as swaps, options and futures
contracts to cover the risks of exchange rate volatility and to secure the
value of financial and commodity assets. These derivatives do not eradicate
exchange rate volatility and they do not establish PPP, but they bridge the
discontinuities in the international money system that arise from different
national currencies being ‘generated’ and ‘sustained’ in different national
localities.

The raison d’etre of derivatives is the management of financial risk associ-
ated with borrowing, lending and owning. They are instruments to hedge
against uncertain movements in interest rates, exchange rates, commodity
prices and the future price of financial instruments themselves. Derivatives
are not new — futures contracts on commodities have a more than two
thousand year history. But derivatives markets shot to prominence in the
1980s associated with ‘globalization’: in particular the ongoing existence of
different national currencies circulating globally, and each currency accom-
panied by a different set of determinants of its short- and long-term rates of
interest. In a global context of the free flow of finance, these national
monetary ‘systems’ generate discontinuities in a global financial system.
A globally integrated financial system requires that these currencies and
interest rate discontinuities be bridged. Accordingly, in the context of the
last 20 years of globalization, interest rate and currency swaps, options and
forward rate agreements (FRAs) have dominated derivatives trading, for
these are designed specifically to bridge the nationally derived differences in
global finance. Indeed, in 2001 in over-the-counter (OTC) derivative markets,
foreign exchange and interest rate instruments had a daily turnover of
around $US575 billion (BIS 2001: 1).”

When these derivative markets started to emerge in the early 1980s, the
arbitrage theorists suggested that they would soon reduce to small pro-
portions — markets would comprehensively integrate, ‘difference’ would be
eradicated, and swaps contracts would become largely redundant. But history
shows the opposite: turnover on swaps markets grows exponentially, and
the capacity for two parties in a swaps contract to share a mutual gain has not
been arbitrated away. Between 1995 and 2001 OTC derivative turnover
increased by 180 percent (BIS 2001 Table 6). Differences in national monies
(and their associated interest rate regimes) are not being eradicated: on the
contrary they manifest as essential components of globalized accumulation,
for nation states remain the incubators of global capital.

But derivatives are not restricted to reconciling different national monetary
units: our illustration of exchange rates is too restricted, and our notion of
‘difference’ that needs to be mediated in international financial markets
should not be determined by this one conspicuous ‘difference’ of national
currencies. So although recent history has seen derivatives focused on bridging
national currency and national interest rate differences, there remains the
underlying role of derivatives in bridging differences of all sorts, not just
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between nationally denominated monies. And here time re-enters the analysis,
for derivatives simultaneously address the bridging of temporal and spatial
difference.

This general role for derivatives requires nothing more than that there are
differences in capital that need to be compared and reconciled. These
differences may be in space, in form (money capital in different currencies,
different commodity assets, etc.) or in time ( money today compared with
money in the future; coffee today compared with coffee in the future).

Combined, they present some quite complex combinations of bridges to
cross. For example, floating rate of Japanese yen today compared with Brazilian
coffee beans in 6 months time depends on: interest rates on the yen today
compared with interest rate on yen in 6 months time; the yen/peso exchange
rate in 6 months time compared with today’s exchange rate, and the price
of coffee today compared with price of coffee in 6 months time. Derivatives
are designed to bridge each (all) of these unknowns so that assets in floating
rate yen today can be directly compared with the price for Brazilian coffee in
6 months time. And the way in which these two financial assets are com-
mensurated may involve hundreds of different sorts of derivative contracts
that disperse exposure to risk in a range of different spatial and temporal
directions.

Derivatives, then, bridge discontinuities in the value of capital. They do
not eradicate the differences that are the source of discontinuity (they do
not turn the present into the future, money into coffee, or yen into pesos).
But they provide a means to commensurate different forms and temporal-
ities of capital.

Derivatives and the circuit of capital

I want to take this proposition back to the circuit of capital, for it is in this
process that we can define what Marxism means by ‘difference.” In the
circuit M—C..P..C’'-M" we conventionally assume that the value of capital
is sustained as it moves perpetually round the circuit, and that there is
a simply measurable addition to surplus value in production. But why do
we assume this? The answer is standardly in terms of the level of abstraction
at which the circuit is presented: at the ‘right’ level of abstraction, there is
no reason not to presume that there is equivalence in each point of the
circuit! But if the circuit is to be used to inform the understanding of real
accumulation, in a world structured by difference and discontinuities, the
explanation of equivalence in terms of abstraction is inadequate. Moreover,
it obstructs opportunities for Marxism to explain coherently the actual
process of capitalist competition within the circuit.

The problem, stated simply, is that there is no unique ‘M’ and no unique
‘C’ in the circuit: the value of ‘M’ and ‘C’ is always contingent, and always in
need of mediation. I will break this down to its constituent parts.
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Explaining commodity capital ‘C’

Marxist value theory focuses on explaining the values of different ‘Cs’ but
only in the present, at a particular site. The explanation is in terms of socially
necessary labor time. But how do we deal with space and time? Marx was clear
that transportation across space is productive labor (but only if it is socially
necessary transportation), so that commodities have different values in
different locations. How we compare those different values — at what spatial
point — is a difficulty. For example, if the well-head value of (identical) oil in
Indonesia and Kuwait were the same, the transportation of Kuwaiti oil to
Indonesia would not see the value of the Kuwaiti oil higher than the value
of the Indonesian oil because the transportation did not constitute socially
necessary labor. On the other hand, if there were a shortage of oil in Indonesia,
and oil had to be shipped in from Kuwait to Indonesia, the value of the
Indonesian-produced oil would have to be recalculated to include the labor
time taken to ship Kuwaiti oil to Indonesia, for the latter process is part of
socially necessary labor time in the provision of commodity oil in Indonesia.
Hence the problem: in which location is the value of commodity oil being
measured?

Transportation over time poses an identical problem. Storage, says Marx,
constitutes socially necessary labor time. But it does so only when the stored
commodity meets the norms of socially necessary labor time in the future.
In our oil case, technological change in exploration and drilling may (and
indeed has) reduce the socially necessary labor time required for the production
of a barrel of oil. Oil stored from the past, being identical to oil produced in
the present, has a value equal only to the socially necessary labor time required
to produce oil in the present, even if that barrel was produced in an era of
higher socially necessary labor time. But if we do not know the value of oil
in the future, what is the value now of oil being stored for the future? Hence
the problem: what is the time at which the value of commodity oil is being
measured?

Explaining money capital ‘M’

Marx grappled hard with this question, and it was more out of frustration
than conviction that he embraced the gold standard, and the notion that
the value of money is determined by gold. Yet (and Marx was well aware of
this) the concerns raised above about ‘C’ applied directly to gold. How (where)
was socially necessary labor time in gold production determined? Is the
value of gold (and money) devalued by technological innovation in the gold
mining industry?

It is important to not be diverted by the gold question, however, for while
it was the basis of money in Marx’s time, it does not warrant contemporary
concern. Our more general question has already been exposed in the above
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discussion of exchange rates. If exchange rates do not adhere to the law of
one price, there is a discontinuity in the value of ‘M.” If different currencies
have different interest rates, the future value of ‘M’ has a double discontinuity.
There is, essentially, the same space and time problem as there is for ‘C,’ but
with extra layers. Indeed, the dominant form of swaps contract is not between
commodities and money but between different forms of money, and this is
some signal that reconciling different forms of money is more complex than
reconciling the value of different physical assets.

In summary, these discontinuities between different sorts of money and
different sorts of commodities at different localities and in different times
are an irresolvable problem for a purely abstract labor conception of value,
yet they are resolved explicitly in practice by derivatives contracts. For
Marxian analysis, derivatives secure commensuration of value across time
and space. The huge growth in derivative products over the past decade is
a reflection of just how many bridges there are to cross in mediating the
complex representations of value.

I will not be diverted here by the question of how derivatives themselves
may be theorized as commodities within Marxian value theory.® The simple
point to be made is that derivatives provide a means for the value of ‘Ms’
and ‘Cs’ to be compared wherever they are in the circuit, wherever they are
in space and wherever they are in time. This is the process by which our
abstracted assumption of the equivalence of value around the circuit is
empirically verified.

To be sure, these bridges are crossed in the form of money (the equivalent
form of value), not in the form of embodied labor time, and hence there is
only a price process of commensuration. But there are direct implications
for labor and production, which draw our bridging process into the issues of
abstract labor and class.

Rethinking competition

The abstract version of the circuit of capital, which assumed an equivalence
of value as capital moved round the circuit, can now be thought of as an
empirical reality but not, as in the abstracted version, because of the
assumption of a seamless globe and uniform time. Rather, it is an empirical
reality because there are systematic mechanisms, in the forms of derivatives
contracts, to bridge discontinuities in space and time.

This process leads us to reconsider the process of competition. We know
that, for Marx, competition is the central driving force of accumulation. We
know also that for Marx, unlike the later neo-classicals, competition is not
an idealized process contingent on strict assumptions about market structure
and behavior (perfect competition). Competition is simply the way in which
every individual capitalist maneuvers to increase its share of total surplus
value - it knows no behavioral rules or rules of market structure. Competition
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drives each individual capital to secure a monopoly over something — a tech-
nology, a product, space, an image — and what we observe of the competitive
process in our daily lives is indeed the many and diverse manifestations of
monopoly. But this monopoly is the expression of a competitive process, not
its negation.

The propensity of capital to expand globally is driven by this same
momentum: the competitive search for monopoly (a niche). But which side
of this dialectical relationship between monopoly and competition is most
prominent? Look at almost any literature on globalization, and it will have
monopoly at its centerpiece: the role of transnational corporations, including
financial institutions, and the enormous power wielded by the world’s largest
companies over smaller corporations, over nation states and over workers.

But derivatives cause us to re-think this focus, for they cause us to re-think
the nature of monopoly power. Derivatives permit any form of capital at
any place and time to be compared in value with any other form of capital
at any place and at any time. They show ‘at a glance’ when any form of capital
in any place at any time is over or under-valued (generating a monopolistic
or less-than-competitive rate of return). Derivatives represent the competitive
momentum within an increasingly monopolized process of globally integrated
accumulation, for they re-focus the process of competition on all capital
(and the circuit of capital) rather than just on transnational corporations.
Following Clifton’s (1977) proposition that the competitive process is as much
intra-capital (for the allocation of investment between options) as inter-
capital, even the largest transnational corporations have to hedge on deriva-
tives markets and, as such, they subject their own capital in its various forms
and locations to market evaluation in that same way as do all other capitals.

So what manifests as short-term movements of capital is often called
speculation; hot money, and so on, may indeed be just that. But more likely
(as a proportion of market transaction) is that these movements involve the
largest companies repositioning themselves in asset markets, systematically
seeking to avoid holding assets in under-valued or excessive risk-exposed forms.

Posed this way, the growth of international finance is not explained by
the power of large companies and banks, but by the intensely competitive
process of hedging risk in a market where other capitals are trying to do the
same. ‘Difference’ as it has been characterized above, ceases to be a safe
haven for the accumulation of monopoly profits (a company’s control of
some facet of a market in time or space), for differences are being actively
bridged. The result is that many of the traditional sources of monopoly prof-
its are being traded away in derivatives markets: the profits of circulation are
being undercut. The focus on profit-making thereby reverts squarely to the
appropriation of surplus value from labor, only now the focus on surplus
value appropriation is made within a global calculation.’

Let me put this in simple, though potentially trivial, terms. Think of a circuit
of individual capital for a large corporation. There are lots of interconnecting



Dick Bryan 69

‘Cs’ and ‘Ps’ and ‘Ms’ depicting this corporation going about its global
transactions and production. By hedging in futures, options, swaps, and so
on, this corporation can assess the current and future value of any of its ‘Cs’
and ‘Ms’ anywhere in the world - they can be compared with each other and
assessed against ‘the market’ generally. Corporate strategy follows directly.
Underperforming assets are readily identified and transformed or sold.
Competition between capitals thereby intensifies — it ceases to be an annual
profit and loss statement calculation; it is a daily exercise of verifying the
value of every form of asset against every other form of asset through time and
across the globe.

As importantly, in this intense global market for the value of ‘C’ and ‘M,’ the
focus shifts back to the process of production as the only site in the accumu-
lation process where corporations can go about it their own way. But this
site is also caught up in the process if instantaneous comparison is facilitated
by derivatives markets. Each corporation, in each of its own sites of production,
is under global pressure to intensify the conversion of commodity inputs
into commodity outputs (C—-P-C’) as its one discretionary source of profit-
ability. Moreover, because the value of commodity inputs and commodity
outputs can themselves be commensurated on a global scale against the value
of all other forms of capital, here too, in the site of production, the global
pressure to secure an internationally competitive rate of surplus value has
intensified.

For Marxists, this focus on production (the generation of surplus value)
has always been the centerpiece of accumulation. But in recent debates about
globalization, this issue has been largely lost in a focus on the profits of
trading and the profits of lending and financial services. Finance and class
relations in production have appeared analytically separated - ‘casino
capitalism’ and ‘the working poor’ have become distinct issues. This chapter
has sought to show how finance and financial markets are not only providing
the means for commensuration across the differences that define the global
economy but, in this process, they are minimizing ‘difference’ (defined in
circulation) not in itself, but as a source of profitability. The strategic focus
then shifts back to ‘difference’ in production, and innovation in the intensi-
fication of the labor process.

It is surely no surprise that we see the globalization of finance and the
intensification of the extraction of surplus value as part of the same process.

Notes

This chapter is part of a research project with Michael Rafferty, Department of Finance,
University of Western Sydney, on a Marxian analysis of international finance.

1. Of course, surplus value created in production expands the value of capital, but
the point here relates to the process of circulation and the exchange of
equivalents.
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2. I have also used it extensively to differentiate forms of internationalization of
capital (e.g. Bryan 1987).

3. Marx planned a volume of Capital on the world economy, but it was never written.
Indeed, it remains an area of debate as to how he might have extended the frame-
work of the three published volumes into that arena. I have elsewhere suggested
that there are quite different conceptions of internationalization in each of the
volumes of Capital (Bryan 1995b).

4. Marx emphasized a difference between social capital and total capital. Total capital is
the aggregation of individual capitals, and as an aggregation it remains characterized by
all the diversities and divisions that exist between individual capitals. Social
capital, on the other hand Marx depicted, at a higher level of abstraction, as the
underlying shared characteristic that defined all capital. Globalization as a depiction
of a seamless globe is conceived at the level of abstraction of social capital, but
slides into the category of total capital. In the concept of social capital there are no
seams; in the concept of total capital, seams are everywhere.

5. We can see Marxists and, indeed, Marx adopting the same sort of framework in the
context of reconciling the global and the national in a unified theory of value. For
Marx, the problem originates with the value of labor power having national (local)
determination but the value produced by labor having a globally determined value.
At what point these spatial inconsistencies get resolved is a matter Marx did not
address in much detail and when he did, the answer was not well considered.

6. I have suggested elsewhere (Bryan 1995b) that this proposition is conceived by
Marx in a national economy framework - i.e. without values being transformed
into international prices of production.

7. This figure comes from the Bank of International Settlements, three yearly global
surveys, the most recent results coming from April 2001.

8. This is a project of current research with Michael Rafferty. See also Kay (1999).

9. Note here the importance of avoiding confusion on the difference between produc-
tion and circulation. All individual capitals, even those in circulation industries
such as finance and wholesale retail, undertake a circuit of capital — they use inputs
(labor power and the means of production) to produce an output. Marx (1885: 133)
emphasized that money capital, commodity capital and productive capital are not
‘branches of business that are independent and separate from one another. They
are simply particular functional forms of industrial capital, which takes on all three
forms in turn.” The point here is that for all capital, the labor process becomes the
focus of profit-making (turning inputs into outputs more cheaply) in an environment
when mark-ups in circulation are less available as a source of profitability.
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Production, Crisis and Globalization

S

Globalization: The Retreat of

Capital to the ‘Interstices’ of the
World?

Richard Westra

Introduction

Despite extensive treatment in a burgeoning literature, the world economic
phenomenon dubbed ‘globalization’ is not well understood. The position
taken in this chapter is that the fault resides with a gapping lacuna in the
research agendas of globalization: that is, as we shall see, while current analysis
of globalization has been deeply fixated upon questions of the relative force
of states and world ‘markets’ in shaping the economic future, it has failed in
a rather studied fashion to problematize capitalism in this effort. In other
words, there exists a universal assumption in the literature, often implicit,
though in some cases quite explicit, that the market being referred to is in fact
the capitalist market and that the state, the potency and potential scope of action
of which is placed at the center of the debate, remains a capitalist state. From
this follows another assumption, that whatever political position one takes,
one can comfortably rely upon received theories purporting to explain the
workings of capitalist markets as the basis for making claims about market-
state dynamics with respect to future political and social policy outcomes.
To be sure, the foregoing afflicts most severely those perspectives on global-
ization animated by neo-classical economics, given how the latter completely
evades the question of capitalism. However, it also impacts deleteriously
upon Marxist scholarship that blithely accepts that the universe of state and
class action continues to operate according to the principles of capitalist
economy.

Problematizing capitalism as a prelude to addressing the transformations
of the world economy confronting us is, however, not a simple task. For
Marxian economics, with its value theory, which lays claim to best capture
the workings of capital, is also steeped in internal turmoil with no com-
peting conception of value theory achieving anywhere near paradigmatic
status. The purpose of this chapter then, is to defend a particular version of
Marxian value theory as optimally achieving the goals of Marx’s Capital (which
Marx unfortunately never survived to complete), and then to apply this
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theory as the touchstone for making a judgment on the capitalist substance
of the contemporary global economy. This work, which will also include a brief
discussion of the role of the capitalist state in supporting capital accumulation,
is designed as a formative attempt to explore new avenues in a complex area
of political economy study. The chapter will therefore adopt the following
procedure: First, the debate over globalization will be briefly reviewed with
the focus placed upon the way perspectives deal (or, more appropriately stated,
do not deal) with the question of capitalism. Second, I intend to introduce
the approach to value theory and discuss how it can be utilized to make
claims about the world economy today. Third, I will offer some tentative
assessments on the capitalist substance of the contemporary economy and
suggest directions for further analysis. The chapter will then be concluded.

Specifying globalization

For expository purposes this section will commence its engagement with
the debate over globalization through the prism of a discussion of the three
representative positions on the subject outlined in the work of Held etal.
(1999). To begin, on the market side of the debate, is what the authors refer
to as the ‘hyperglobalist thesis.” This perspective, in both its neo-liberal and
‘postmodernist’/neo-Marxist representations adverts quite simply to the
view that the multiplication and cross-cutting of cross-border transnational
production, financial and trading linkages and networks has ushered in
a new historical epoch in which the notions of a national economy and the
Westphalia nation-state system itself have been rendered obsolete. Neo-liberal
contributions, it may be noted, resurrect the core tenets of the old modern-
ization theory; that globalization realizes world economic neo-classical ‘perfect’
market integration as well as a convergence of market systems and, of course,
manifests an inexorable telos." Radical hyperglobalist approaches, on the
other hand, emphasize the ascendancy and triumph of a ‘global capitalism’
and the ‘powerlessness’ of the state and its policy arsenal in the face of it.
On the state side, according to Held etal., is the ‘skeptical thesis,” which
strives to counter the hyperglobalist position at every turn through extensive
empirical evidentialization. Skeptics, for example, hold that the realities of
the world economy, far from constituting a monolithic global capitalism or
perfect market integration, in fact involve extreme asymmetries. They cite
the growing disparities of wealth including the absolute impoverishment and
marginalizing of whole regions despite world economic interpenetration —
including the waves of ‘liberalization’ and ‘openings’ enforced by international
institutions such as the IMF and World Bank (Weeks 2001). Skeptics also
demonstrate that strategic patterning of transnational corporate (TNC)
production, finance and trade, if remarkable in any novel way in the latter
quarter of the past century, reflects ‘regionalization’ rather than globalization
(Hirst and Thompson 1996; Mittelman 2000; Larner and Walters 2002).
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That is, varying forms of capitalist investment tend to both emanate from
and concentrate in a triad of capitalist blocs — North America, the European
Union (EU) and Japan/Northeast Asia — and if there exists any significant
extra-triad investment flow it has been into the wider area of East Asia.

The skeptical thesis interrogates hyperglobalist claims through comparative
studies of levels of internationalization of trade, foreign direct investment
(FDI) flows and internationalization of finance across capitalist history,
though particularly in comparisons of the periods of the first quarter and
last quarter of the past century, only to discover much ‘hot air’ (Giussani
1996; Hirst and Thompson 1996). That is, in aggregate terms, so the argument
goes, the former period was significantly more ‘global.” However, it is accepted
that if there exists one component of the hyperglobalist package that should
be taken into account in differentiating the internationalization of the current
conjuncture, it is the revolutionary mechanisms of globalized finance -
information technology, novel financial instruments such as ‘derivatives’
and so on.” Though it has been suggested in this regard, that from a world-
historic perspective, the hypertrophy of finance constitutes evidence of crises
of capital accumulation and, while appearing in differing guises across
capitalist history, exists as something endemic to capitalism per se (Arrighi
1994). In fact, it is important to comment here on the hyperglobalist/skeptic
standoff, that discussion of the extent of capitals internationalization across
capitalist history along with the arguments over the changing shape of this
internationalization (such as its possible current regional thrust) underscores
the necessity of studying the different forms assumed by the global dimension
of capital rather than simply counter-posing a global capitalism to a purport-
edly non- or less-global capitalism, or for that matter a regionalized capitalism.
This sort of analysis forms part of the research territory of the periodization
of capitalism or study of phases of capitalist development (Westra 1996,
2002b; Albritton etal. 2001), ongoing debates within which have unfortu-
nately proceeded apart from much of the globalization debate per se (though,
because the periodizing of capitalism itself is dependent upon our deeper
understanding of what precisely capitalism is, and is something that I have
treated at length elsewhere, it will also not constitute the primary focus of
what follows in this chapter).

Moving from criticism to a more positive statement of their position, the
skeptics arguing for the salience and efficacy of the state maintain that notions
of expected global market convergence, particularly given the demise of soviet
style socialism, are belied by the persistence of varying ‘models’ or institutional
configurations of capitalism marking developed capitalist states (Berger and
Dore 1996; Kitschelt etal. 1999; Coates 2000). And not only does the empirical
evidence point to the TNC continuing do the bulk of its business - sales,
high value added production and R&D - in its ‘home’ national economy, but
the foregoing variant institutional matrix’s underpin the formation of the
so-called ‘competition states’ acting through policy initiatives appropriate
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to the capitalist model they represent in order to further the interest of their
TNCs (Zysman 1996; Dicken 1998: Chapters 3 and 4). This sort of analysis
then underpins the skeptics’ position that, not only are states empowered in
different ways and armored with varying ‘capacities’ for maneuvering in the
world economy, but globalization itself represents strategies of internation-
alization of the capital of particular states, supported in turn by those states’
international policy initiatives (Weiss 1997).® Globalization, therefore, it has
been suggested (McMichael 2000), may be best conceptualized as a ‘political
project,” though cloaked in the ideological garb of neo-liberalism with its
touting of the necessity of unimpeded markets. And, a strong case has been
made in this regard, that much of what masquerades as globalization -
international de-regulation of finance, liberalization of trade and so on - has
been uniquely engineered to address the economic predicament of the
United States and US capital, and the so-called ‘Wall Street-dollar regime’
(Gowan 1999).

The third representative position in the work of Held etal. dubbed the
‘transformationalist thesis,” maintains that while current globalization is
characterized by significant and unprecedented change in both the structure
of national economies and the international order, as well as in the funda-
mental mechanisms of state/world economy interrelations, its future trajectory
and ultimate contours remain unresolved. Transformationalists recognize
the sorts of asymmetries and re-configuring of the world order (such as the
thrust toward regionalization) remarked upon in the skeptical thesis, but
view the emergence of such new ‘patterns of global stratification’ as part of
the establishment of alternative ‘sovereignty regimes.” At its most radical
pole, the transformationalist perspective believes the foregoing constitutes
the harbinger of a world where the very geo-spatial categories that marked
modernity (such as national and international) are becoming irrelevant; and
that new categories must be deployed appropriate to analyzing patterns of
politico-economic interaction of a sprouting ‘neo-medievalism’ (Kobrin
1999). Hence, in accepting hyperglobalist-type claims of systemic world
economic change as well as points made by skeptics on the continued policy
efficacy of the state, the transformationalist position has set its intellectual
sights on issues of the so-called governance in and across both spheres (Prakash
2001). On the one hand, problems of global governance, for example, are
said to involve shifts in ‘jurisdictions’ of international organizations as in
what Held etal. view as the changes forced upon the Westphalia state system
by the ‘UN model’ and the pressures that purportedly now exist for ‘cosmo-
politan democracy’ (1999: 444-50). On the other hand, governance within
the context of the state entails what has been dubbed the ‘rearticulation’ of the
state (Prakash 2001), where states reinvent themselves and adopt new func-
tions to better operate in their transformed global milieu.

Let us now, on the basis of this outlining of positions, revisit the issue
alluded to in the Introduction, of the failure of the globalization debate to
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problematize capitalism, and make some preliminary assessments of the
implications of that. We can see immediately in the sharp dichotomizing of
the hyperglobalists and skeptics that the state and market (or the political
and economic) appear as exceedingly reified concepts with scant attention
paid to the historicity or materiality of their analytical separation. One
approach, which follows in the spirit of the work of the economic historian
Karl Polanyi (McMichael 2000:103-104),* seeks to smooth over the problem
with the view that markets are from the outset ‘political institutions’ and are
always embedded in differing socio-institutional settings the origins of
which reflect the varying geo-spatial conditions of the mutual emergence of
market and state. However, while insightful and instructive for some aspects
of the political economic study of capitalism, uncritical acceptance of this
stance as the final word forestalls investigation into other research domains
such as the study of what makes capitalism distinctive as a form of organiz-
ing economic life (that is, what distinguishes the principles of operation of
the capitalist commodity economy from the general norms of economic
life), and the theorizing of the deep economic structure or logic of capital,
both of which I believe were at the forefront of Marx’s own research agenda.
And it is precisely this latter sort of analysis that allows us to judge if an
economic order is capitalist or not. For surely, at some point, it has to be asked
with regard to the foregoing debate, whether politics or the state interferes
with the market to such a degree and in various concrete ways so as to signify
a movement away from capitalism? Or, whether the states’ neglecting to
perform specific functions required of it in its historic role as a capitalist state
contributes to the unraveling of the rule of capital?

Even more importantly, though, the problematizing of capitalism must
confront the issue of whether it is even possible in the first place to concep-
tualize a global capitalism as a distinct entity and form of capitalism in the
same way as a national, geo-spatially determined capitalism - of whatever
institutional configuration or model, degree of internationalization, and so
on - has been conceptualized. The hyperglobalist/skeptic confrontation
proceeds as if such things as a global capitalist economy or global market are
in themselves unproblematic notions, and that one can simply counter-pose
or juxtapose these to a state and its economy/market. Paradoxically, then,
while the so-called transformationalist thesis appears on the surface as the
most provocative — tackling the difficult issue of the possibility that the whole
universe of political and social action and the very meaning of categories
such as world economy and state has changed - it is also the approach
which has been least explicit in discussion of the economics of such. On the
other hand, the problem of the so-called governance (with a broadly
conceived understanding of the concept as the concern over world-historic
political outcomes) constitutes an important focus, though I believe that sort
of research initiative would be far more fruitful once the question of capitalist
substance is clarified.
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Specifying capitalism

In an important contribution to the ongoing discussion of the power and
relevance of Marxian value theory, Foley (2000a: 3) suggests that assessments
of the multifarious contributions to value theory debates should manifest an
express concern with the varying proponents position on the problem of
what precise questions value theory is intended to answer. As I have consist-
ently argued (Westra 1999, 2000, 2001, 2002a), discussion of value theory
and Marxian economics per se has largely unfolded with the understanding
that the latter constitutes a sub-theory of an over-arching Marxian project of
historical materialism. Thus, the radical pedigree of different approaches to
value theory has tended to be appraised on the basis of the extent to which
they interface with historical materialism and its perspective on human
history and historical transformation. This has embroiled value theory in
debates over ‘exploitation,’ class struggle, historical outcomes of ‘tendencies’
such as that of the ‘falling rate of profit,” and the ‘socializing’ of production
en route to socialism. While I would agree that such research initiatives
possibly add to the development of Marxist theory as a whole, there exists
a far more important question that I believe value theory is required to answer;
a question that establishes Marxian economics as a project distinct from
historical materialism.

The approach to value theory that animates this chapter emanates from
Japan and is rooted in the groundbreaking work of Japanese economists
Kozo Uno and Thomas Sekine.® What the specific problematic that value
theory is set upon to solve, according to the Uno approach, is the unraveling
of the mystery of how the capitalist commodity economy is able to pursue
its abstract goal of augmenting value while simultaneously meeting the
requirement of reproducing human material life as demanded of any viable
socio-economic order. Put differently, the question is: How is it possible for
an ‘upside-down’ reified economy, where socio-material relations between
people are effaced, and replaced by quantitative ‘relations between things,’
to organize the economic life of an entire human society in the first place?
Through the clear fashion in which this question delimits its subject focus
then - to capitalism, a historically peculiar and transient economic order —
Marxian economics and the political economic study of capitalism® is estab-
lished as a discrete research domain within Marxist theory.

To answer the question as posed above saddles Marxian economics with
a unique epistemological dilemma the full extent of which has rarely been
appreciated. At the root of capitalist reification is a process of self-synthesis
or self-abstraction whereby capital tends to purge or purify its environment
of all non-economic, non-capitalist encumbrances, commodify all use-value
life including its wellspring of human labor power, and manage human
material existence through impersonal society-wide integrated systems of
self-regulating markets. The challenge for Marxian economics is to capture
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this reificatory logic of capital under conditions where in actual capitalist
history the logic of capital is resisted in a myriad of ways. Unoists affirm
Marx'’s adoption of a dialectical procedure to meet that challenge but empha-
size that Marx never satisfactorily completed his project of economics in
Capital. And, Marx compromised his own method of dialectical exposition
at key junctures. For Uno, to fully and robustly capture the abstract logic and
inner workings of capital required that its tendency to reify socio-material
existence be hypothetically consummated in a dialectical reconstruction of
Capital as the theory of a purely capitalist society (TPCS). The dialectical mode
of analysis is vital to the study of capital because its procedure of conceptual
self-synthesis and elaboration of economic categories parallels capital’s own
modus operandi in which the material force of value subsumes or synthesizes
use-value life.” Extrapolating the tendencies of capital to a hypothetical
conclusion, though one of the more controversial tenets of the Uno approach
to value theory, follows from the fact that while a purely capitalist society is
never materialized in history,® to fully grasp the logical inner workings of
capital — the constant in all historical capitalism — demands that its logic be
studied free from all interferences.

Driving the dialectic, as in Marx’s Capital, is the fundamental contradiction
of capital - that between value and use-value — discovered first in the com-
modity, the most elemental representation of capital. The TPCS then traces
this contradiction through three ‘doctrines.”” In the doctrine of circulation, the
logic of the phenomenal forms of capitalist exchange relations — the generating
of the commodity form, the money form and the capital form - is unraveled.
The doctrine of production explores the subsumption by capital of the labor
and production process through which capital secures the conditions of its
self-expansion. Capital is further examined here in its circulation and repro-
duction processes. Finally, the doctrine of distribution exposes the modalities
of the division of surplus value in the capitalist market. And it is therein
that the logic of capital is consummated, and the dialectic attains closure,
when capital itself becomes a commodity as expressed in the category of
interest. To sum up, the TPCS constitutes an economic theory of an ‘economic’
society, a generalized commodity-economy featuring only three social classes —
workers, capitalists and landlords that personify respectively the economic
categories of wages, profit and ground rent — where all production is
commodity production, all labor power is commodified, and the economy
is managed entirely by an integrated system of self-regulating markets under
the abstract dictatorship of the impersonal law of value.

Keeping this caricature of the dialectic of capital in the TPCS in mind let
us return to the matter of the material reproductive viability of capitalism.
Interestingly, in the afore-cited article on current value theory debates,
Foley (2000a) zeroes in on two of the signal puzzles that have dogged the
fruitful development of Marxian value theory: One is the introduction of
the labor theory of value within the context of discussion of the exchange
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of commodities in Chapter 1 of Volume 1 of Capital. The other surrounds
the later analysis in the third volume of that work where Marx grapples with
questions of the formation of prices on the capitalist market under varying
conditions of capitalist production, though leaves underdeveloped and
obscure the connection with such and the labor theory of value; a question
which has come to be known, rather infamously, as the transformation
problem. However, in an otherwise discerning work, Foley does not draw out
the vital and intimate connection between the two. Yet, it has been a hallmark
of the Uno approach to value theory to view those problems as intimately
intertwined with the ultimate resolution impinging upon what I have
already suggested is the key question of Marxian economics. To be sure, an
exhaustive treatment of the above, by far, outstrips the bounds of this chapter,
but in what follows I intend to schematically review the steps in the Unoist
argument.

Unoists argue that the problems for Marxian value theory in Capital began
precisely, when in introducing the labor theory of value in the discussion of
the circulation or value forms of capital, Marx vitiated his own methodological
procedure which required the immanence and logical interrelation of all the
categories of capital be demonstrated. That is, in the ascending of the dialectic
into the inner sanctum of capital, the formative elaboration upon the social
commensurability of commodities or their ‘moneyness’'? requires only the
initial demonstration of the possible expression of value in the use-value of
another commodity, and then the eventual measuring of the value of a
commodity in terms of money with the establishment of a ‘normal price’ for
it. Of course, the presupposition of the theory remains that the object of
study is the capitalist commodity economy, only at this point in the theory
the dialectic must necessarily hold implicit both the modalities and condi-
tions through which such a normal price is actually arrived at in the market
and the specific determination or substance of the value of a commodity.

Following the specification of the general formula for capital, M—C—-M" which
characterizes the arbitrage operations of merchant capital (though is itself
predicated upon the understanding that material existence in capitalist society
is reproduced for the abstract purpose of augmenting value), the dialectic is
driven to the question of the substance of value and the potential of capital
for self-augmentation; a question at the heart of the doctrine of production,
which finally demands the introduction of the labor theory of value and its
conceptual accouterment (abstract labor, socially necessary labor, surplus value
and etc.). The unfurling of the labor theory or law of value here does not
mean, of course, that there actually exists a separate value ‘system’ as distinct
from a price system the operation of which can be verified empirically in
capitalist society. Rather, the dialectic continues to hold implicit the afore-
mentioned modalities and conditions under which the law of value holds in
the operation of the capitalist market. It is only within the context of the
doctrine of distribution, which roughly corresponds to the material of
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Volume 3 of Marx’s Capital, that the above, and the question of price, can be
made explicit. But, it is because scant attention has been paid to the dialectical
architecture of Capital that what has emerged as the so-called transformation
problem persists at all.

A major contribution to Marxian economics by Sekine (1997 Vol. 2: 12ft.),
then, has been his elaboration upon the ‘twofold’ character of the notion of
transformation in Marx’s Capital. That is, Marx used the term in a qualitative
sense to illustrate a further specification of concepts — the transformation of
the commodity form into the money form, the transformation of money
into capital, and so on — where there is certainly no requirement for support
from a mathematical operation. Understood in this light, there should be
no ‘transformation problem’ with regard to the transformation of value into
price, or surplus value into profit, and so on. On the other hand, transform-
ation has a mathematical denotation as the plotting of coordinates across
two differing spaces or ‘systems.” In the context of Volume 3 of Capital or
the doctrine of distribution in the TPCS, questions of capitals heterogeneity
and the impact of market forces of supply and demand — which underpin the
divergence of prices from value - confront the dialectic. What Sekine demon-
strates, is that the specification of the ‘technology complex’ permits the
simultaneous quantitative elucidation of prices and values. And, through
the provision of specific information on the organic composition of capital
it is possible to produce the bedeviling ‘inverse’ calculations or movements
between rates of profit and prices and surplus value and values (and vice versa).

The upshot of all this is that while on a day-to-day basis our eyes may be
transfixed by the movement of market prices or the quantitative dimension
of capital that does not mean the concept of value can be dispensed with as
prices, though diverging from values, are necessarily always ‘tethered’ to such.
For in the capitalist market, under conditions of capitalist competition, as
the economy tends toward a general equilibrium where all commodities are
traded at their normal or ‘equilibrium’ prices and social resources are ‘opti-
mally’ allocated, what is being confirmed is the economic governance of the
law of value. In other words, no human society could survive for long in
the absence of some central organizing principle to insure that basic goods
are neither over-produced nor under-produced relative to the existing pattern
of social demand (and that the direct producers received, at minimum, the
product of their necessary labor). Such equilibrating of supply and demand
is uniquely guaranteed in capitalist society when all production is carried
out by commodified labor power and the commodity, with which the dialectic
began, is produced strictly as a value object, with complete indifference to
its use-value and finally that this commodity produced as a value object
embodies only socially necessary labor. As Sekine (1999: 36-37) puts it, value
‘mediates’ between that which is specifically capitalist and — material existence
itself - something that is supra-historic and without which human society
could not exist. In this sense, the viability of capitalism captured in the
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‘surface’ tendency toward a general equilibrium in the market exists in
embryo, as Marx intimated, in the commodity. But this cannot be asserted.
Rather, it must be painstakingly established through the unfolding of all the
categories of capital as the dialectic accomplishes in the TPCS."!

Capital and globalization: retreating to the ‘interstices’
of the world?

Before proceeding to the substantive question of this section and for that
matter, the chapter, let us briefly turn our attention back to some crucial
aspects of the preceding discussion on the important question of what precise
problematic Marxian value theory is intended to provide a solution for. My
argument is that capitalism, like any human society in history, requires at
its core some principle insuring its material reproductive viability; guaran-
teeing that under the constraints of a given set of social relations the demand
for basic goods is met in a way that does not squander social resources, and
the TPCS exposes this — the gravitation of the economy toward a general
equilibrium under the dictates of the impersonal law of value — robustly and
concisely for capitalist society. And, while it is true that no actually existing
capitalism has materialized as stark a society as depicted in the TPCS,
I believe the TPCS offers a solid touchstone for carrying out any adjudica-
tion over capitalist substance in the current world economy. In short, deter-
minations should be based upon the approximation to the modalities of
commodity economic material reproductive viability as captured in the TPCS.'?
However, given the concentration upon the deep structure and logical inner
workings of capital in the TPCS, both the geo-spatial dimension of capital
and the state were necessarily held implicit. Yet, to operationalize the above
test for capitalist substance in actually existing capitalism requires that the
foregoing be factored into the discussion.

To focus upon the geo-spatial dimension of capital, first, it is possible to
imagine the materialization of the purely capitalist society of the TPCS as
a global commodity economy. And in fact, to create the frictionless space for
capital to expose itself for what it is, one of the assumptions of the TPCS was
precisely that the world of capital was borderless or ‘global.” However, at this
point, even accepting the most sanguine accounts of the hyperglobalists, we
would have to admit that the regularizing or harmonizing of economic life,
as required in the specifically capitalist self-regulating market, is not even in
the remotest fashion being approximated across the world economy today.
And, besides the question of vast and widening world economic asymmetries
touched on above, it has been pointed out by even those working within
the tradition of mainstream economics that the very ‘strategic’ international
investment behavior of the generally agreed upon prime agents of globaliza-
tion — the TNC'’s - is predicated upon the fact that markets are not perfect
(Tetto-Gilles 2002: 115).
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But what about the possibility of a historically existing global capitalism
as the outcome of current world economic processes; one that we could then
counter-pose to past existent national capitalisms? The fact is, in geo-spatial
terms, capitalist development proceeded extremely unevenly and the birth
of capital within the relatively narrow geographical bounds of England and
Western Europe was, to paraphrase Marx, stamped in distinct ways by con-
ditions inherited from the past. As argued by Anderson (1979), the initial
fashioning of the instruments of a ‘national’ economy occurred within the
cocoon of the Absolutist state, an institution that arose in history to manage
the contradictions of a weakening feudalism. And following the bourgeois
revolutions, it would then be the ‘concentrated power’ of this state, as Marx
put it, that would champion the enveloping of the economic life of the
social community by the society-wide integrated system of capitalist markets.
It was in this sense, that in contrasting the operation of markets since the
dawn of time with the specifically capitalist market, Marx referred to the
former case in terms of markets functioning at the ‘interstices’ or edges of
community life and the latter as the subsumption of community material life
itself by the commodity economy. The point to be emphasized here is that
in human history, the social community the material reproductive viability
of which capital is charged with insuring is the national community or nation
state.

As the TPCS makes abundantly clear, the sine qua non of capitalism is the
commodification of labor power, for only with such labor power, rendered
wholly indifferent to use-value, is capital able to shift production toward any
good according to the changing pattern of social demand (and thus reproduce
the economic life of the community through the chrematistic operation of
the self-regulating market). But, what has often been neglected in the focus
upon this condition of emergence of capital and that which remains highly
consequential for the globalization debate is the question of the relationship
between capital and land. As elaborated upon by Nagahara (2000), Uno'’s
contribution to Marxian economics involves not only the clarification of
how through the category of ground rent capital negotiates with something
the fundamental nature and products of which have none of the uniformity
of capitalistically produced means of production and commodities, but also
the drawing out of the implications of the modus vivendi capital develops
with that essentially ‘external’ to it. That is, though not in a capitalist form,
landed property pre-dates capital, and following the expulsion of the direct
producers from that land (the commodification of labor power), capital finds
itself in the position where it must deal with the owner. The relation that
evolves then entails the recognition by capital of the legal title to the land as
private property and while in the TPCS the state is only implicit what is
suggested for the development of capitalism in history is that at the most
fundamental level capital is bound to the state form and its legal system.
And, this tenet carries even greater weight as illustrated when the TPCS turns
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to the category of interest, the most fetishized mode of existence of capital.
For here capital applies the same principle it had contrived to deal with landed
property, ‘internally’ to itself; the principle, that is, of ‘property’ yielding an
income."® What Nagahara suggests is that even the ‘fictitious capital’ of world
economic financialization (accepted as paradigmatic of the purported ten-
dencies toward ‘de-territorialization’ or ‘dematerialization’ marking global-
ization) nevertheless requires the state for its capitalist appropriation.'*
Now the point has been reached where it is possible to attempt an answer
to the key question animating this chapter. Authoritative reviews of state
theory (Carnoy 1984; Jessop 1990) generally agree that Marxist theories of the
state fit into three broad categories of theory: ‘class centric’; ‘state centric’;
and, ‘capital centric.” While I will offer a fuller and specifically Unoist account
of the capitalist state in a later work this much can be said here: Both class
and state centric perspectives reflect an unacceptable level of generality in
approach to the capitalist state deriving from the aforementioned problematic
view of the political economic study of capitalism as a sub-theory of an
overarching historical materialism. Capital centric approaches held out the
greatest promise but their development has been compromised both by
difficulties related to the above quandary as well as a lack of clarity over the
precise theorizing of capital upon which their theory of the state was to be
based."”®> My position is that the theorizing of the capitalist state must com-
mence with the TPCS. Of course, a purely capitalist society as captured in
the TPCS is an economic society par excellence in which no state exists. And
it is the TPCS that provides the material foundation for the very notion of
base/superstructure or the analytical separation of the economic and political
in Marxist theory. But it is precisely the necessary assumption of the theory
that all use-value life is sufficiently docile and amenable to complete sub-
sumption according to the principles of the commodity economy that
foregrounds the theorizing of the capitalist state. For in actually existing
capitalism not only have significant areas of economic life remained external
to capital but across capitalist history the commodity economy has required
various degrees and types of extra-economic support. And it is the recogni-
tion that such ‘externalities’ must be managed for capital to viably reproduce
human material existence upon which the theorizing of the state is predicated.
As noted above (see note 6), the Uno approach to Marxian political
economy claims that the study of capitalism as a whole requires three levels
of analysis — the TPCS, stage theory and the historical study of capitalism.
The role of stage theory is to capture the concretizing of the inner logic of
capital in terms of the demands placed upon capital by the production of
use values characteristic of its world historic stages of development. The
theorizing of the capitalist state here, revolves around the stage specific
policies supporting capital accumulation (and the stages of capitalism in
Uno theory are in fact named according to those policies). Thus, if we examine
capital accumulation through the prism of the paradigmatic eighteenth
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century mercantilist use-value, wool,'® it becomes clear that in this formative
period of capitalism where markets, particularly for labor power, are not
self-regulating and involve forms of monopoly pricing and so on, the extent
of externalities to be met by the state is vast. And given how under such
conditions the viability of community material life necessarily involved
governance by other material reproductive principles than that of capital, it
is only because mercantilist policy was supportive of capitalist development
that this period qualifies for theorization as a stage of capitalism.

On the other hand, if there ever existed a historical period in which
actually existing capitalism embodied the market equilibrating material
reproductive properties of capital depicted in the TPCS — where labor power
was largely commodified (labor was unorganized and received a subsistence
wage), businesses managed by principals or owners conducted operations
through arms length external market transactions based on signals furnished
by equilibrium prices and satisfied capitalization requirements through
re-invested profits, and where the state did little more in the domestic arena
than print currency and provide accumulation with an enforceable legal
framework — it was the stage of liberalism characterized by cotton industry in
the mid-nineteenth-century England. However, the shaping of capitalist
development first by steel production typical of early twentieth-century
imperialism and following the World War II by automobile and consumer
durable production of the capitalist stage of consumerism clearly involved
a progression away from the modalities of material reproductive viability of
capital captured in the theorizing of the economic tendency toward a general
equilibrium. Obvious examples of this transformation are the rise of the
joint-stock and corporate forms of capital and the issues of economic agency
that such create, the increasing internalizing of business transactions, greater
reliance upon monopoly and ‘transfer’ pricing, massive capitalization commit-
ments necessitating the ‘socializing’ of investment and guarantee of product
markets, the unionizing and hence partial de-commodifying of labor power,
and so on. My position (Westra 2002b), in fact, is that the very problem of
variant models of capitalism referred to above can best be unpacked in
terms of institutional responses to precisely these stage specific demands of
capital accumulation in the stage of consumerism.

As with the stage of mercantilism then, so for the stage of consumerism,
which certainly constitutes a huge step away from the principles of self-
regulating markets of the commodity economy, the extent of externalities
heaped upon the state to manage is vast and in fact dictated that other opera-
tive principles of economy such as planning and economic programming be
enlisted to insure the viable reproduction of the economic life of the social
community. The policy arsenal of the consumerist state in this regard - the
management of effective demand, enormous investment in infrastructure
(social, business or warfare depending on the institutional model), provision
of social wages and insurances, monetary and fiscal policy, to name a few — has
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been well documented. And to this point I have left to one side the question
of the international dimension of capital in stage theory. For the stage of
consumerism, with international capital characterized by TNC internation-
alization of production and finance - including FDI, international licensing,
patenting and subcontracting (fostering the emergence of a truly inter-
national division of labor for the first time in history), the internationalization
of banking and financial intermediation, and so on — the problems that
called forth economic planning by the state to support capital accumulation
in the national economic context were only compounded. And the inter-
national institutional edifice of consumerism - including the Bretton Woods
monetary system with its exchange rate adjustment mechanisms and capital
controls — is testimony to this.

Referring back to the globalization debate with which the chapter began,
it should be clear that the stage specific structures of consumerist capital
accumulation, as I have schematically outlined them, constitute conditions
of possibility for much of what falls within the ambit of the concept of
globalization.!” Hence, when we consider the momentous policy shift cap-
tured under the rubric neo-liberalism — the processes of de-regulation, liber-
alization, de-unionization, clawing back of social wages and insurances, and
so on — what is evident is that whether we conceive of this in the terms of
the skeptics, as a political project predicated upon the capacities of particular
states (purportedly in support of ‘their’ capital and capitalist models), or
accept the more politically benign view of the transformationalists that
globalization is simply the progressive emergence of new sovereignties and
forms of governance, the fact remains that the trend is toward the state
abdicating its responsibility for managing the externalities required by
capital to viably manage the material reproduction of the social community.
For, as things stand, the economic structures of consumerism that had
necessitated massive state support for their capitalist operation persist in many
ways. For example, the productive core of the economies of advanced indus-
trial states continues to revolve around the complex use-value cluster of
consumer durables. As well, despite the chants of enthusiasts of ‘flexible
production,” the economic landscape is still dominated by the TNC the above-
cited practices of which have only been further solidified.'® Further, while the
claw-backs of social entitlements and employee benefit packages point
toward the re-commodifying of labor power, this is counteracted by structural
unemployment and ‘third-worldization’ of work where wages fall below
what is required for the reproduction of that labor power in the advanced
industrial states. Such (and the list can be extended ad infinitum) only
confirms the absurdity of neo-liberal claims that current practices herald
a return to a laissez faire economy akin to the capitalism of the stage of
liberalism. Even internationally the economy is a peculiar amalgam of rule
governed trading ‘regimes’ (with increasing proportions of what appears in
world trade statistics composed of the movement of goods between branches
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of a given TNC), and titanic loosely regulated flows of capital offering little
positive fallout for the on-ground economy.

Therefore, as capital has increasingly sought to ‘free’ itself through
globalization from the instruments of planning and programming, that
though supporting it also appeared to constrain it, and even enlisted the
concentrated power of existing states in this endeavor,'® it has embarked upon
a contradictory process undermining the very conditions of its existence.
For if current states abdicate the responsibility for managing the ever-widening
field of externalities of capital, the only option for the survival of a specif-
ically capitalist economy in the world economy today would be the rise of
a single world capitalist or bourgeois state. This would also satisfy the demand
for the legal foundations of capitalist appropriation adverted to by Nagahara.
But, given the massive extent of the world economic asymmetries that the
critical globalization literature has so aptly drawn our attention to, the rise
of a world bourgeois state is pure fantasy. In short, Marx had recognized
how categories such as wages and money and the activity of profit-making
long antedated capitalism. But their economic force was never central to the
material reproduction of social communities until that ontologically unique
and transient epoch in human history when they were melded together as
part of the logical inner workings of the capitalist commodity economy that
would reproduce the economic life of an entire society for the abstract
purpose of augmenting value. Of course, this capitalist aberration would last
far longer than Marx envisioned as its mounting externalities were adequately
contained through the recruitment by capital of support from an increasingly
visible and heavy-hand of the state. The liberating of capital from its obliga-
tions in this regard also signifies the freeing of capital to retreat to the realm
of operation from whence it originated — the interstices of the world. And in
this flight, capital is vacating the economic space of historically constituted
social communities for the emergence of the other principles of material
reproduction.

It is in relation to the aforementioned that I will suggest directions for further
research. The first question that arises is why capital is loosening its grip on
our economic lives in the current conjuncture? The short answer here is
that under the advancing conditions of internationalization of production,
capital is able to produce key commodities in selected locales across the globe
where labor power is more easily commodified. Hence, capital has tended to
divest itself of the cumbersome institutional arrangements that had enabled
it to maintain the commodification of labor power in its production heart-
lands and has taken little responsibility for managing economic externalities
elsewhere. The second question involves the sorts of principles of economic
reproduction replacing capital. While the contours of the future are undevel-
oped, our current world economic life is characterized by increasingly
ominous extensions of TNC economic programming, ‘statist’ militarized
economies (the US), and the surfacing of new authoritarian forms of labor
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control. On the other hand, we have witnessed the gestation of potentially
progressive principles of material reproduction such as ‘local exchange
and trading systems,” community barter, and other types of the so-called
‘anti-economy.’

Conclusion

This chapter commenced with a cautionary word that the work herein was
formative and exploratory. The argument then proceeded with the claim
that a lacuna in the burgeoning literature on globalization with disabling
explanatory consequences was its failure to problematize capitalism. My
position was that ‘bringing capitalism back in’ to the debate necessitated
that capital be adequately defined. It was subsequently maintained that the
optimal vehicle for that task was Marxian value theory as embodied in
the TPCS of the Japanese Uno approach. The TPCS defines capital through
a dialectical exposition of all its categories, which demonstrates how it is
possible for capital to simultaneously fulfill its abstract mission of value
augmentation while viably reproducing the material life of an entire society.
What the TPCS confirms is the law of value as the central organizing principle
of capital insuring that basic goods are neither over-produced nor under-
produced relative to the existing pattern of social demand. And such is
captured in the tending of the economy toward a general equilibrium. It
was then argued that the touchstone for detecting capitalist substance in
actually existing economies was the approximation of their concrete modal-
ities of material reproductive viability to those embodied in the TPCS. But,
given the marking of the reproductive mechanisms of capital in actually
existing capitalist economies by an ever-enlarging field of externalities, it
was contended that to operationalize the test for capitalist substance required
the factoring in to the discussion of geo-spatial questions of capitalist
development and the state. On that basis I suggested that faced with the
externalities inherent in the capitalist management of the production of
the use-value cluster of consumer durables characteristic of consumerism,
the final stage of capitalism, capital was pushed to rely further on the support
of the state and other principles of material reproduction. However, as revealed
in the policy thrust of neo-liberalism, capital also experienced the measures
it adopted for managing its externalities as constraints. Yet, in throwing off
that apparent yoke to free itself, as depicted in the world economic phe-
nomena of globalization, capital tends to undermine its very conditions of
existence. And in this sense, as capital escapes to the interstices of the world,
it leaves the social community to adopt other principles of material repro-
duction. Here, as I noted above, the transformationalist camp is prescient
with its notion of an impending new feudalism. For as Marx himself
suggested capitalism would be followed either by socialism or forms of
‘barbarism.’
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Notes

1.

2.
. This line of argument has also assumed a ‘class’ dimension in some writing (Moran

10.
11.

12.

Though not discussed in this chapter, it may be noted that current debates also
resurrect, in altered guise, the all-familiar ‘end-of-ideology’ mantra.
See for example Strange (1998).

1998) in that it is argued that the states’ national and international policies reflect
dilemmas of its internal class conflicts though the hyperglobalist counter argument
would be that there exists a ‘transnational capitalist class’ (Sklair 2001) with class
conflict increasingly assuming a global scope.

. See also many of the selections in Hollingsworth and Boyer (1998).
. The key English language monographs of the approach are Uno (1980), Sekine

(1997), and Albritton (1991).

. The Uno approach claims that though Marxian economics is most fundamental,

the political economic study of capitalism as a whole must be undertaken at three
levels of analysis where the movement in theory from the analysis of the inner
logic and deep structure of capital to the study of capitalist history is mediated by
a stage theory of capitalist development. See for example Albritton (1991), Westra
(1996).

. To defend this position requires complex philosophical argumentation the extent

of which would outstrip the bounds of this chapter. See, in this regard, Sekine
(1997, 1998, 2002). And for the situating of the argument within current debates
in the theory of knowledge, see Albritton (1999).

. The materializing of a purely capitalist society in history as a bourgeois utopia would

amount to a confirmation of bourgeois ideology that capitalism was the ‘natural’
mode of organizing human material reproductive affairs.

. The division of the TPCS into three doctrines mirrors the structure of

G.W.F. Hegel’s Logic. See note 7.

What follows draws upon Sekine (1997 Vol. 1).

As I have explained elsewhere (Westra 1999, 2000), the relationship between the
project of Marxian economics and historical materialism involves a cognitive
sequence in which the well-known categories utilized in the latter are grounded
as economic concepts in the former, rather than the other way around as most
conventional Marxism — which reads historical materialism as the master theory
and the political economic study of capitalism as the sub-theory — believes. And
in this fashion, as well, the very materialist research program of Marxism, which is
directed toward probing the material anatomy of past historical societies and
assessing the potential material reproductive viability of future ones, necessarily
germinates in the TPCS where such is undertaken in pure economic terms; terms,
to be sure, of the capitalist commodity economy, but which nevertheless expose
economic life transparently for first time in human history.

Previously, Albritton (2001) has attempted to ground such a judgment in the
degree of commodification of the key capitalist commodities of labor, land and
money with the TPCS as the template. Sekine (this volume) bases his judgment
on the nature of the business cycle and its role in regulating the commodification
of labor power as captured in the TPCS and, in this way, produces a far more
restrictive view of the existence of capitalism proper in history than does this
chapter. However, whatever the perspective on theorizing capitalism one adopts,
ultimately, determinations on the coming into being and passing of capitalism in
history will involve a subjective judgment. My position here is simply that we
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13.

14.

15.

16.
17.
18.
19.
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will be in a far better position to make such judgments based on the TPCS than
otherwise.

Sekine (1997 Vol. 2: 134ff.) constitutes the optimal resource to-date for accessing
the Marxian theory of interest. The important notion here, as touched upon
above, is that in the closing of the ‘dialectical circle’ capital returns to where it
originated, assuming the form of a commodity in the sphere of circulation. And,
appearing as such, as a mere ‘asset’ the ownership of which demands remuneration,
capital expunges all traces of its fundamental determination in the labor and
production process.

The way in which this delicate ‘dance’ between footloose capital and the state has
unfolded in the world economy today is addressed in part by the interesting study
of Palan (1998) on the phenomena of ‘offshore.’

I have argued elsewhere (Westra 2000: Chapter 2), that the ‘strategic relational’
theory of the state of Jessop (1990) would constitute a valuable contribution to an
Unoist theory of the state if placed within the context of the mid-range level of
analysis of stage theory.

What follows draws upon Albritton (1991).

I have touched upon this in a preliminary fashion in Westra (2002b).

letto-Gilles (2002) provides an up-to-date overview here.

Again, I am leaving to one side the potential class dimensions of this. See note 3.

6

When Things Go Wrong: The
Political Economy of Market
Breakdown

Alan Freeman

Political Economy is when people ask themselves why they have no
money
— Kurt Tucholsky

Why things go wrong: the need for a theory of market
breakdown

In this chapter, I ask what happens when markets break down. I aim to
show that the answer which any theory gives to this question depends on
its implicit, or explicit, concept of value.

I begin with arguably the most basic question in economics: Are break-
down and recovery endogenous or exogenous? Do markets fall or are they
pushed? Conversely, do they mend themselves, or does someone have to
stick them back together?

If markets can in fact go wrong of their own accord, and if there are
circumstances in which they cannot correct themselves, then most modern
policy nostrums are open to question: for example, that deregulation improves
efficiency, that no one loses from free trade, or that optimal growth depends
on the free movement of capital. And since modern globalization is virtually
identical to the extension of the market, it leads one legitimately to ask
whether globalization itself has intrinsic limits.

The primary ‘finding’ of all dominant economic theories is that the
market works. This rarely appears so crudely as the statement that it is infallible.
Instead, such theories predict that it fails only when not permitted to work
properly, and that it will always correct itself, left to its own devices: that is,
breakdown is exogenous and recovery is endogenous.

I will show that this finding arises from the shared starting point of these
theories, the equilibrium or comparative static paradigm.' The variables of
which they speak are assumed, for the purpose of calculating them, to be



92 Production, Crisis and Globalization

constant. This is only possible if, and is equivalent to assuming that, the
market works so perfectly that nothing needs to change.

This is not a neutral assumption. I will show that it makes it impossible to
deduce endogenous market failure. To put it another way: if in fact, markets
do fail of their own accord, equilibrium theories are intrinsically incapable
of knowing because they will always attribute the failure to something out-
side the market. Hence, their primary finding tells us nothing about reality
because it is the only finding they can produce.

How do we know it went wrong?

Perhaps endogenous breakdown never happens. Perhaps the market really is
perfect. How would we know? The problem is that equilibrium theories
cannot tell the difference. In the language of Popper (1968), they are unfal-
sifiable. They cannot test for endogenous breakdown because they cannot
demarcate it from exogenous breakdown.

Scientifically, they must therefore be tested against independent evi-
dence. For this reason, I will single out what I term the four ‘big’ facts of
modern capitalism which are the most universally recognized, the most
persistent and regular, and the clearest expressions of endogenous market
failure:

1. recurrent structural crisis — prolonged 30-50 year periods of falling profits
and low growth, such as the one we are now living through;

2. the growth without limit of inequality between nations;

3. the regularity of cyclical crisis;

4. the persistence of class struggle.

Each of these either directly prevents the market regulating the social and
political relations required for its survival, or brings into being forces that so
act. Each occurs persistently or recurs regularly, under a wide variety of
circumstances. And each is more persistent, and more marked, the greater
the extent of the market.

History matters. When an event happens once, surrounded by a maze of
complex circumstances, a case can be made for any theory relating it to any
of these circumstances. But when something happens repeatedly, or persists
for a very long time, under circumstances that vary very widely, we must
discard any theory that relies on any circumstance not always present. The
only circumstance persistently present, through 200 years of the capitalist
market, is the capitalist market itself. It is scientifically highly questionable
to treat its repeated and persistent failures as produced by anything other
than itself.

Is there a theory that can account for this? Yes — but it is treated as heresy.
The equilibrium paradigm finds that the principal theory of endogenous
breakdown, that of Marx, is incoherent. However this ‘finding’ itself rests on
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the same paradigmatic principle: it rests on the supposition that Marx
himself was an equilibrium theorist.

I will show that an alternative, Temporal Single System Interpretation (TSSI),
of Marx’s value theory offers a coherent explanation of the major observable
manifestations of market breakdown. This capacity resides in two features of
the interpretation:

1. Values and prices are non-equilibrium magnitudes, defined without
presupposing the market keeps them constant.

2. The magnitude of value of every commodity is given by the total labor
time spent producing it.

The evidence that this was Marx’s theory will not be restated here and the
reader is referred to the copious literature. She should note that whereas the
standard interpretation is attributed to Marx on the basis of simple assertion,
the attributions in this article are supported by evidence which she may
accept or reject.

When things go right: the need for political economy

The converse view, that breakdown is inevitable, is equally questionable.
Market breakdown does not happen all the time and is not a simple descent
into the void but a definite dynamic process from which recovery is some-
times automatic, seldom impossible, and always costs lives. When the market
fails, it does not collapse but brings politics into play. It makes the invisible
hand visible, and summons conscious forces to action as governments,
peoples, and classes intervene to restore the means to reproduce themselves
which the market now fails to deliver.

I seek to transcend the crude polarization between infallible market
success, and inevitable market breakdown, by establishing a proper bound-
ary between what is actually endogenous and what is actually exogenous;
between automatic processes of which individuals are only indirectly con-
scious and exogenous acts which they know about, initiate, and take part in.

The requirement of a valid value theory is, thus, that it should be able to
explain, and quantitatively account for, the relation between the market and
the society: specifically, its relation to the social forces summoned to exist-
ence by the regular and persistent failures which are intrinsic to it.

Breakdown as the consequence of motion

The essential starting point is a paradigm which is absolutely independent
of the assumption of market perfection: the temporal, or non-equilibrium
paradigm, which this article will explain. Its magnitudes are determinate
whether or not the market is static.
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This starting point is required because breakdown is produced by motion.
All theories that begin by suppressing this motion end up attributing its
effects to something external to the market: be it government, monetary
regulation, trade unions, communism, terrorism, war, historical backwardness,
exhaustion of the entrepreneurial spirit or, in left versions, a special régime
of accumulation, anomalous business behavior, the course of technological
progress. . .in this way, breakdown is produced by anything and everything
except the economy itself.

Only a concept that permits the market to move can account for the
effects of its movement. To put it another way, stasis is a special case of
motion, and not the other way around. A waterfall is not a curved lake:
a lake is a flat waterfall. The waterfall’s curvature is caused by the motion; if
we construct a theory of water from which motion was suppressed, we
would conclude that all bodies of water are necessarily flat and that waterfalls
must be a supernatural creation. This is, effectively, the position in which the
equilibrium paradigm places those economic theories unfortunate enough
to adopt it.

Rational ethics require that the actual motion is laid bare. Consequently
two things are required. The analysis of the economy has to be conducted in
terms of quantitatively determinate and measurable variables, and the defin-
ition of these variables must be independent, without qualification, of the
assumption that the market is functioning while they are determined. It
requires, in short, a theory of value.

Motion of what?

The peculiarity of the capitalist mode of production is that its social outcomes
are the consequence of private actions. This is the reason, specific to capitalism,
that its agents are not directly conscious of the results of what they do. This
is also the reason that they become conscious when the results fail them.

The traditional distinction between the ‘micro’ world of price and value
and the ‘macro’ world of investment, distribution and growth, is therefore
artificial: prices are the means by which the market effects social change.
The market is the organizer of competition, a struggle for a share of something.
When oil doubles in price, it does not just modify the relation between one
car and one pump; it reallocates access to the whole of a key world resource,
on which depends everything in the world economy from the power and
wealth of nations to the progress of the business cycle. It takes resources
from those who purchase oil and gives it to those who sell it. This is why
people go to war about it.

In order to understand how the market interacts with society, it must first
therefore be understood as a part of it, as a mode of social organization
which allocates definite resources to definite functions on which its existence
depends. Breakdown occurs when one of these functions is threatened with
non-existence.
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The visible expression of this mode of organization is money, to be precise,
the money price of commodities. The idea of value arises because although
money organizes things other than itself — above all, production - and
although it provides a quantitative measure of the results, it does not do so
directly. Money price can be increased by fiat or a printing press, regardless
of the resources which gave rise to it or the results which it pays for. We
cannot therefore know, when prices or profits rise or fall, what produced the
change. The decisive requirement of a value theory is to distinguish those
variations in money output which arise from production, from those vari-
ations that do not.

At least two aspects of production affect the money price of its results,
namely the physical size or use-value of the produced commodities, and the
social resources that produced them. There is therefore a choice of value
concepts. Can we better explain the market’s insertion into society by
conceiving of money as representing physical, or social, resources?

I will show that the equilibrium paradigm is indissociable from one
particular concept of value, which TSSI scholars term the use-value or physicalist
concept. According to this the value of output is in some sense defined by
its quantity. Equilibrium can produce no other value concept, and physicalism
is most coherent in an equilibrium paradigm.

Temporalism is however compatible with a wide variety of value concepts
- including less coherent variants of physicalism; the Kaleckian concept
which is, in essence, that money is value directly; and Marx’s concept
that the substance of value is labor time. Which of these is conceptually
preferable cannot be deduced from temporalism but must be established
independently.

The limits to growth - social or physical?

The market achieves the organization of society through competition. Com-
petition arises because the resources allocated by the market are limited;
what one person gains, another loses. The question is, from where do the
limits come: from things, or people? Money organizes society, not nature,
and mediates between producers, not products. A theory that makes it
appear as if the market mediates between things will make heavy weather of
explaining its insertion into society.

Furthermore if capitalism’s limits are imposed by physical resources, it is
hard to see where the present phase of market breakdown comes from.
Physical limits may well be important in the future, but right now physical
output is around $5000 per person at 1995, prices having doubled in the last
30 years. This is absolutely enough for food, clothing, education, health
care, a dignified old age, and quite a lot of fun, for everyone on the planet.
The fact that these are denied to over three-quarters of the planet can only
be possible if these physical resources are distributed by a social and not
a natural law.
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This law can be understood only through a value concept that recognizes
output as it really is, as a magnitude fixed by the human resources actually
at society’s disposal — its labor time.

This explains why there are winners and losers, why whenever one social
function is augmented and one social class, class fraction, or nation is
rewarded with additional value, another social function is threatened and
another nation, class or class fraction loses out. It explains why growth sets
limits on itself, by reducing the profit rate and hence the investment in
production. It explains why the diversion of investment capital to financial
and speculative ends is an alternative to, and not a complement of, product-
ive investment. It explains why when one nation gets richer, others get
poorer.

It also explains class struggle, which is by no means the same thing as
exploitation. Marxists spend a disproportionate time accounting for the
obvious fact that workers do not receive everything they produce. The real
question is: why fight it? Why is their wage not regulated like other prices
by market forces but by organized bodies of people, by laws, by strikes, and
by force? Throughout most history and in all nations, capitalist accumulation
generates opposition to itself. It is hundreds of times higher in some countries
than others and varies enormously over history. It is determined as Marx
puts it ‘morally and historically,” in short, exogenously.

At the end of the day, the argument for a labor value concept is that there
is no other basis on which these regularly and persistently observed
phenomena can be explained. If every price rise is simultaneously an
increase in output, why has no nation ever discovered the means both to
accumulate and speculate, simply allocating the extra output as required? If
profit is reducible to physical output, why does it fall most persistently
during protracted periods of accelerated growth? If either monetary or physical
growth can genuinely raise social output without limit, then why do not the
rich nations simply raise the poor ones up to their standard? And if there
really is no intrinsic social limit on output, it is an impenetrable mystery
why wage-workers and property-owners cannot live in harmony. Over two
hundred years of the capitalist market, no one found a means to distribute
the extra output peaceably. Either class struggle is the most phenomenal
worldwide stupidity, or it is time to question any theory which predicts that
the market can create value without work.

Equilibrium, physicalism and dogmatism

Use-value: a disguised concept of value

Two excuses are offered for not treating value as quantified productive activ-
ity. The first is that price and quantity (use-value), being visible on the
surface, are the only magnitudes economics need to deal with. Value is ‘not
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necessary.” The second is that productive activity cannot be independently
quantified because Marx’s attempt to do so ended up in incoherence.

The claim that ‘quantity’ of output is visible on the surface is, however,
trivially fraudulent. How much ‘food’ does a restaurant sell? Where is it
measured? Where is it recorded? A unique quantitative measure of a collection
of heterogeneous goods, as is well known, does not exist.

Even more problematic is the entire idea of physical surplus or net output,
which is, according to the use-value concept, the actual result of production.
With technical progress, there is a negative net product of almost everything
because like is not replaced with like. Old goods are not reproduced but
phased out and replaced with new ones. Without a positive net product,
most physicalist results are false or even meaningless. Not least, an economy
can have surplus labor but a negative physical profit rate.”

These inconsistencies do not stop people who should know better arguing
that they work with quantities because a labor time value concept is logically
inconsistent. The real attitude of equilibrium economics is thus not that
physical quantity is perfect, but that there is no other. It may be bad, but there
is nothing else.

Conceptually, however, it is perfectly reasonable to suppose that ‘behind’
price lies not the produced thing but the process that produced it. The issue
is whether this concept is consistently quantifiable. What has to be proved,
therefore, is not that value is a necessary category but that production can
in fact be quantified and that no contradiction arises. Once this is achieved
then value can legitimately be conceived as the amount of ‘production’
contained in a commodity, and a straightforward scientific test between
competing concepts of commodity value can be applied: namely, to see which
best explains reality.

Equilibrium: necessary foundation of physicalism

There are reasons to think that an independent concept of production is not
merely empirically required, but logically superior. The fundamental issue is
that things are produced before they are consumed. If the value of output is
in any meaningful sense caused by something, it is hard to avoid the
conclusion that this ‘something’ is located in production. This point is
clearly recognized by the marginal school, and was the reason the general
equilibrium approach of Walras and Marshall triumphed over the Austrian
school of Bbhm-Bawerk and Hayek.?

The equilibrium paradigm brushes this efficiently under the table. If nothing
changes, causation becomes timeless. It is equally coherent to argue that the
inputs determine the output to which they give rise or that the output
‘determines’ the inputs required to produce it. The chicken determines the
egg, and the egg determines the chicken. The question ‘which came first’
becomes meaningless because the egg that hatched the chicken and the egg
the chicken lays are now the same egg.
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The equilibrium paradigm, and the physical concept of value, are thus
mutually interdependent both logically and in the history of thought.*

An illustration helps understand the issues at stake. Suppose at a given
point in time which we will call ¢, a capitalist buys 100 units of some use-value
and, during production, creates 160 of the same use-value.

100 — 160 (6.1)

Two issues arise. First, what relation is there between this fact and the
price of the product? Second, what implication does this have for capitalist
profit? There is a simple accounting relation between price and profit.
Designating the price at time t as p,. The profit is the difference between
160p,,,, which the capitalist receives, and 100p, which she spent. The profit
rate r is therefore,’

_ 160p,., - 100p,

T (6.2)

The problem is that this equation tells us nothing about what p,,,, p, and
r actually are. The best we can get is an algebraic identity obtained by
re-organizing (6.2):

100p,(1+1)=160p, (6.3)

These relations are, however, hopelessly indeterminate.® They add nothing
to our knowledge of why money sales are bigger than money expenditures.
They are mere algebraic relations between two independently determined
magnitudes.

Thus, suppose the price of the consumed inputs is £100 and the price of
the sold product is £180. ‘Production’ has added £180. We would get the
same result if, for example, we produced nothing, but prices increased by
80 percent through inflation. And, indeed, it is equally possible that the
output might sell for £170, or £110, or even £90. There is no way of distin-
guishing which part of the money profit is really ‘produced’ and which
arises from monetary changes.

At this point equilibrium is introduced, in a form which TSSI authors term
‘simultaneism.’ If we abstract from all the vicissitudes that might make p,,;
different from p,, that is, if we suppose that the market works so perfectly
that there is no need for prices to change, we can write

Pra=pt (6.4)

Physical increase is then the only effect of production. There is no price
effect because we have eliminated it. Although we have no more knowledge
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than before about the actual magnitude of money output, we can calculate
the relative increase in output - that is, profit:

160p, — 100
= 200P 100Pe 60 _ ¢hg (6.5)
100p, 100

Nevertheless, the approach does not actually solve the problem. The profit
rate is completely independent of price and we have still not determined
what p, actually is. The money price p, could be £1 or £100.

The solution offered is characteristic of the equilibrium paradigm. When
there is more than one product, it turns out that the same method will tell
us in what ratio commodities must exchange with each other to insure that
the profit rate is the same in all branches. This is price, but not as we know
it. It still does not tell us how much money any given commodity costs. As
Townshend (1937) devastatingly points out, general equilibrium theory
does not actually determine absolute prices, and the price level makes no
difference to profit.

Physicalism: necessary outcome of equilibrium

Implicit, but never stated, is that this exercise does not just determine profit
and prices but defines them. The meaning assigned to the concept ‘profit’ is
no longer ‘the extra money made by the capitalist’ but ‘the solution to the
simultaneous equations constructed by supposing prices do not change and
that all profit rates are equal.” The meaning assigned to ‘price’ is no longer
‘the money paid for something’ but ‘the relative prices that satisfy the same
set of equations.’

Furthermore, ‘cause’ is reduced to ‘calculation,’” and is banished from the
realm of time to the realm of algebra. If we want to find out whether one
thing causes another, all we do is substitute a new value for the allegedly
causal variable in the equations and, if another changes, the independent
variable is said to have ‘caused’ it.”

Thus ‘determination’ does not merely calculate price or profit, and does
not merely facilitate the identification of causes; it redefines what price,
profit and cause actually mean. ‘Determination’ itself really means ‘defin-
ition.’ This is why the equilibrium method is not neutral; it imposes a set of
concepts. When an economist says that she or he has determined profits,
she does not mean profits as anyone else understands them; she means ‘the
profits that would occur, if the market worked.’

This brings us to a full circle. The argument against accounting for
production in terms of an independent and quantifiable magnitude is that
there is no need because price and physical quantity are visible on the surface,
and so we should deal with them directly. But, we cannot measure quantity
in aggregate in any case, and price is replaced with something else. Whether
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or not the v-word is used, this is a value-concept. To determine whether it is
an adequate concept, it should be tested both against reality, and against
alternative such concepts.

Intrinsic dogmatism

The problem is now the following: the equilibrium paradigm is incapable of
recognizing any other value concept. We have seen that equilibrium renders
physicalism coherent. It now emerges, however, that it renders nothing else
coherent. In the calculations made above there is only one possible profit
rate, and it is equal to the physical profit rate. The equilibrium paradigm
defines value to mean use-value: it makes physicalism the only possible
value concept. Indeed this is why the post-Sraffians claim that the ‘physical
quantities’ method constitutes a sufficient foundation for economics and
that ‘value’ is a redundant category.

Without the calculation, there is no definition, no ontology, just an atheistic
void. The fear of this void seems to make it impossible for equilibrium theorists
to step into the light and consider even the possibility of a non-equilibrium
world. It appears to them a kind of madness. In Foucault’s sense, equilibrium
theory is literally dazzled by reality.

This leads to what I term the intrinsic dogmatism of the equilibrium paradigm;
it leaves no discursive space for any other concept. Physicalism emerges not
as one concept among many, but as the only possible concept. The equilibrium
paradigm not only makes it impossible to conceive of the possibility of
temporalism; it makes it impossible to conceive of the possibility of any
other meaning to the words it uses. Van Parijs (1980: 1) can thus write:

It cannot be shown in general that a rise in the organic composition of
capital leads to a fall in the rate of profit. .. A falling-rate-of-profit crisis is
not a theoretical necessity; indeed, it is not even a possibility under condi-
tions of competitive capitalism without pausing to consider that this
applies only to the equilibrium, physical profit rate.

Since the observed profit rate does indeed fall with rises in the organic
composition, there is at least some basis to question an approach which says
this is logically impossible.

This dogmatism extends to Marx, whose views are tested not against reality
but against logic. His equilibrium interpreters seem unable to conceive that
the inconsistencies they claim to find in his theory might flow from their
own interpretation, and not from the theory itself. They mostly do not even
consider it necessary to examine the evidence of Marx’s own writings. Marx
must have shared these conceptions: why? Because no others are possible.

The paradigm inhabits a sealed world of its own conceptions. It does not
merely reject the alternative as absurd and impossible; it cannot even under-
stand what it is. In the same way, the anti-Galileans could not comprehend
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how the earth could be other than the center of the universe, because as
Kuhn explains, ‘center of the universe’ was what they meant by ‘earth.’

Winning a one-horse race

To do the paradigm justice, its substantive (and logically legitimate) claim is
not that its prices or profit rates are the real ones, but that they are abstractions
that in some sense ‘govern’ the real ones; the physicalist profit rate is a center
of gravity for actual profits that fluctuate around it.

The problem is that even a cursory inspection reveals that the phys-
icalist profit rate cannot possibly govern the money rate. Seventy to ninety
percentage of fluctuations in reported rates of return on capital arise directly
from changes in the organic composition of capital; but as van Parijs notes
above, this is logically impossible within the equilibrium paradigm.

The claim therefore relies, to a great extent, on the very fact that nobody
does it better: that there is no other candidate for the status of ‘center of
gravity.” In a one horse race, a three-legged donkey will win. However, there
are other horses, except those that have been disqualified. Not only are
there many different temporal profit rates, but as we shall see one particular
temporal rate — the labor-time rate — does indeed fall as a result of rising
organic composition, above all during long periods of technical progress.

Where does the error arise? From the abstraction employed, which does
away with changes in price — the actual cause of the variations. Equilibrium
abstracts from the most important determinant of all - motion.®

Money, motion and markets

Price movements and the rate of profit

The equilibrium paradigm, to be precise, does not suppose prices are constant,
but that they do not change during production. Consequently, price
changes have no impact on the profits. In point of fact, prices at the start of
production never equal prices at the end. This is not just a random difference:
technical progress drives down prices. This has been obscured by systematic-
ally inflationary policies, but is evident in the relative prices of commodities
in which technical progress is most rapid, such as computer chips, which fall
fastest.

There is now a marked tendency for a return to a régime of generally falling
prices, definitely in world commodity markets and in the case of Japan, in
almost all markets in terms of the national currency. This has enabled Brenner
(1998), for example, to theorize the fall in the profit rate explicitly in terms
of falling prices.

Brenner attributes this to competition, which is a matter for empirical
observation. However, it is only logically possible under temporalism, a fact
he himself has yet to acknowledge. Within the equilibrium paradigm, no
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change in prices or values can possibly affect profits. In any simultaneist
expression for the profit rate, the denominator — capital stock — and the
numerator — current profits — are expressed in terms of the same set of
prices. Prices always cancel out, top and bottom. No price change for any
reason whatsoever can possibly impact the profit rate.

Actually, price changes do clearly affect profits and we can show, and
indeed calculate, this effect. Suppose, to fix ideas, inputs were purchased at
£1 per unit, so that £100 was laid out altogether. But suppose the sale
price is £150, the money profit rate would be £50 and the profit rate is not
60 percent but 50 percent. Why? Because while production was in process,
prices rose. This is an effect of motion.

Let us deal with this in a more general way. To simplify matters and focus on
the effect of the change, we will write p in place of p, and p+Ap in place of p,, ;.

The basic production equation (6.3) becomes
100 p(1 +*1)=160(p+Ap) (6.6)
where “r is the money profit rate, from which it is not hard to show that
£r=er+(1+er)(A?p) (6.7)

where ‘r is the equilibrium rate. The money profit rate is equal to the
equilibrium, physicalist profit rate plus an extra term governed by the rate
of change of prices. Where prices are falling, as is generally the case with
technical change, it will sink below.

The effect becomes even clearer if, instead of von Bortkiewicz’s (1984)
very schematic assumption that advanced capital is consumed in a single
period, we recognize that fixed capital persists and grows from one period to
the next. Profit is calculated over the whole of the advanced capital and not
just that which is consumed. The greater this is, the greater is the price
effect since the capitalist’ profit is reduced by the fall in price of the whole
of her or his tied-up capital.

This corresponds exactly to what is observed in reality. If a capitalist lays
out £1,000,000 on a brand new factory then this sum of money must be
found before any surplus can be realized as profit. If, while the process is
going on, the price of a new factory sinks to £500,000 then the capitalist is
not entitled to write this £500,000 off on the books without paying it.
£1,000,000 % (Ap/p) is deducted from the realized profit which is substantially
lower than the hypothetical physical equilibrium rate.

The temporal determination of the magnitude of value by the time of labor

Can we, in the light of the above, simply construct the dynamics of capitalism
from the dynamics of prices and quantities? This Post-Keynesian idea is
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essentially the project of Kalecki, and has a lot more in common with
Marx’s theory than much Marxist theory. The problems remain those
identified above: with what does the money interact? What is it that gets
allocated when money prices change? In the equilibrium paradigm, there is
only one choice: use-value. In the temporal paradigm, there is a variety of
choices and, in particular, value can be theorized in a non-contradictory
way as the ‘quantity of production’ that gives rise to output.

We begin by noting that a commodity’s physical size is by no means its
only visible surface property apart from money price. For example, the living
labor employed in its production is a perfectly measurable and accessible
magnitude.’

The principal difficulty arises because first of all, there are other inputs to
production and second, labor is generally involved in producing them. The
question is then what these inputs contribute to value or, which is the same
thing, what does past labor add to value?

Ricardo’s solution is really quite simple: past labor adds itself. If a ton of
steel is made of a year of labor and a ton of iron, and if we know the iron
contains two years of labor, we can deduce that the steel contains three
years of labor — one current year and two past years. The problem is, however:
how do we know the iron contains two years of labor? The equilibrium
approach asks how much labor would be required to reproduce the whole of
society unchangingly. The temporal approach takes the labor at some given
point as an initial condition; as a datum given externally.

To fix ideas, suppose at the start of our example production process that
goods containing 100 days of past labor are consumed in production, and
that 20 days of living labor transform them into an output. Just as Laplace
did not need to know where God put the planets in order to calculate their
subsequent motion, we do not need to enquire why this past labor was 100.
The value of the output is

100+20=120 (6.8)

Provided we can calculate how much of the produced 120 units of value
remain unconsumed and pass into the next period of production, we may
repeat this calculation by adding in the living labor of this next period, and
so on indefinitely.

It may seem that value is indeterminate because there is no basis to ascertain
the initial condition. Actually this problem has two quite separate aspects;
first, do we know its actual magnitude and second, does it exist?

Whether we know this magnitude should not be confused with whether it
exists. For the equilibrium paradigm, a magnitude is determinate only if we
can calculate it, but the stars pursue their majestic course regardless of whether
we count them. Capitalism itself establishes the labor in a commodity,
regardless of whether we measure it.



104 Production, Crisis and Globalization

This would be of limited use if capitalism also made this magnitude
unknowable. But this is not so. It turns out that if the initial condition is
misestimated, the error does not propagate but decays exponentially and
effectively vanishes after a few periods. We may thus begin with almost any
reasonable initial estimate of the labor content of consumed capital and,
within five periods, derive labor values whose magnitude is statistically
indistinguishable from the true value.

This is temporal determination. Its conceptual basis is a sound technique
known as mathematical induction, which underlies much foundational
mathematics. Its method of calculation is behind virtually all modern
physics.

The true content of equilibrium, from a temporalist standpoint, is that if
all exogenous sources of change are held constant, endogenous change will,
under very general conditions, also die out and the system will, mathematic-
ally, settle into an equilibrium state. This is why, theoretically, equilibrium
is a special case of temporal motion and not vice versa. Ricardo’s attention
centered on this ‘long-run’ condition of the economy without, I suspect, ever
fully understanding the difference between the temporal and equilibrium
determination of this long-run condition.

Marx found value theory in this state when he absorbed it from Ricardo
and transformed it in two vital respects: first, he made the motion of the
economy its principal determinant and second, he derived from this a
diametrically opposite understanding of money.

Value, money and price

For Ricardo, as for the neo-classical economists, the purpose of value was to
determine the magnitude of price. For the Ricardians, therefore, the theory
had failed if they could not calculate prices. But in reality, for a variety of
reasons (of which the equalization of profit rates is only one), price is not
quantitatively equal or at least proportional to value, and so the Ricardians
concluded that the primary mission had failed.

Marx inverted the problem. From the outset he insisted that price could
not be equal to value because the market itself, with its ceaseless failure to
equate supply to demand, systematically raised price above and below value
both in individual spheres and, during the course of the business cycle, for
all goods taken together. Value for Marx was not, therefore, the proximate
determinant of price.'” To the contrary, deviations of price from value are
the only way that value can come into being at all:

If M. Proudhon admits that the value of products is determined by labour
time, he should equally admit that it is the fluctuating movement alone
that makes labour time the measure of value. There is no ready consti-
tuted ‘proportionate relation’ but only a constituting movement (Marx
1935: 62).
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For Marx, value was the content of price; it was a quantitative estimate of the
amount of labor that a given money quantity represented in exchange. If,
therefore, a commodity whose value was 100 hours exchanges on the market
for an amount of money which represents 100 hours of past labor, it sells at
its value. If, however, it sells for an amount of money representing
200 hours of past labor, then its price is double its value; that is, the commodity
exchanges for more labor than that went into its production.

But, for Marx, the total value produced by society cannot so be altered. It
is impossible, in circulation alone, to increase the value in existence. There-
fore exchange is a zero-sum game. If one capitalist successfully appropriates
100 hours more than that was added in production, other capitalists some-
where else lose, and the total losses equal the total gains.

The sum of values in circulation clearly cannot be augmented by any
change in their distribution...the capitalist class of a given country,
taken as a whole, cannot defraud itself. However much we twist and turn,
the final conclusion remains the same, if equivalents are exchanged, no
surplus-value results, and if non-equivalents are exchanged, we still have
no surplus-value. Circulation, or the exchange of commodities, creates
no value (Marx 1977: 265-66).

The price system, for Marx, is therefore the means by which past social labor
is transferred from one capitalist to another. Prices are simply disguised past
labor. The requirement of an analytical framework is to penetrate the
disguise. The most decisive element of this analytical framework is estab-
lished at the very beginning of Marx’s work, in Chapter 5 of Volume 1 of
Capital: price movements cannot create or destroy total value. This is why,
and how, the price system is the disguised form of social competition. The
money measure of the social resources at stake may vary, but the resources
themselves are not altered by this. Therefore, whatever one gains, another
loses. This is the core which underlies the mechanisms of unequal
exchange, periodic crisis, structural crisis, and class struggle.

Three magnitudes, three profit rates

Now consider the physicalist proposition that profit cannot be determined
independent of prices. I will bring together the three numerical accounts of
our system scattered around the text.

Used Produced
Use-value 100 160
Value 100 120
Money 100 180
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There are three profit rates and they can be calculated without reference
to unit values or prices, being simply the surplus divided by what is
advanced. These rates are thus dependent on the unit — in essence, on the
value concept. Thus the value rate is 20/100, the physical rate is 160/100
and the money rate is 180/100. The money profit rate is above the physical
rate and the value rate is below it.

Now consider unit values and unit prices. The unit value of the commodity
in each period is simply the total labor time embodied in the output divided
by the size of the output, and the unit price is simply total price likewise
divided by the size of the output.

Time (t) Time (t+1)
Use-value 100 160
Value 100 120
Money 100 180
Unit price 1.00 1.12
Unit value 1.00 0.75

We thus have falling unit values and rising unit prices.

Money, representative of social labor

A third ratio can be calculated, which unlike unit value and price applies to
individual commodities and to the whole of society. This is the quantity
which, following Ramos (1995), TSSI authors term the Monetary Equivalent
of Labor Time (MELT).

In the example above, the value in society is initially 100 and its price is
£100. Consequently the 100 hours are represented, in exchange, by £100.
Anyone who owns £1 can purchase a share of society’s stored-up labor equal
to 100/£100=1 hour.!! One hour is equivalent to one pound.

This is a direct relation between money and labor, independent of the
physical medium. This magnitude, just like unit value and unit price, is
variable. Its variation is the decisive link between the money and value
profit rates.

Initial Final
Value 100 120
Money 100 180
MELT 1.00 1.50

The money profit rate is affected by three independent factors: the value
profit rate, the rate of productivity growth, and the rate of money inflation
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relative to goods. Each factor has a bearing on the actual course of accumu-
lation and each must be independently analyzed.

Notwithstanding, we can decompose the money profit rate in one of two
ways. We can think of it as the physical rate, augmented by price inflation
relative to goods. Or we can think of it as the value rate augmented by the
rate of change of the MELT. Representing the MELT by ¢, total value by V,,
total price by P,, the value profit rate by "r and the money rate by “r, it is not
difficult to show that

fr=lrye'(1+M) (6.9)

Where, ¢’=de/e is the rate of change of the MELT. In the example above we
thus have

r=0.8, "=0.2, ¢=0.5 and ‘r="r+0.5x(1+"r) (6.10)

Both the movement of the value rate, and the relation between it and
the money rate, can thus be expressed independently of physical quantities.

Anticipating the discussion below, suppose for illustrative purposes that
prices are proportional to the values and that the productivity of living
labor rises at a steady rate, the general price level would systematically fall,
and the factor ¢’ in equation (6.9) would be negative. Thus, the effect of
technical accumulation is to lower the profit rate below the physical rate. It is not
difficult to show that values will fall in such a way that the price effect is
greater than the productivity effect. Under a wide variety of circumstances
this is the case, and in particular it is invariably true for the case of maximum
expanded reproduction in which the whole surplus is reinvested. The first
result was established by Kliman and McGlone (1988); the general case
was stated by Freeman (1995b). A definitive debate on this question was
conducted in the pages of Research in Political Economy at the end of which
Foley (2000b) concluded that:

I understand Freeman and Kliman to be arguing that Okishio’s theorem
as literally stated is wrong because it is possible for the money and labor
rates of profit to fall under the circumstances specified in its hypotheses.
I accept their examples as establishing this possibility.

The argument has been in existence in one form or another for 15 years,
no one has provided a refutation, and all those who have examined it
have had to accept that the argument is logically sound. In short the labor
rate of profit can, and does, fall as Marx stated, under cost-reducing tech-
nical innovation.
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The appropriation of value by means of money

The exogenization of money

It is not hard to see why, from an equilibrium standpoint, it makes no sense
to construct an independent measure of value in terms of productive
resources. For, this magnitude cannot possibly affect the profit rate which is
given solely by the physical proportions of inputs and outputs. Value
‘is redundant.’

Unfortunately, however, so is price. The equilibrium profit rate is unaffected
by prices except for the wage which is in any case represented as a collection
of goods, rather than a money price.

This is one aspect of a much deeper problem: within equilibrium, money is
redundant. It is a veil, a mere numéraire. As Bridel (1997: xiii) notes, citing
Hahn (1982: 1):

The most serious challenge that the existence of money poses to the theorist
is this: the best developed model of the economy [the Arrow-Debreu version
of a Walrasian equilibrium] cannot find room for it.

Within such theories therefore money cannot, logically, play any determina-
tive or causal role. It is recast as an external, as something that has to be
‘properly managed’ - that is, exogenously determined — because in the equi-
librium determination of prices and profits, it is the great undetermined, an
ironic recognition of the market’s inability to regulate its own supreme
variable. Modern economics sets great store on money but at its heart all is
a large black hole: namely, it has no endogenous theory of it.

The reason for this difficulty is that economics has purged its concep-
tual vocabulary of the thing money really consists of, namely, value.
Money represents social effort. It does so not because the market works,
but because it does not. If the market did work perfectly, money would
not be necessary and every economic transaction could be conducted in
terms of barter.'? Producers seek money itself because it represents a fluc-
tuating, and not a fixed, social power of acquisition. If all rates of
exchange were perfectly stable, and all goods could always be sold, there
would be no need to single out one particular commodity as a store of
value. Any commodity could be money and the only issue would be
technical convenience.

But prices are not stable and sale is not guaranteed. Capital retreats into
money during a slump because as a universal, unlike any particular, commodity
it guarantees the next purchase. But insofar as modern money takes the
form of debt, money itself fails as a store of value and is not repaid. When
universals fail, no particular is safe. This puts money itself at the center of all
the market’s storms, since it incarnates in itself all the market’s contradic-
tions. An adequate value theory must, therefore, provide an integrated
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Money as the agent of value appropriation

In the literature on Marx’s theory, the principal focus of the discussion
concerns the so-called transformation problem and far too little attention is
given to the substantive issue of endogenous market failure. The concept of
money is the link between the two because money is the form in which the
capitalist acquires value.

Consequently, there is no transformation problem in the form it is normally
discussed. Marx did not ‘forget to transform inputs’ which, being expressed
in money, are already transformed. Inputs transfer a value to the product given
by the labor time this money represents in circulation, an aliquot share of the
total value in society.

The value-price distinction then has two, completely operational and
quantitative, aspects. In the first place, every money price expresses a quan-
tity of labor. If the MELT is, for example, £52,000 per year, and the price of
a computer is £2000, then this represents two weeks’ labor on the market.
But this price will be higher or lower than the labor time required to
produce the computer. If, for example, the manufacturer spent £500 on
parts and machinery, and if half a week’s labor was expended on it, then its
value is one week or, in money terms, £1000. It is hence overpriced; its price
is above its value. The quantitative distinction between value and price is
not abolished, as in the value-form school approach.

What happens when the price of a computer rises above its value? From a
monetary standpoint, £2000 now acquires £1000 worth of goods, from
a social standpoint, two weeks of social labor acquire one week in return.

The exchange is unequal. This is what really ‘lies behind’ the price mech-
anism - the competitive appropriation of social resources through the
constant rise and fall of prices.

Profit as the agent of capital movement

Were this the only function of the price mechanism, production would
probably not occur. The difference between capitalism and precapitalist
trading societies is that production is itself organized by past labor in the
form of capital. The ‘interest taken by the capitalist’ is not a quick bargain
but a long-term high profit which arises from placing capital where it can
make more money than elsewhere.

The laws of motion of capital arise because this individual placement
reacts back on general social conditions. Market breakdown arises when
these general social conditions fail to maintain the conditions necessary for
individual capitals to function.

All capitalists seek to appropriate labor as much in excess of the labor they
part with as possible, in proportion to the labor they advanced. The average
profit rate is an ideal never attained in Marx’s words:

Between these spheres that approximate more or less to the social aver-
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mean position, i.e. a position which does not exist in reality (Marx
1981: 273).

The average rate has occupied the attention of most theory, again driven by
the equilibrium obsession with equal profit rates. But capital as such is
concerned only with excess, super or surplus profit:

In fact the direct interest taken by the capitalist, or the capital, of any
individual sphere of production in the exploitation of the labourers who
are directly employed is confined to making an extra gain, a profit above
the average (Marx 1971: 197).

This difference is also more important than price-value deviations:

The tendency of price of production is only to tolerate such surplus profits
as arise, under whatever circumstances, not from the difference between
the values of commodities and their prices of production, but rather from
the general price of production governing the market and the individual
production prices differing from this; surplus profits which therefore do
not arise between two different spheres of production but rather within
each sphere of production (Marx 1981: 895).

The market reconciles these divergent individual actions to produce
social results by averaging them, not by forcing them into uniformity.
General conditions are established in the market which regulate all
producers: a single price for each commodity, an average rate of profit,
and so on.

The market exists because these social results are also the social conditions
that sustain it. However, it can, and does, produce social results that act in
a quite contrary direction, and remove conditions essential for its own existence.
The function of value analysis is to uncover how these failures happen.

Value and the course of capitalist accumulation

Bonsai capitalism: the myth of the static economy

The focus of equilibrium theory is to explain how the market stabilizes. The
most fundamental mistake of this approach is that a stable market cannot
exist. Like any organic entity, the market maintains itself by moving. As
Marx (1978: 199) notes:

This assumption [simple reproduction — AF] is equivalent to assuming the
non-existence of capitalist production and therefore the non-existence
of the industrial capitalist himself. For capitalism is already essentially
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abolished once we assume that it is enjoyment that is the driving motive
and not enrichment itself...It is moreover technically impossible.

The two most general laws of capitalism are therefore technical progress and
accumulation. When either slows, an essential function of capitalism is
removed.

Technical progress is the quintessentially capitalist source of superprofit.
Market value is an average which is normally well below the individual
value of the most advanced producer. If, say, a computer chip manufacturer
doubles her output then until the industry as a whole catches up, she gets
twice as much money. Without technical advances, there is therefore no
motor driving force behind capitalist investment.

Without accumulation, the individual capitalist cannot benefit from
superprofit. No matter how high the profit rate, the volume of returns
depends on how much capital is invested. A profit rate of 500 percent will
still yield only £5, if only a pound is invested. Each capitalist therefore
strives to increase the total invested and, aside from mutual swindling, the
only stable way to achieve this is to invest the surplus.

Accumulation and technical change are not, therefore, just by-products
of the market but a condition of its existence. Breakdown occurs when
either ceases or is interrupted. The key to understanding breakdown is,
therefore, to understand how these processes themselves bring about their
own cessation.

Accumulation and the rate of profit

The rate of profit is the most general variable governing the historical evolution
of capitalism. However it is easy to misunderstand why. Its level as such is
not the source of breakdown, since monetary inflation can raise it arbitrarily.
It is, however, the average of a distribution. Individual producers compare
their rates with other options. Breakdown arises, therefore, because price
movements create alternative sources of superprofit to production.

As Farjoun and Machover (1983) argue and Wells (2001) definitively
establishes, actual profits are never equal but are distributed around the
average. Consequently, actual prices are always above or below the equal-profit
rate and ceaselessly fluctuate around it.

When the average rate sinks the whole swarm of rates around it also
shifts. The swarm’s behavior is then determined, not by its center but by the
outlying capitals. Beyond a certain point their profits in value terms are
negative which, as stressed from the outset, signifies that they represent
a declining share of total value.

Were production the only possible destination for capital seeking to
expand, the absolute profit rate would make little difference, since surplus
profit would compete only with private consumption. But in fact, price
movement brings into existence non-productive destinations for capital
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which, when the rate sinks beyond a certain point, become dominant and
throw accumulation into reverse.

The absolute level of the profit rate therefore, fixes what proportion of
total capital is thrown into production, and what proportion into unpro-
ductive speculation.

To see what drives it, I extend the illustration to three periods. To study
the effect of accumulation alone, isolated from distribution, I suppose the
whole of the product re-enters production but that in each period, 20 days
are still employed, which implies some technical progress. I also suppose the
entire product is invested, and study the maximum rate of profit, assuming
the wage is zero. Technical progress is assumed and the physical product
rises relative to both labor and physical inputs. Inflation is assumed and the
money rate of profit rises faster than the physical rate. Profit rates, unit
prices, and unit values are calculated as before.

Period 1 2 3

In Out r(@{in%) In Out r(@{in%) In Out r (in %)

Use-value 100 160 60 160 300 87.5 300 600 100
Value 100 120 20 120 140 16.7 140 160 143
Money 100 180 80 180 360 100 320 800 150

The value profit rate will continue to fall as long as value is invested. This
law proceeds independent of technical progress. Because and as long as
value is accumulating, the invested value sum will rise until and unless the
capitalists stop plowing value into the system and start taking it out -
disinvesting in value terms.

Countervailing tendencies and the short cycle

Does this mean that the profit rate necessarily declines for ever? No - it
continues as long as, and to the extent that, accumulation proceeds in value
terms. This is not identical to physical accumulation and Marxist authors
look in vain for a recovery mechanism expressed in terms of the physical
liquidation of stock. The profit rate is not about physical stock. A capitalist
who loses a factory has lost her money; destroying the factory does not
make things better.

Nor is bankruptcy or debt default an adequate mechanism for the reduction
of accumulated value although it certainly is one of the means by which
accumulation itself is brought to a halt. The non-payment of a debt simply
transfers the problem of payment from the debtor to the creditor, whose
money worth is reduced by the amount of the loss but who still has to pay her
own creditors.
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There is only one permanently effective mechanism for stably restoring
profitability, which is to run down the value of stocks by using up the
accumulated value — by disinvesting. In short, the only definitive way for
capitalism to offset accumulation is to stop accumulating.

This can happen while physical accumulation proceeds, albeit at a slower
rate. A slump is, in effect, the slowing down of physical accumulation to the
point where the decline in the value of existing investment proceeds faster
than the physical additions to investment. This is the mechanism that
permits a recovery in the profit rate and the reason that the rate varies
rhythmically over the period of the business cycle. It is possible only to the
extent that a degree of technical innovation persists; if to take the extreme
case there is no innovation and therefore no general decline in values, then
the slump can succeed in restoring profits only by running down physical
accumulation itself, and disinvesting in physical terms.

Why inflation does not work for ever

Why does an inflationary increase in money prices not offset falling profits?
A little bit of thought reveals what this idea really entails. An additional
profit arises when goods are increasing in price. But this also means that
merely holding onto goods becomes a source of profit. In our example, since
the product rises from 1 to 1.12 in the first period, a capitalist could make
a healthy profit of 12 percent without producing anything. Since in the
course of the cycle all prices do not rise together, profit in value terms can
always be found where they are rising exceptionally fast. Alongside all
the multitude of productive profit rates a new destiny for capital emerges —
speculation.

This is reinforced whenever and wherever the capitalist can secure an add-
itional guaranteed income stream by securing a monopoly over a particular
necessary function for the rest of capital. Rent arises in every case, above all
land but also on machinery in the form of lease arrangements, buildings as such,
and so on, and becomes part of the expected income from mere ownership.

This is enormously accelerated by the credit system and the emergence of
fictitious capital. Credit itself becomes a source of income, and every capital
automatically compares the rate of return on investment with the general
rate of interest. Financial instruments, representing claims on future income,
outstrip the general rise in the price level in the boom phase. Finally money
itself becomes a source of value profits in the slump phase, since during
a period of falling prices, it represents an increasing claim on value. Liquidity
preference under conditions of falling prices is a perfectly rational strategy
and brings about the growth of money capital at the expense of industrial
capital.

The mechanisms of the short cycle remain to be fully explored. As is clear
from Evans (2003), the most innovative work on the business cycle comes
from writers unhampered by the blindness to financial and monetary
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phenomena which has blighted Marxist work. The problem is that without
an underlying value framework, mechanism and cause are confused. The
driving force of the cycle is the repeated oscillation between productive
accumulation and speculative accumulation, and this is driven by
the dynamics of the productive sector, not the financial sector. It is driven,
above all, by the relative levels of superprofit to be obtained from investment
in technical innovation and in speculation, which is in turn driven by the
overall movement of the profit rate.

The next and final stage of analysis, therefore, concerns the effects of
technical change as such.

Divergence and unequal exchange: the limits of technical change

Perhaps the two most striking facts of contemporary capitalism are that, in
the age of space travel, the internet, and global communication, the majority
of the world’s population do not have a telephone; and that while medical
science challenges mortality, hundreds of millions are dying of curable
diseases. The second great limit that capital sets on itself is that, to the degree
that it develops human capacities by the boundless advance of science, it denies
access to these advances to an ever growing part of humanity.

The secular divergence of wealth is in a certain sense the most decisive
tendency in capitalism because unlike the falling profit rate, it never stops.
The difference between the richest and poorest nations at the end of the
twentieth century is seven times bigger than it was at the beginning.

The neglected process of unequal exchange has been explored by writers
such as Amin (1976a), Palloix (1973), Emmanuel (1972), and Dos Santos (1970),
but its workings do not make sense outside of the temporal paradigm. Mandel
stands alone in having attempted a serious temporal analysis. This inadequacy
is further testimony to the crippling legacy of the equilibrium paradigm.

Secular divergence arises from the coexistence in the market of many
producers of the same product employing different technologies. It is the out-
come of a self-reinforcing process — in technical terms, a positive feedback loop.

There are two basic mechanisms. First, superprofit arising from technical
superiority never vanishes. As fast as it is reduced to zero in one branch, a new
source of superprofit emerges in another and the capital always pursues the
highest rate around. To this must be added a distinctive mechanism which
is very characteristic of modern globalization. Consider what happens if the
price of the computer considered above falls from £2000 to, say, £1500 - as
happens all the time. The difference is pocketed by the sellers of the
computers, who thereby transfer the costs of technological change entirely to
the purchasers.

The mechanism is dynamically self-reinforcing. There is no long-term
steady state; the excess profits of the advanced producers are invested in
even more advanced technology, sustaining and extending their lead. The
‘development of underdevelopment,” as Andrew Gunder-Frank so accurately
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designated it, is a product of the market itself and not of any special historical
circumstance.

Long waves

What, then, is the actual historical course of events unleashed by these
processes? It is empirically clear that once a certain organic composition of
capital has been reached, each successive cycle restores profit rates to
a lower level than before. The cyclic process is, therefore accompanied by
a long-run, secular decline of the profit rate over a 30-50-year period - the
Kondratieff or long wave. Unlike the business cycle, there is no endogenous
mechanism of recovery from this decline and it therefore brings into play
exogenous, social forces on a vast scale that seek to re-organize the entire
organization of world production so that one particular fraction of capital
can rise above all the rest, by extracting an exceptional share of world value
production.

The scale is vast. Endogenous recovery from the business cycle ruins indi-
vidual capitalists and businesses. Exogenous recovery from long declines
lays waste peoples and nations. The fractions that gain and lose in the short
cycle are banks, corporations, and industrial sectors; in long waves, the
winners are the charmed circle of dominant nations and their retinues in
the third world, and the losers everyone else. This is why the recovery, if
and when it happens, only follows an intrusion of rude politics into the
smooth flow of the market; war, revolution, and barbarity. It is why, and
how, technology has become the fifth horseman.

The particular form in which divergence now irrupts into politics is war.
War is nothing more than the ultimate form of economic competition,
which arises when the purely economic mechanisms described above render
countries ungovernable or threaten them with economic destruction.

Such exogenous interventions have, in the past, however, achieved the
launch of a new phase of expansion and this has been the clear and even
stated goal of US economic policy in the last two decades. Essentially, the
United States has functioned, through financial deregulation, as a vacuum
cleaner for the world’s savings. Importing several hundred billion dollars
annually, it has sought to re-establish its productive lead of the fifties by
a focused drive for world domination in Information and Communications
Technology.

This rational is for United States. The endogenous process behind a long
wave of expansion, once launched, has been documented by researchers
(see for example Perez 2002) and arises because technology revolutionizes a
core branch of the world economy; an industry which is an input to all others.
The year 1848-73 was the age of steam and the railway; 1893-1914, the age
of steel and electricity; 1947-65, the age of oil and cars. This becomes the
target of a prolonged wave of investment and also revolutionizes all other
branches of industry, providing the basis for an investment surge throughout
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the economy. Any nation producing this core technology rises up the pecking
order.

The contradiction is, first, that accumulation itself leads to a declining
profit rate for the reasons already discussed, choking off the expansion and,
second, the process is phenomenally uneven. It divides the world even more
sharply between producers of the new technology, whose domination is at
each stage further reinforced, and consumers of it who become dependent.
The world market does not spread the technology; it concentrates it. The
phenomenon of capital export, observed by Hilferding, Hobson and Lenin,
and still a vital part of advanced country operations today, is only one
aspect of an overall pattern which organizes the world labor market on a world
scale under the direction of the new technology. The typical structure of the
world corporation, repeated in each phase of expansion, is a core in the
center, serviced by outsourced labor-intensive activities in the periphery.
This is no different today when the core technology is service-driven and
the tributaries are mass industrial production, than a hundred years ago when
the core technology was industrial and the tributaries were agricultural.

Inevitably therefore, nations and corporations strive to convert the source
of superprofit of the core technology into a monopoly and to extract from it
a rent, a stable superprofit. Rail cartels in the 1870s, the steel and electricity
cartels of the early part of the last century, the oil cartels in the modern age,
and the rise of Microsoft are all classic manifestations of this process."* Govern-
ments and nations are only too conscious of the benefits to their own capitalists,
and the regulatory régimes surrounding core products are the focus of much
international politics.

Today the most vivid, and advanced, expression of the process is the legal
formalization of intellectual property rights via the Trade-Related Aspects of
Intellectual Property Rights (TRIPS) agreement of the WTO. Effectively, this
serves to convert technical advantage as a whole into a source of rent. The
role of technology in dividing the world to haves and have-nots is nowhere
clearer than in the conflicts over this new commodity form. Yet the contra-
dictions of the form highlight the reasons that capitalism cannot generalize
the gains from technical progress; for the first time, ‘free trade’ in a commodity
depends on the restraint of trade in all other commodities. The pharmaceutical
and agricultural companies rushing to patent genes, drugs, seeds and animals
are battling not to provide them to the third world, but to prevent the third
world making them.

The age of war

We do not yet know if Greenspan will achieve his lifelong objective of
launching the fifth Kondratieff. The evidence, overwhelmingly, is that it has
not started yet. Not only is world growth at its lowest in 30 years, but US
growth is no higher than 20 years ago, and still well below golden-age levels.
It has outstripped the rest of the world only by driving all others down. More
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decisively still, the telltale sign of a productive lack of competitiveness — a
huge and growing trade deficit — shows no signs of going away.

In consequence, the United States’ relation to the rest of the world bears
a far stronger resemblance to the relation, which the United Kingdom held
in the 1890s, than that of the United States in the 1950s, or the United
Kingdom in the 1850s. Does this rule out a new Kondratieff? No: despite the
structural instability imposed by the United Kingdom’s weakness, the period
1890-1914 saw the ‘Belle Epoque,” a prolonged phase of technical revolution
and expanded growth.

The problem is that the Belle Epoque ushered in World War L. This high-
lights a crucial difference in modes of super-power domination. In the first
type, seen in 1848-73 with Britain, and 1947-65 with the United States, one
power establishes exceptional productive dominance providing it with
exceptional technical superprofits. It runs a trade surplus and finances the
expansion of capital outside its borders, which is why the United States could
build a new Germany in 1945 where Europe signally failed in 1918. The
second type, however, arises when a power that has lost productive domi-
nance nevertheless organizes the commercial, financial and military system of
world capitalism to recapture on this terrain what it can no longer appropriate
technically. It monopolizes, in short, the non-productive sources of super-
profit to its exclusive advantage, leading to a hypertrophy of finance capital
and all the other phenomena associated with classical imperialism.

As the Belle Epoque demonstrates, a system of great-power relations based
on such economic relations is structurally unstable even if a phase of expansion
ensues. The dominant power cannot hegemonize its partners because it cannot
offer them anything, and competition between dominant powers becomes
the highest form in which economic competition is organized.

A Kondratieff expansion, whether or not it occurs, is not therefore a solu-
tion to the current fairly marked tendencies towards market failure. The
solution lies in a different quarter, to which Marx would of course have
turned: the conscious forces flung into movement by this failure and their
capacity to replace the market by something better. Whether or not they
succeed will depend on whether or not they understand the tasks facing
them; theoretical clarity, in this situation, is not an optional extra but
a militant duty.

Notes

1. It may seem that my use of the word ‘paradigm,’ differs from Kuhn (1962) because
I define it to mean the method by which an economic approach determines its
variables. I will argue that the equilibrium method imposes a meaning on concepts,
and dictates procedures shared by all practitioners; this constitutes it as a paradigm
in Kuhn'’s sense.

2. See Kliman (2001) and Freeman (1997b).

3. See for example Dobb (1973: 184).
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10.

11.

12.

13.

. Sraffa does not differ from the marginalists in this respect. The ‘physical size’ of

a commodity cannot be isolated from its utility and each is just an aspect of the
more theoretically adequate concept of use-value: thus, I cannot consume the
experience of an egg separately from the egg. The claim that Sraffa created an
alternative foundation for political economy is questionable; rather, in exhibiting
the logical incoherence of marginalism, he demonstrated the logical incoherence
of the use-value concept itself.

. The time subscript will be omitted for simplicity where it is not necessary to the

calculation.

. In the marginalist variant, there would have to be more than one commodity and

the equations resulting would be different, being derived from a supposed know-
ledge of marginal utilities and production functions. However, in both cases, the
end result is a set of equations like (6.2) in which the rate of profit is a function of
physical quantities, input prices and output prices. We illustrate our point with
the physical quantity variant.

. Compare this with the traditional view of science: ‘The sequence in time is thus

the sole empirical criterion of an effect in its relation to the causality of the cause
which precedes it’ (Kant 1933: 288).

. In general, a temporal average must diverge from a moving fixed point solution.

Given exogenous parameters g, and an endogenous state vector x,, the general
temporal trajectory is given by x,, ;; a,,,=f(x, a,) for some f or in the continuous
case x’; a’=f(x; a). The general equilibrium or comparative static trajectory is x,;
a..,=f*(xy ay), or in the continuous case f*(x; a) =0 where f* is the fixed point of
f with respect to x. The exogenous vector a becomes the only source of change. If,
however, a is changing secularly (which is the case, given technical change) then
f* cannot possibly equal f.

. One may conceive of value as the result of any particular input and this is by no

means a stupid idea. Thus the physiocrats conceived of output as the contribution
of agricultural produce. It is perfectly meaningful to construct an ‘energy value,’
as the energy expended in producing of a commodity. The issue is not to exclude
such ideas by pure logic but to enquire what they can actually explain.

The quantitative relation between value and price appears in Marx as a law of
motion, in the average and over time: as the labor content of any commodity falls,
so will its relative price.

This is not the same as Adam Smith’s ‘labor commanded’ which refers to the price
of living labor. If the wage is £1, and an hour’s work produces on average £2
worth of goods, the MELT is £2/hour, not £1.

Indeed if the market worked perfectly the market would not be necessary. Agents
should be able to implement the rationally obvious rates of exchange, production
and consumption without the tedious intermediary of actually buying and selling.
The relation between monopoly rent and profit has often been mistakenly
reversed because from an equilibrium standpoint, any deviation of profits from
the average must be caused by something exogenous. Rent is tribute exacted from
stream of surplus profit, and monopoly is the fixation of the right to this rent in
a particular form of property. No one exacts rent from an unused building. The
profit causes the rent, which brings about the monopoly, not the other way
around. Baran and Sweezy’s account of ‘State Monopoly Capitalism’ inverts this
essential causative relation.

/

Value Production and Economic
Crisis: A Temporal Analysis

Andrew J. Kliman

During the past few years, an economic crisis threatened to destabilize the
global economy as it spread from East Asia to Russia, Brazil, and elsewhere.
Argentina went into a deep, accelerating collapse, and has not recovered.
Meanwhile, the 12-year-long deterioration of Japan’s economy has intensified,
bringing on serious deflation. And shortly on the heels of one worldwide
recession, another slump, potentially more severe, may be looming on the
horizon, along with worldwide deflation. Globally, share prices have fallen
by almost one-half since early 2000, and the current growth path of the
United States appears unsustainable, given its whopping current account
deficit, negative private saving rate, and real estate market bubble.

Owing to policy makers’ adroitness — or perhaps luck — their interventions
have thus far succeeded in holding the global economy together. Yet the crises
keep erupting. It should thus be clear that the interventions have been
ad hoc ‘quick fixes,” not solutions to capitalism’s crisis tendencies.

The fundamental reason why capitalism cannot resolve its crisis tendencies,
I suggest below, is that the capitalist mode of production is founded on an
unsolvable contradiction between the production of use-values (physical
goods and services) and the production of value. As physical productivity rises,
commodities’ values fall. In other words, costs of production fall, and prices
tend to fall as a result. This failure of value to ‘self-expand’ sufficiently leads
to slumps in physical production because physical production under cap-
italism is always tied to value production and engaged in only insofar as it
expands value.

Demand-side theories, in contrast, attribute economic crises to inadequate
demand (or ‘overproduction’) and debt crises to excessive debt expansion.
Yet why is demand inadequate? What has made the volume of debt excessive?
The section ‘Demand-side theories’ argues that demand-side theories cannot
answer these questions;' in the section ‘Value production and crisis tenden-
cies,” I suggest that the answer is, in large part, that value has failed to
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‘self-expand’ sufficiently. Yet this raises a further question: what determines
the growth rate of value? According to Marx’s theory, its most fundamental
determinant is employment growth (or, more precisely, growth of living labor
extracted in production). I argue that this theory alone provides a foundation
for explaining the coexistence of some key macroeconomic phenomena —
rapid technological advance, sluggish or negative employment growth, the
tendency of prices to fall, rising debt burdens, and economic crises — as
a coherent unified whole.

A very different theory — the ‘physical quantities approach’ (Steedman
1977: 72, 216-17) - dominates today’s ‘Marxian economics.” Duménil and
Lévy (2000: 142), like other proponents of physicalism, hold that ‘[t]he
labor theory of value is not... [the foundation of] the theory of crisis or of
historical tendencies. ... [It] does not provide the framework to account for
disequilibrium and dynamics in capitalism.” Physicalist authors do recognize
that technological progress tends to reduce commodities’ values and prices.
Curiously, however, they deny that these reductions impair profitability,
holding instead that profit rates are determined solely by ‘physical quan-
tities.” As a founder of this approach Bortkiewicz (1952: 40) wrote, ‘it is wrong
to connect a change in the rate of profit with a change in prices, since, as
can be seen from our formulae,...price movements affect the capitalist’s
product [i.e. sales revenue] to the same degree as they do his outlay’; the
profit rate thus remains unchanged.

What is actually wrong, I argue in section ‘physicalism vs Marx’s theory,’
are the physicalist formulae. They misconstrue what profitability is (in the
world outside physicalist models) and mismeasure it. The physicalist profit
rate would measure profitability correctly only in a world in which techno-
logical advances did not tend to reduce prices.

Demand-side theories

Tautologies vs explanations

One widely held view on the Left attributes economic crises to the anarchic
and competitive nature of private capitalism, which causes firms systematic-
ally to expand faster than demand will permit in the long run. Periodically,
this results in excess capacity and overproduction, that is, production in
excess of demand.?

This account is actually a tautology, not an explanation. As Marx (1978:
486) noted, ‘[i]t is a pure tautology to say that crises are provoked by a lack
of effective demand or effective consumption....The fact that commodities
are unsaleable means no more than that no effective buyers have been
found for them.’ To attribute crisis to an excess of production over demand,
in other words, is merely to restate that there is a crisis. It does not explain
what has caused it. To do so, one needs to explain why the volume of output

Andrew J. Kliman 121

has proven to be excessive — why, that is, demand has been too sluggish to
enable everything to be sold at existing prices.

Attempts to attribute the Asian economic crisis to an overexpansion of
credit also substitute tautology for explanation. That the region experienced
a sudden outflow of capital means precisely that the prior inflow of capital
was, in retrospect, excessive. The phenomenon has been restated but not
explained.

A similar observation can be made with respect to Minsky’s (1982) ‘financial
instability hypothesis.” Emphasizing the excessive increase in indebted-
ness — speculative and ‘Ponzi’ financing — that takes place in tranquil times,
Minsky offers valuable insights into the conditions that permit ‘shocks’ to
the economy to develop into crises. Yet the excessiveness of the debt burden
is itself left unexplained. With reference to what has it become excessive?
Why is the economy unable to absorb credit at the same pace as it is created?
Only by answering such questions does one move from tautology to
explanation.

Underconsumptionism

Underconsumption theories have indeed tried to explain what determines
the growth of demand. They hold that total demand is ultimately deter-
mined by the demand for consumer goods, which is strictly limited by bio-
logical needs and/or the restricted development of new needs under
capitalism.

Underconsumptionists recognize that investment spending, an additional
source of demand, is not determined directly by consumer demand, but by
the extent to which firms desire to increase production. Yet, they maintain,
consumer demand limits the increase in production, and thus investment
demand, because, directly or indirectly, ‘the process of production is and
must remain, regardless of its historical form, a process of producing goods
for human consumption’ (Sweezy 1970: 172).

Given the restricted growth of consumer demand, and the quicker growth
of potential output that results from technological progress, it follows that
a chronic tendency exists for aggregate supply to exceed aggregate demand.
This is unsustainable in the long term, so it leads to crises of overproduction.
Either production and employment must decline, or prices must fall, or some
combination of the two.

Underconsumptionists deserve considerable credit for attempting to
explain forthrightly why demand does not keep pace with production. Yet
their crucial claim that the expansion of capitalist production is limited by
consumer demand happens to be false. This was first demonstrated in the
schemes of reproduction in Volume 2 of Capital. Marx did not dispute the
tendency toward underconsumption, but showed that it constitutes no
insurmountable obstacle to the expansion of production (Dunayevskaya
1989: 126).
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One part of output consists of consumer goods. Another consists of
means of production that are used, directly or indirectly, to produce new
consumer goods. Consumer demand sets a limit to the expansion of these
parts of output. Yet Marx’s schemes demonstrated that there exists a final
part of output that does not enter into consumption either directly or indir-
ectly. Iron is used to produce steel, which is used to produce mining equip-
ment, which is used to produce iron, and so on. The growth of this part of
output is not constrained by ‘human consumption,’ since its demanders are
not humans, but capitals.

The schemes also demonstrated that growth under capitalism generally
requires that this final part of output grow faster than the others.® Thus,
rather than being a system that produces for consumption’s sake, capitalism
increasingly becomes a system of production for production’s sake.

Instead of attempting to disprove these demonstrations, underconsump-
tionists merely dismiss them in favor of what they believe to be reality,
namely the dogma that even capitalist production is production for con-
sumption’s sake.* Explanations must of course correspond to reality; the
problem is that the reproduction schemes demonstrate that this dogma
does not.

Because the part of output that is not constrained by consumer demand
grows faster than the other parts, production can indeed grow faster than
consumption, even in the long term. Yet if the expansion of production is
not limited by consumer demand and, again, investment demand is gov-
erned by capitalists’ desire to expand production, it follows that consumer
demand can set no insuperable limit to investment demand. Appeals to
underconsumption are thus unable to explain what determines total demand.

This also implies that underconsumptionism cannot adequately account
for crises. If investment demand is sufficiently strong, no crisis will occur,
despite constraints on consumer demand. If, on the other hand, investment
demand is weak and a crisis does occur, the crisis cannot be due to under-
consumption, since what has constrained investment is something other
than underconsumption.

It is widely recognized, even by demand-side theorists, that falling rates of
profit (actual and expected) are what lie behind weak investment. They
contend, however, that what lies behind falling profitability is weak demand
in the market. Yet we have seen that, in order to explain the weakness in
demand, weak investment spending must first be presupposed. Thus the
demand-side explanation reduces to the circular claim that weak invest-
ment causes weak investment!

Breaking free from the circularity requires a reversal of the causal relation.
It is the profit rate that regulates investment demand, and thus total
demand, not the opposite. Thus the falling tendency of the profit rate does
not result from ‘realization’ problems in the market, since these problems
are not its cause, but its consequence. As Dunayevskaya (1991: 43) noted,
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‘it is the crisis that causes a shortage of “effective demand.” The. .. “inability
to sell” manifests itself as such because of the fundamental antecedent decline in
the rate of profit, which has nothing whatever to do with the inability to sell.’

Value production and crisis tendencies

A brief sketch

A brief sketch of the view that I will develop further below runs as follows.
When technological advances displace workers with machines, commodities’
values (costs of production) fall. Their prices therefore tend to fall, too. This
causes the devaluation of existing capital investments, as do technological
advances directly, by making older equipment obsolescent. Devaluation
leads to crises because the losses of value must eventually be written off and
charged against profits, causing current profit rates to plummet. (But the
same process restores future profitability since, after the write-offs, profit is
larger in relation to the now-devalued capital.)

Declining prices — deflation — and even declines in their growth rate -
disinflation - also depress profitability by reducing sales revenues. The
decline in profitability can trigger a drop in investment, leading to a crisis of
‘overproduction.” Deflation and disinflation also raise the real burden of
debt, which tends to cause bankruptcies and financial instability. By height-
ening the risk of default, rising debt burdens can also bring about credit
crunches, another cause of falling investment spending.

The falling tendency of prices can often be neutralized, as it has been
throughout most of the past 70 years, by means of excessive credit expansion.
I maintain, however, that this does not negate the system’s crisis tendencies,
but merely displaces them. The crises now appear more often in the form of
debt crises, including State fiscal crises.’

It should be clear that I am not putting forward a ‘millennial’ model in
which the profit rate falls ‘mechanically’ and ‘inevitably’ throughout all
time (Laibman 1999: 224, 2001a: 81, 92). Some physicalist authors have
characterized an earlier paper of mine in these terms, but in fact the paper
contained no model whatsoever. 1 explicitly noted that I was not trying ‘to
model the movement in the observed profit rate’ and that I was abstracting
from the restoration of profitability by means of crises (Kliman 1996: 213).
What has been mistaken for a model was simply a counterexample that I con-
structed in order to disprove the physicalist Okishio Theorem (Okishio
1961), which had long been thought to have refuted Marx’s law of the
tendential fall in the profit rate.

Productivity growth, values and prices

Marx (1977: 137) held that ‘[tlhe same labour,... performed for the same
length of time, always yields the same amount of value, independently of
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any variations in productivity.” But when productivity rises, a given amount
of labor yields more physical output, so values — that is, costs of production
— per unit of output decline. Because innovating firms face lower costs than
their rivals, they can boost their market shares by lowering their prices and
still maintain or even increase their own profit rates. The rivals must either
match the price reductions in order to remain competitive, or go out of
business. In either case, the end result is that the firms which remain now
sell at lower prices, ceteris paribus.

Even opponents of this supposedly ‘metaphysical’ value theory recognize
that it correctly explains the effect of technological progress on prices. For
example, Greenspan (2000) has stated that:

Faster productivity growth keeps a lid on unit costs and prices. Firms hesi-
tate to raise prices for fear that their competitors will be able, with lower
costs from new investments, to wrest market share from them....Indeed,
the increased availability of labor-displacing equipment and software...
is arguably at the root of the loss of business pricing power in recent
years.

Let Q stand for aggregate output and L for the total (dead +living) labor
needed to produce the aggregate output. Productivity can be expressed as
IT=Q/L. The aggregate value of output is V=vQ=al, where v is an index of
per-unit values, and a is a constant. Its constancy reflects Marx’s theory that
a given amount of labor always produces a given amount of value. Yet the
monetary expression of this value varies over time (see, e.g. Marx 1981:
266). The aggregate money price of commodities can thus be represented as
P=pQ=mL, where p is an index of per-unit prices, and m is the (variable)
monetary expression of labor-time (see Ramos 2003). The associated per-
centage growth rates (denoted by dot superscripts)® are thus

n=g-i
V=L
P=m+L
v=-11
p=-Tl+m

If 7 >T1, then p>0 — productivity growth will be accompanied by higher,
not lower, prices. This does not contradict the point that Marx'’s theory pre-
dicts that technological advances tend to reduce prices. Ceteris paribus, an
increase in productivity growth will reduce p, and to the exact same degree
that it reduces y — by one percentage point for every percentage-point rise
in I1. My preliminary estimate for the US economy between 1949 and 2000
indicates that a one-point rise in TT did indeed reduce p by roughly an
amount, 0.987 point (Table 7.1).
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Table 7.1 Effect of productivity growth on prices in the United States, 1949-2000

OLS Regression  p =2.50 —0.987 I1+0.456 Y +4.39 D
Estimate® (4.89) (-4.33) (2.67) (7.45)
R?=0.68; F=33.7; DW=1.52; N=52. t-statistics are in parentheses.

‘p, I1, and v are the annual growth rates of the CPI-U price index (year-on-year rate), the
Bureau of Labor Statistics’ multifactor productivity index for the business sector, and real gross
domestic product. D is a dummy variable, equal to 1 for the years 1969-82, and O otherwise, that
I introduced in order to account for an increase in m during that period. I introduced Y to con-
trol for cyclical effects. Multifactor productivity growth rate data are currently available for the
years 1949-2000 only.

Profit rate dynamics

The general rate of profit is r = S/C, where S is aggregate profit (which equals
aggregate surplus-value under Marx’s theory) and C is aggregate capital
advanced. This implies that 7 =$ — C.” One important determinant of the
rate of capital accumulation C is the ‘destruction of capital through crises’ -
both the destruction of ‘real’ or physical capital, and the destruction of
‘nominal’ capital, the ‘depreciation of values’ (Marx 1968: 495, 496). But
assuming — for the moment - that no such destruction occurs, C is simply
the ratio of new investment to capital advanced, I/C. I can be expressed as
oS, where a.=I/S is the share of profit that is re-invested. Thus ¢ =aS/C =ar,
so that

i=S-ar

Assume that §>0 and o>0. Then the profit rate falls (#<0) if r> §/a, and
rises if r< §/a. Thus r converges over time to §/a, which we can call r ;, the
long-run profit rate.

It seems reasonable that movements in o are principally short-term ones,
associated with the business cycle, and thus that « is essentially trendless in
the long run. Nor is there good reason to predict any specific trend in §.
Strong theoretical and empirical arguments suggest that profit will be a
more or less constant share of the aggregate price of output over the long
haul, since wage-increases that threaten profitability will be temporary and
self-negating.® Thus S will grow at a rate close to the same rate as P, and
there is little, if any, reason to presume any particular trend in the latter’s
growth rate.

There is consequently little, if any, reason to suppose that the long-run
profit rate will fall over time! How, then, can the profit rate have a falling
tendency?

The answer is that the falling tendency is not a matter of a different steady
state (a decline in ryy), but of ‘transition dynamics,” that is, adjustment
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toward the steady state. As we saw above, if the profit rate is initially greater
than ryy, it will tend to fall over time. The tendency of the profit rate to fall is
precisely this tendency of the profit rate to adjust downward toward 1.

Put differently, the profit rate will decline if r; is too low to allow the
current rate to be sustained. But what makes r;; too low? It is limited by
the growth rate of profit, which in turn is held in check by sluggish employment
growth and reduced by productivity growth. To see this, assume as before
that profit is a roughly constant fraction of the aggregate price of output
over the long haul. Profit then grows at essentially the same rate as does
aggregate price, [, + si1. Thus the profit rate is limited in the long run by the
growth rate of value, which in turn depends upon the growth rate of
employment. And since [+ = p+ Q, and technological advances tend to
reduce p, they likewise tend to lower the profit rate.

Note that any reduction in p — any disinflation — will tend to reduce prof-
itability. Outright deflation — p<0 - is not necessary. Nor is the supposed
distinction between ‘bad’ deflation, ‘caused’ by inadequate demand, and
‘good’ deflation, caused by technological progress, relevant here. ‘Good’
deflation depresses profitability no less than does ‘bad’ deflation, because it,
too, reduces revenues today in relation to costs incurred in the past.’

Yet technological advances not only reduce profitability, they also restore
it. By lowering prices and causing early obsolescence of old equipment, they
bring about economic crises in which capital-value is destroyed. From that
point forward, the profit rate increases because the destruction of capital
reduces its denominator. Thus the profit rate is once again greater than r,
and the process is set to begin all over again.

The tendential fall in the profit rate therefore expresses itself not through
a secular decline in profitability, but through recurrent crises. This was Marx’s
(1981: 367, emphasis added) view as well: ‘the falling rate of profit...has
constantly to be overcome by way of crises.” The destruction of value ‘over-
comes’ the falling tendency and sets the stage for renewed expansion. And
since profitability can always be restored if enough capital-value is destroyed
(which requires only a sufficiently long and severe crisis), no crisis is
permanent.'”

Value and the debt burden

The framework developed above can help clarify that what makes debt burdens
excessive is debt expansion that is too great in relation to the surplus-value
that has been produced. The same imbalance is what makes Ponzi finance
a destabilizing factor, rather than something sustainable in the long term.

A common measure of the business sector’s debt burden is the ratio of
debt to profit. This ratio will rise if profit grows more slowly than debt. The
proportional growth rate of debt is the interest rate, i, plus the ratio of net
borrowing (new borrowing minus retired debt) to existing debt, b. Thus the
debt/profit ratio will rise as long as
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If § <i, the debt burden is clearly unsustainable. The debt/profit ratio will
rise indefinitely and without limit, even if b=0. Short of massive default,
the only solution for businesses is to pay back more of their existing debt
than they borrow. But even when § >i, businesses still have to reduce their
rate of net borrowing. In either case, the drop in b causes a drop in invest-
ment spending, which in turn causes § to fall, making yet another decline
in b necessary, and so on (If the fall in b causes § to fall by a larger percentage,
it is impossible to halt the growth of the debt burden.)

‘Ponzi finance’ refers to an increase in indebtedness not for the purpose of
acquiring new productive assets, but simply to pay interest on outstanding
debt (Minsky 1982: 28). If the ratio of debt to the value of capital assets is
rising, Ponzi finance is taking place. But the debt/capital ratio rises insofar as
the growth rate of capital, C, is less than the growth rate of debt,

C<i+b

As noted above, the profit rate will almost certainly be convergent. This
implies that capital-value and surplus-value grow at the same rate in the
long run, that is, that ¢ converges to §. Thus if surplus-value fails to grow or
grows very slowly (at a rate less than i+b), Ponzi finance is almost inevitable.
The financial structure becomes unstable, increasingly prone to crisis when
confronted with a ‘shock.” A decline in the interest rate, perhaps engineered
by central banks, could conceivably offset this tendency. On the other
hand, as debt rises in relation to the asset base, lenders will demand higher
risk premiums, and the interest rate will instead tend to rise.

By using the terms surplus-value and profit interchangeably here, I have
implicitly assumed that the monetary expression of labor-time, m, remains
constant. During the expansionary phase of the business cycle, however,
m increases — the nominal price of aggregate output grows faster than its real
value. This temporarily raises the nominal profit rate and temporarily ameli-
orates the tendency toward excessive indebtedness.

A considerably longer-term discrepancy between the nominal price and
the real value of aggregate output arises when government debt is used as
a policy tool, and when easy money policies encourage private sector borrow-
ing. Aggregate demand increases more quickly than does the production of
value, so commodities’ money prices rise above their values. This process,
too, tends to counteract the tendency of the (nominal) profit rate to fall.!!

In contrast to the expansion-induced discrepancy between nominal prices
and real values, however, this one exacerbates the debt problem, precisely
because excessive debt buildup — a buildup of debt in excess of the underlying
values - is the very mechanism that is propping up prices. On the one hand,
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Table 7.2 Public debt burden in OECD countries, 1979-2001

Country Public Debt/GDP? Percentage Change®
Low (in %) High (in %)
United States 36.2 (1981) 75.8 (1993) 109
Japan 45.6 (1979) 132.8 (2001) 191
Germany 30.8 (1979) 63.2 (1998) 105
France 30.1 (1981) 65.0 (1998) 116
United Kingdom 44.3 (1991) 61.4 (1998) 39
Italy 57.7 (1980) 124.0 (1994) 115
Canada 43.7 (1979) 120.4 (1995) 176
Spain 16.5 (1979) 81.3 (1998) 393
Netherlands 44.1 (1979) 78.8 (1993) 79
Belgium 70.6 (1979) 138.1 (1993) 96
Austria 36.0 (1979) 69.2 (1995) 92
Sweden 39.6 (1979) 77.9 (1994) 97
TOTAL, OECD® 39.7 (1979) 75.6 (1996) 90

* General government gross financial liabilities, as a percentage of nominal gross domestic
product.

" From lowest to highest year.

¢Includes other OECD countries not listed above.

Sources: OECD Economic Outlook (Paris: Organization for Economico-operation and Development),
No. 59, June 1996, Annex Table 34; No. 71, June 2002, Annex Table 33.

then, the tendency of the profit rate to fall is less likely to find immediate
expression; the profit rate, in other words, is less likely to fall. On the other
hand, these Keynesian policies do not negate, but only displace, the system’s
crisis tendencies. Instead of the crises appearing in the goods market, they
crop up mostly in the forms of debt crises and of fiscal crises of the state.

Table 7.2 helps to indicate the magnitude as well as the ubiquitous nature
of the fiscal difficulties faced by Organization for Economic Co-operation
and Development (OECD) countries in the last two decades. The twelve
countries, listed in order of GDP, together produce more than 70 percent of
the value of world output. Except for the United Kingdom, all of them have
experienced massive increases in the burden of public debt. The overall
debt/GDP ratio fell somewhat during the boom years of the late 1990s, but
the OECD expects it to rise again.

Physicalism vs Marx’s theory

The physicalist profit rate

The ‘physical quantities approach’ is rooted in static general equilibrium
models formulated by Dmitriev (1974), Bortkiewicz (1952), and later writers.
Such models suppress intertemporal changes in prices and values, and thus
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the profit rate becomes a function solely of ‘physical quantities’ — technology
and real (i.e. physical) wages. In diametrical opposition to Marx’s (1968:
439; cf. Marx 1981: 347) theory, in which ‘[t]he rate of profit...falls, not
because labour becomes less productive, but because it becomes more pro-
ductive,” these models imply that productivity increases raise the profit rate.
For the profit rate to fall, some kind of falling productivity is therefore neces-
sary. If the real wage rate is constant, the physicalist profit rate falls only if
total factor productivity falls. If instead, the value of the wage is constant,
this profit rate becomes a function solely of capital productivity (output
per unit of physical capital) and falls only if capital productivity falls (see
Brenner 1988: 11). Thus Laibman (1997: 56) posits ‘severe diminishing
returns to mechanization’ in order to derive a falling profit rate. Clearly, the
implications of physicalism are, in Brenner’s (1998: 11) apt phrase, ‘impec-
cably Malthusian.’

Although proponents of physicalism recognize that technological advances
create a tendency for prices to fall, they deny that this impairs profitability.
They do so in one of four ways.

Static equilibrium

Prices in their models are stationary; each good'’s input and output prices are
equal. How, then, do technological advances tend to reduce prices? The
answer is that there has been history, but there is no longer any. Productivity
increases did reduce prices, but they have since stabilized. Since they are no
longer falling, the profit rate now depends solely upon physical quantities.
This answer might seem reasonable, since surely no single technological
innovation will reduce prices forever. Yet technological advance is an ongoing
process. Continuous technological change tends continually to lower output
prices in relation to input prices. So today’s revenues decline continually in
relation to costs incurred in the past, which does depress profitability.

The ‘tracking’ argument

In light of this problem, some theorists have conceded that physicalism’s
stationary-price profit rate does not accurately reflect the actual rate. None-
theless, they have countered, the value rate of profit must ‘track’ the phys-
icalist rate. This claim was debated in two symposia in Research in Political
Economy (Volumes 17 and 18). In the end, Foley (2000b: 281) agreed with
Alan Freeman and me that ‘it is possible for the money and labor rates of
profit to fall [under conditions in which the physicalist rate must rise], if the
money price level or labor productivity...change in certain ways.” David
Laibman held fast to the tracking argument, but only by redefining ‘track-
ing.” According to his revised definition, the value rate of profit tracks the
physicalist rate even if the former falls forever while the latter rises forever
(Kliman and Freeman 2000: 292; Laibman 2000b: 274).
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Irrelevance of absolute prices

Some proponents of physicalism appeal to corn models and standard
commodities in order to argue that values and prices are mere veils. In an
economy in which corn was the only output and non-labor input, they
maintain, the profit rate would be determined ‘directly between quantities
of corn without any question of valuation’ (Sraffa 1982: xxxi). And the real-
world profit rate is fundamentally determined in the same way.

Yet even in the corn-model case, profitability does indeed depend upon
the self-expansion of value. Imagine a firm that invested $100 a year ago for
4bu of seed corn, which it used to produce 5bu of corn, harvested today.
Also imagine that, owing to rising productivity, the latter are worth only
$100. Sraffians insist that the firm’s profit rate is not zero percent, but
25 percent - the rate of increase in corn. To see what's wrong here, imagine
that the firm borrowed the original $100 for one year. Will its creditor be
content with a repayment of $80, on the ground that the $100 loan was
equivalent to 4bu, which are worth a total of $80 today? It will more likely
demand the whole $100 - plus interest, which the firm cannot pay.

The Sraffians’ error stems from their misunderstanding of the doctrine
that only relative prices, not absolute money prices, affect profitability. Since
corn is the only ‘commodity,” they reason, it has no relative price, and thus
profitability depends upon the physical data alone. But the corn does have
a relative price, one that falls and thereby lowers the profit rate: each bushel
is worth 1/4 of the $100 loan asset before the harvest, but only 1/5 thereafter.
This phenomenon is known as debt deflation. As the Bank of England’s
Mervyn King (1993) has emphasized, ‘debt deflation is a real[,] not a mone-
tary[,] phenomenon, and is concerned with a change in relative prices.’

Hence, the fact that value and price are relative concepts does not mean
that ‘[v]alue is a relation between contemporary commodities . .. only’ (Bailey
1825, quoted in Marx 1971: 154), which is the real significance of the
Sraffians’ ‘relative price’ doctrine — and which, ironically, was the crux of
Bailey’s attack on Ricardian value theory! Financial relations are temporal
relations, relations that link the past and the present, the present and the
future, relations in which value persists over time.

Replacement-cost valuation

Finally, some physicalist theorists are able to deny that falling prices reduce
profitability because they use post-production replacement costs, not costs
actually incurred in the past, to compute profits and profit rates. Because
this procedure makes price changes irrelevant, it yields a ‘profit rate’ that
depends upon physical quantities alone. Yet this ‘profit rate’ is not a profit
rate in the normal sense. It is not the rate that guides capitalists’ decisions
(the rate they seek to maximize), nor the rate of ‘self-expansion’ of value,
nor the rate that regulates capital accumulation.
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Investors, managers, and state planners care about the rate of return on
their actual, original investment. Their concept of profit is temporal. Measures
of profitability used in investment decisions, such as the internal rate of return
(IRR) and net present value, compare sums of value spent and received at
different moments in time. Marx measured profitability in essentially the same
way. For instance, he wrote that ‘[t|he relation between the value antecedent
to production and the value which results from it — capital as antecedent value
is capital in contrast to profit — constitutes the all-embracing and decisive
factor in the whole process of capitalist production’ (Marx 1971: 131). The
foremost purpose of his theory of surplus-value is to explain what deter-
mines the difference ‘between the value antecedent to production and the
value which results from it.” Replacement-cost valuation cannot explain
this, since it does not use the value antecedent to production to measure
cost. Physicalist ‘profit’ is simply not surplus-value; it is the difference
between the value of output and the inputs’ replacement costs at a single
moment in time."

The actual profit rate is also important because it governs the rate of capital
accumulation C. Indeed, C=I/C is simply the profit rate (S/C) times the ratio
of new investment to profit (I/S). If all profit is re-invested, then the rate of
accumulation must equal the profit rate. Yet because the replacement-cost
profit rate is not computed on the actual sum of capital advanced C, it fails
to govern the rate of accumulation in this way.

An example

The following simple example (Table 7.3); does not attempt to model the
real-world movement of profitability. Its purpose is to substantiate the
claims made in the last subsection. The economy produces corn by means
of seed corn and labor. The wage rate is zero, so profit equals the new value
generated in production, and the value advanced for seed corn is the entire
capital advanced. The total value of output is the cost of the seed corn plus
the new value generated. Capitalists re-invest all output and, accordingly,
the total value produced in one year becomes the capital advanced in the
next. Employment is constant over time, and since according to Marx’s theory
the same amount of labor always creates the same amount of value, new
value is also constant. Physical quantities, and the first year’s capital advanced
and new value figures, are data; all other figures are derived. (Using end-
of-year (output) prices to revalue the seed corn, we obtain capital ‘advanced’
in replacement-cost terms; subtraction of the latter from the value of output
yields the revised new value=profit.)

Because productivity increases continually, so does the physical profit
rate. But the IRR - the (temporal) value rate of profit — falls continually, since
capital advanced is increasing by $125/year, while profit is stagnant. The
replacement-cost profit rate, equal to the physical rate, rises continually.
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Table 7.3 Value, physical, and replacement-cost profit rates

Replacement-cost calculations

Profit C

New value

Unit price of Capital

¢

Profit rate
(in %)

Capital New value Value of
output

Year

(in %)

rate (in %)

Profit (in $)

‘advanced’

(in $)

output (in $)

(in %)

Profit

advanced

1.00/bu 1250.00 125.00 10.0 8.2

10.0

$1375 10.0 (10.0)

$125

$1250

1

(1375 bu)
$1500

(125bu)
$125

(1250 bu)
$1375

147.54 10.9 7.5

1352.46

0.98/bu

9.1

9.1 (10.9)

2

(1525 bu)
$1625

(150bu)
$125

(1375 bu)
$1500

1453.45 171.55 11.8 6.9

0.95/bu

8.3

8.3 (11.8)

3

(1705 bu)
$1750

(180 bu)
$125

(1525 bu)
$1625

2.7

196.77 1

1553.23

0.91/bu

7.7 (12.7)

4

(1921 bu)

(216 bu)

(1705 bu)
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But this means that it diverges increasingly from the IRR and from the rate
of self-expansion of value, which is precisely what the IRR measures.

As noted above, the rate of capital accumulation C must equal the profit
rate when, as in this example, all profit is re-invested. The value rate of
profit satisfies this definitional requirement, but the replacement-cost rate
does not. It exceeds both the actual rate of capital accumulation and the
replacement-cost-based rate by an ever-increasing amount. Thus as time
proceeds, the replacement-cost profit rate becomes a decreasingly adequat